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November 17, 1975
THE PRESIDENT HAS SEEN...»

PRESIDENTIAL STATEMENT TO THE PRESS - RAMBOUILLET

I WISH TO EXPRESS MY APPRECIATION FOR THE GRACIQUS

HOSPITALITY OF PRESIDENT GISCARD D'ESTAING AND THE FRENCH
- Y
maa e T e ——

GOVERNMENT.
S,

MY APPRECIATION ALSO GOES TO MY COLLEAGUES FOR THE
——

SPIRIT OF GOOD WILL AND FRIENDSHIP WHICH THEY HAVE DEMONSTRATED
e )

DURING THIS MEETING. IT HAS BEEN A SUCCESSFUL MEETING IN ALL

P,

RESPECTS. .

IN OUR SESSIONS, WE HAVE COVERED THE RANGE OF ECONOMIC
P ——

ISSUES OF CONCERN TO THE INDUSTRIALIZED WORLD AND CHALLENGING
L o - - M

OUR DEMOCRATIC SOCIETIES. THESE MEETINGS HAVE BEEN REWARDING

p— ——

IN THESE IMPORTANT WAYE: THEY HAVE DEEPENED OUR UNDERSTANDING

AND APPRECIATION OF OUR MUTUAL ECONOMIC INTERDEPENDENCEX} THEY

HAVE ENABLED US TO HARMONIZE OUR VIEWS ON KEY ISSUES:\FHEY HAVE

STRENGTHENED OUR DETERMINATION TO SOLVE THE PROBLEMS WE CONFRONT;

AND, FINALLY AND MOST IMPORTANTLY, THEY REAFFIRMED OUR MUTUAL
’__——.

CONFIDENCE IN A SUSTAINED AND FULL RECOVERY FROM THE DEEPEST

— R S, ey

RECESSION SINCE THE 1930's,
Jr——




PERHAPS OUR MOST IMPORTANT ACCOMPLISHMENT OVER THE

PAST SEVERAL DAYS HAS BEEN OUR RECOGNITION THAT THE

OBJECTIVE OF SUSTAINED}\STABLE ECONOMIC GROWTH WILL BE

p———————.

FACILITATED BY OUR COMMON EFFORTS. AS LEADERS OF MAJOR

DEMOCRATIC NATIONS, WE REACHED SUBSTANTIAL AGREEMENT ON A

NUMBER OF ISSUES CONCERNING MONETARY POLICY}\?RADE, ENERGY,
T . e ——

AND OUR RELATIONS WITH THE DEVELOPING WORLD, -AS—QUILINED

IN OUR JOINT DECLARATION.

OVER THE PAST 3 DAYS IN THIS BEAUTIFUL SETTING WE HAVE

FOUND A NEW "SPIRIT", -- A SPIRIT OF COOPERATION AND
e -

CONFIDENCE STEMMING FROM A DEEPER UNDERSTANDING OF OUR COMMON
ke -

DESTINY, AND G&R JOINT CONVICTION THA

N MASTER ®¥R FUTURE.
S—— s

AS THE RESULT OF THE WORK WE HAVE STARTED, THE PEOPLE

—— —

R Y
OF OUR COUNTRIES CAN LOOK FORWARD TO MORE JOBSS&?ESS INFLATION,
Y

AND A GREATER SENSE OF ECONOMIC SECURITY.

WE CONCLUDE THIS CONFERENCE WITH A SENSE OF
DETERMINATION TO CARRY FORWARD THIS WORK WHICH HAS BEEN
L R

SO PROMISINGLY BEGUN.
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THE WHITE HOUSE
WASHINGTON

Jim -
This was prepared by Seidman
and company --- therefore, no need

to return to NSC.

Note the President's handwriting --
and somebody elses --- pages marked

Any action?__

ia/Trudy



THE PRESIDENT HAS SEEN. rmere

THE WHITE HOUSE

WASHINGTON

November 12, 1975

MEMORANDUM FOR THE PRESIDENT

FROM: HENRY A. KISSING% k WILLIAM E. SIMON Wﬁ

BRENT SCOWCROFT L. WILLIAM SEIDMANA/‘?Q)j

SUBJECT: International Economic Summit Overview

The summit is intended to permit an intimate and serious
discussion by the leaders of industrialized democracies of
common problems; it should convey to the peoples of the
industrialized democracies that their leaders are working
together with good will and common purpose.

The summit provides you with an opportunity to demonstrate
sensitivity to the problems of others and to exercise con-
structive American leadership, both to resolve current dif-
ficulties and to set positive directions for the future
evolution of the international economy. Your leadership can
help:

-- to focus the meeting on priority problems, ensure
that the discussions are oriented toward a long term
view of major issues, and identify areas in which in-
creased momentum in ongoing negotiations and more
intensive joint efforts can contribute to the benefit
of the industrialized countries.

-- to put the meeting in an appropriate political con-
text by stressing that the destinies of the industrial
democracies are intertwined on economic issues in
much the same way as they are in the sphere of defense
and mutual security, and that differences must be sub-
ordinated to their paramount interest in their common
well being.

Your description of the U.S. recovery and the philosophy under-
lying your economic program will set an optimistic note at the
outset of the conference. In followup remarks you can move
the conference toward consensus on objectives in the wvarious
subject areas.
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How Foreign Leaders View The Summit

The summit will provide the other leaders an opportunity to
more fully explain to you, and to each other, their problems
and proposals, and to be seen participating in a serious effort
to improve the international economy. It will thus help them
to build prestige at home, to underline the fact that their
domestic economic problems are shared by others and result in
part from problems in the international economy, and to
strengthen their electoral prospects.

Your foreign counterparts will use the summit to strengthen
confidence in their leadership and in the ability of the
democracies to master their problems. These leaders will

also likely seek an indication that the U. S. is contributing

to the solution of their problems. As a consequence, they may
tend to focus less on the problems of the international economic
system than we would desire and more on the U. S. contribution
to their recovery.

The two concerns which, to a large extent, originally motivated
Giscard and Schmidt to seek the summit -- a weak dollar and
inadequate U.S. recovery -- are no longer compelling. However,
the Europeans remain skeptical about the continued strength of
the dollar (fearing a decline would again strengthen the com-
petitiveness of U. S. exports vis-a-vis those of Europe) and
about the durability of the U.S. recovery (fearing in parti-
cular that our restrictive monetary growth may cause it to
abort).

The other leaders will approach the summit from a number of
perspectives: Giscard is extremely concerned that continued
economic problems in France could lead to a Socialist/Communist
victory in National Assembly elections likely to be held early
in 1977 ultimately weakening the power of the French Presi-
dency to levels of the Fourth Republic. Giscard will articulate
his concerns about the impact of present economic problems on
the future of France and the democratic world, and focus on
developing international remedies to France's economic ills
(underlining the fact that these ills are international in
origin; i.e., not completely his fault), and to affirm
France's political and intellectual leadership of Europe's
effort to assure adequate American support for its recovery.
His desire to reduce exchange rate volatility, avoid a dollar
depreciation weakening European competitiveness, and ensure a
strong and sustained U.S. recovery which will continue through
the 1978 French elections, will reflect these views.

Schmidt shares Giscard's concern about the corrosive effect of

current economic problems on the industrial democracies as well



as his eagerness to demonstrate that his nation's slow recovery
is not his fault. He too is seriously concerned about the
political impact of the current recession, fearing a strong

CDU threat in next year's national elections. He is already
under strong attack for unprecedented German unemployment and
budget deficits. Schmidt can be counted on to point out to

the U. S. its responsibilities to help Europe recover, to
describe vividly the adverse effect on NATO of weak European
recovery, and to underline the need to build confidence in the
industrial democracies.

Miki, compromise leader of the LDP and politically weak within
his party, will use this meeting to demonstrate his credentials
as a world leader. Moreover, as the only Asian country at the
meeting, the Japanese will likely consider themselves spokes-
men for Asia. Miki hopes to strengthen his position for the
likely general elections next year.

Attendance at this meeting symbolically confirms international
acceptance of Japan as a major economic power. Miki is unlikely
to put forward any major new initiatives, but will seek a recon-
ciliation of differences on trade and monetary issues and a
conciliatory approach toward the developing world, which Japan
depends heavily upon for energy and other raw materials.

Wilson will use the summit to help build domestic confidence in
Britain's future economic recovery, to strengthen his ability
to resist union pressures which threaten his recent "voluntary"”
restraints on wage increases, and to enable him better to fight
off strong protectionist pressures from the Labor left. A
clear indication that the other major economies are beginning
to enjoy solid recovery may buy Wilson more time at home to
allow his policies to work. A demonstration that the assembled
leaders are determined to fight off protectionism in their
countries will strengthen Wilson's ability to hold off such
pressures in the U.K. Outside of these issues, Wilson's main
concern will be the plight of the LDC's -- which Britain feels
a moral obligation to help and which are important suppliers
and markets for U.K. exports.

Moro's attendance is, in itself, a victory for Italy, which was
not originally on the list of invitees. The Christian Demo-
crats are strengthened by international attention and accept-
ance. They may, as the result, gain support for domestic
policies to hold down inflation and resist protectionism.

Moro is unlikely to play a major role at the conference.




Your Participation

You will have the opportunity to comment at least once on each
topic. The agenda will be decided upon at the first session.
We assume that the topics will be those recommended by the
"Informal Group" which included George Shultz -- economic
recovery and coordination, trade, monetary issues, developing
countries, energy, and East-West relations. It would be
preferable from our viewpoint that the agenda follow the

above order. Specifically, we want trade (in which we have
proposals) to precede monetary issues (where we may face
French pressure).

Following Schmidt's initial presentation on economic recovery
and coordination, you will have the opportunity to place the
summit in a political framework stressing:

-- the central economic, political, and security impor-
tance of the industrial democracies to one another;

-- the enormous interdependence among our societies and
that the summit should convey to our peoples that we
are politically committed to their common well-being;

-- that individual efforts to solve our problems can only
have lasting success if supported by the contributions
of all;

-- that our problems must be resolved through political
will and a spirit of compromise, and that differences
should be considered in light of our broader common
interests.

Recovery from the recession is stronger and more advanced in
the United States than the other nations participating in the
conference. This may occasion efforts by the other countries
to seek further stimulus to the U.S. economy on the assumption
that this will provide the basis for export-led recoveries of
their own economies. Rather than defensively arguing that
their overall economic prosperity is less dependent on addi-
tional U.S. stimulus than they believe, the summit provides
an opportunity to explain the philosophy underlying your
policies for a sustained recovery and economic growth without
inflation. The central elements of your economic program
focus attention on a dynamic growth in the private sector as
the basis for a sound economy. Specifically, your discussion
of our economic policy should stress:



¢ Increased job formation through incentives for
capital investment, e.g. your tax proposals for
reductions in corporate taxation are designed to
stimulate capital formation. (Significantly, the
U.K. has recently announced a series of measures,
philosophically at variance with its traditional
reliance on the public sector, which are similar
to our emphasis on tax incentives for private
investment.)

o Fiscal restraint by government to control excessive
deficits and the growth of government expenditures.
(Your $28 billion tax reduction and spending restraint
program recognizes the need to reverse the pattern
of the explosive growth of government expenditures
and the need for greater reliance on the private
sector.

o Emphasis on steady policies, long-~term objectives,
and avoiding short-term "stop-go" economic policies
which have occurred in virtually all of the Western
democracies. (Moderating expectations and reducing
policy fluctuations provides greater certainty for
individuals and businesses in their planning and can
contribute significantly to a restoration of confi-
dence.)

o Reforming government regulation to remove obsolete
and unnecessary restrictions on private enterprise
and to enhance productivity, essential to sustained
economic growth.

You will also have the opportunity to discuss the strength of
the U.S. recovery and an optimistic projection for future
growth. Taking such an initiative at the outset would prevent
our being placed on the defensive by repeated questions about
our prospects and the adequacy of your policies.

Beyond this, you can briefly describe the necessity of progress
in areas of longer-term significance -- energy, trade, monetary
policy and improved relations with the developing world. 1In
effect, this presentation can lay out an entire framework for
the meeting, elevating the focus to broad issues of cooperation
aimed at recovery, sustained growth and improvement of the
international economic system.



Individual Issues

Trade

Miki will lead off probably by (a) emphasizing the need for
strong support for the multilateral trade negotiations (MTN)
and (b) expressing concern over growing protectionism in the
U. S. and Europe, and seeking reaffirmation of the OECD trade
pledge to avoid new protectionist measures.

The Europeans are likely to be even stronger in expressing
concerns about a possible resurgence of U.S. protectionism.
Although somewhat mollified by Treasury's recent rejection
of a countervailing duty complaint on steel and our planned
use of the waiver on canned hams, the Europeans may cite as
evidence a barrage of petitions on dumping and countervailing
duties. They may question whether serious progress in the
multilateral trade negotiations will be possible before our
Presidential elections. Most will also cite high levels of
unemployment in their countries as a reason for avoiding new
commitments to trade barrier reductions in the near future.

Trade is an area in which U.S. leadership can be extremely
effective in giving direction and impetus. Your suggestions
for ambitious tariff cuts, priority objectives and a tight
completion deadline for the MTN (contained in your draft
statement) could stimulate agreements among the participants
to reinvigorate the negotiations and give them better focus.
(The Europeans might, however, be reluctant to make specific
commitments on the grounds that trade policy in Europe is made
in an EC rather than a national context. France may also cite
lack of progress toward a more stable monetary system as a
reason why trade matters should not be seriously discussed at
this time.)

A strong U.S. reaffirmation of the OECD trade pledge to avoid
new protectionism, along with an equally strong reaffirmation
of our continued commitment to a more open trading order and
to flexible use of our discretionary authority under the

Trade Act (also in your statement), could lead to agreement
by participants to continue to adhere to the trade pledge and
avoid new protectionist measures. This would strengthen the
hand of the other leaders (particularly Wilson) in resisting
protectionist forces, and would make it easier for you to
justify flexible use of discretionary authority on the grounds
of a common effort by all the industrialized countries to resist
protectionism. It would also strengthen our position in pro-
testing unfair trade practices of others.



Monetary Issues

Giscard will likely press for more stable exchange rates on
the grounds that instability adversely affects trade and
investment, and disrupts domestic economies. He will argue
that volatility undermines confidence and disrupts European
economies, for whom trade accounts for a higher percentage

of GNP than for the U.S. (Behind this desire for "stability"
is a desire for an overvalued dollar, and an undervalued
franc, to strengthen the international competitiveness of
French (and European) goods vis-a-vis American goods.)
Schmidt (whose country would also benefit from improved
export competitiveness) may support Giscard's proposals: the
U.S., Italy and Japan desire flexibility and wjill not support
Giscard, although their leaders are unlikely to express strong
feelings.

We should try to avoid a prolonged discussion of monetary
issues, staying away from both technicalities and theology.

The other participants except for France and, perhaps, Germany
probably share this interest. The discussion will give you an
opportunity to clarify our opposition to returning to a par
value system, to maintenance of "zones" or "bands" around
exchange rates, or to agreed restraints on exchange rate move-
ments. We should assert our desire to ensure that resolution
of exchange rate issues is consistent with successful manage-
ment of domestic economies and permits each country to choose
the exchange rate regime which permits it best to achieve its
domestic economic goals while meeting its international respon-
sibilities. The best we can hope for is a narrowing of
differences and agreement to cooperate on exchange rate inter-
vention to maintain orderly currency markets and to explore
whether there are actions which can be taken to achieve greater
exchange stability under current conditions. If the discussion
becomes either ideological or technical, you can seek agreement
to remand the problem to the Finance Ministers and their
Deputies.

Energy

In leading off the discussion on energy, you might portray
higher o0il prices as a key domestic and international problem
and the essential difference between the present recession and
those of the past 30 years. To avoid disruption resulting
from future arbitrary price increases or supply cutoffs, con-
sumers must reduce their dependece on OPEC oil. The other
participants will be especially interested in the status of
our domestic energy legislation, and the strength of your



commitment with respect to decontrol of oil prices. There

is some skepticism abroad regarding whether the U.S. will
implement the tough energy measures that you have been
advocating. You will want to assure the others that you are
committed to, and that the U.S. is developing an effective
energy program that will significantly reduce our oil imports.

You will want to state the degree of your commitment to the
minimum safeguard price (MSP) and other elements in the IEA
long-term program; you will want to state what type of access
to U.S. energy supplies we will provide. The Japanese,
especially, resist the MSP (for which they do not believe they
can get Diet approval) but would like more secure access to
U.S. energy. The French are not members of the IEA and resist
any action therein because they believe that it relegates the
EC to a secondary role in the energy area. Britain will be
particularly sensitive about access to its energy resources.
You may want to stress our conviction that cooperation among
the consuming countries will reinforce our individual energy
programs and ensure that our combined effort will achieve our
objective of reduced vulnerability to foreign supply disruptions
and arbitrary price increases.

You might also stress that all summit participants, including
France, have an interest in cooperating to develop a common
strategy and set of objectives for energy in the forthcoming
dialogue.

Developing Countries

Wilson will likely focus on commodities {(perhaps proposing a
new international organization to deal with them) and the LDC
payments problems (perhaps suggesting a new creation of special
drawing rights in the IMF or a large debt moratorium). Our
approach should underline the secure maximum support for our
key proposals at the UN, stressing especially the Development
Security Facility in the IMF (to provide LDC's loans to offset
declines in exports) and our case-by-case approach to commodi-
ties. You could indicate our continued commitment to develop-
ment cooperation, underline our major efforts to improve the
dialogue with LDC, and stress the importance of close coopera-
tion among the developed countries in formulating positions
for the dialogue.

In this context, you might also stress the need for a firm stand
by the industrialized nations against expropriations not
compensated or prescribed by international law, pointing out
that interference with investment harms the climate for the
private investment so vital to future development in the poorer
nations.



In response to the above initiatives from others, you might
indicate that a new SDR issue for developing countries and a
major debt rescheduling would spread the assistance too thinly
when the need is really for better capital market access for

a few large or middle-income countries and more grant aid for
the poorest. A new commodity institution is unnecessary and
would merely duplicate UNCTAD.

East-West

Moro's presentation is unlikely to be dramatic. While it is
likely that little time will be devoted to this subject, you
might stress our continued commitment to consult with our
allies in formulating East-West economic policies, that
economic relations are part of our efforts to strengthen
political relations with the East, and emphasize our desire

for agreement on guidelines for government financing of exports
to communist countries.

Follow~-on to the Summit

Establishing a follow-on consultative mechanism would empha-
size the seriousness of the Summit's conclusions and its
contribution to economic cooperation among the industrial
countries. We should support periodic consultations among
our representatives over the next year to review progress
toward agreed objectives, and assess the economic performance
and policies of individual nations in this light. Liaison
among ministers representing the Summit participantes (plus
Canada), utilizing existing mechanisms to the maximum extent
possible, would maintain the highest flexibility while ensur-
ing proper follow up.



THE WHITE HOUSE

WASHINGTON

November 8, 1975

MEMORANDUM FOR THE PRESIDENT

FROM: L. WILLIAM SEIDMAN
BRENT SCOWCROFT

SUBJECT: International Economic Summit

On October 10, 1975, the White House announced that the United
States would participate in an International Economic Summit
Conference in Paris, November 15-17, 1975. That same day Work-
ing Groups composed of members of the EPB/NSC were established
and assignments were made in six areas to prepare briefing ma-
terials for the Summit.

The Departments of State, Treasury, Commerce, Labor, the Council
of Economic Advisers, the Special Representative for Trade Nego-
tiations, the Federal Energy Administration, the Council on In-

ternational Economic Policy, the Federal Reserve Board, and the

National Security Council participated in the Working Groups

and in the preparation of these papers.

First drafts of the papers were submitted by the Working Groups
on October 21 and distributed to EPB Executive Committee mem-
bers. A full morning session of the EPB Executive Committee
was held on Saturday, October 25 to discuss the issues raised
in the papers. On October 28, a memorandum was sent to the
Chairman of each Working Group with comments and guidance for
redrafting the papers. The redrafted papers were placed in
final form on November 8.

In addition, a Senior Working Group, chaired by Secretary Kis-
singer met on October 29, November 3, and November 6 to dis-
cuss preparation and strategy for the Summit.

The EPB Executive Committee will meet the afternoon of November
10 to discuss the final drafts of these papers and a group will
meet with you on November 12 to discuss final preparations for

the Summit.

The briefing papers cover six areas -- Economic Recovery and
Cooperation, Trade, Monetary Issues, Relations with Developing
Countries, Energy, and East-West Economic Relations -- corres-

ponding to the subjects that comprise the agenda for the Sum-



mit meetings.

The first section of the briefing materials consists of the fol-
lowing for each of the six subject areas:

(1) An outline of the fundamental issues;
(2) A statement of U.S. objectives;
(3) Remarks for your use at the Summit meetings.

A proposed "Joint Statement" or communique language has also been
drafted with interagency clearance and is included.

The second section of the briefing materials contains background
and analysis of each of the six subject areas.
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ECONOMIC RECOVERY AND COOPERATION

FUNDAMENTAL ISSUES

Adequacy of U.S. Economic Stimulus

Expansionary policy measures taken in the various
industrial countries have achieved only limited visible
success so far. Economic recovery appears to be underway
in Japan, and is just beginning in Germany, France and
Italy. (In the United Kingdom, continuing inflationary
pressures prevent expansionary policies.) Unemployment
in the industrial countries is at post-war high levels.
But additional domestic stimulus, on top of the measures
already taken, would probably do little to restore con-
fidence and, in fact, might be counter-productive by
re-igniting inflationary expectations.

Therefore, foreign leaders, particularly in Europe,
have frequently stated that a strong U.S. recovery would
help their recoveries by increasing demand for their
exports and convincing their citizens that their countries
too can overcome current economic problems. This would,
as they see it, cause consumers to be less cautious and,
therefore, to increase spending thus stimulating more
rapid growth. The Europeans may question whether the U.S.
is doing enough to achieve sustained growth -- particularly
whether restrictive U.S. monetary policy risks are aborting
the recovery. There is also concern that a decline in the
exchange rate of the dollar will weaken the competitiveness
of European exports (which is covered in the monetary
section). They may question how long the U.S. recovery
will continue, and at what levels. They may, further,
suggest that you put pressure on Chairman Burns to in-
crease the rate of money creation beyond the present
guideline of 5-7% percent annually.

Restoring Confidence

What can be done collectively and individually by
the participants to restore confidence in the ability of
the industrial democracies to overcome present difficulties
and to manage their economies successfully in the future?



Goals or Objectives

Should common goals for recovery be agreed to, and
if so, how specific or ambitious should they be?

Follow-on

What types of follow-on mechanisms should be established
to implement the agreements at the summit?

U.S5. OBJECTIVES AT THE SUMMIT

To use this, your initial statement, to elevate the
focus of the summit to discussion of broader issues of
economic cooperation aimed at sustained growth and improve-
ment of the international economic system.

To explain clearly the strength of the U.S. recovery
since early spring, and our growth projections for the
next two years, while indicating the relatively modest
contribution which our recovery can make to recovery in
other countries.

To reach broad agreement on objectives around which
economic cooperation or consultation can be centered,
including generalization of recovery to all the major
industrial countries in 1976, restoration of sustained
vigorous expansion and high employment in 1977, accompanied
by a reduction in the rate of inflation and reduction in
the disparity among national inflation rates.

To identify barriers or threats to achievement of
long-term growth objectives (e.g., protectionism, financing
problems, and declines in productivity and investment) and
determine how to overcome them, with particular emphasis
on increasing momentum in the Mulilateral Trade Negotiations
by setting a tight timetable.

While we should be clear that current problems did not
result from lack of adequate consultation, we should attempt
to improve on existing consultative mechanisms to avoid
incompatible or disruptive actions, to achieve better under-
standing of one another's policies and objectives, and to
monitor achievement of goals established at the summit
(designating Ministers to meet subsequently to recommend
such actions as are necessary to achieve agreed goals).



REMARKS ON ECONOMIC RECOVERY AND COOPERATION
FOR USE BY THE PRESIDENT AT THE ECONOMIC SUMMIT

I should like to express my satisfaction at the consulta-
tions I have had with all of you over the past year. Your views
have represented important inputs into our policy-making process,
and our conversations have made me and my colleagues more aware
of the interrelationships among our economies. This summit
represents a significant step in the process of close consulta-
tions which we have developed with one another -- a process
which has been personally most gratifying to me and which I
would like to continue.

INTERDENPENDENCE AND THE NEED FOR COOPERATION

Our nations have for three decades been the foundation
for human progress and the cornerstone for global peace. We
are of central importance to one another--economically, politi-
cally, and militarily. The cohesion and vitality of our societies
is of central importance to the rest of the world.

This summit is designed to deal with economic questions but
in a more fundamental sense it springs from the enormous
interdependence of our societies and the common values which we
share. It can enable us to consolidate our unity at an important
moment in our history--to convey to our people that we are working
together with goodwill and common purpose, and that our countries
are politically committed to our mutual well being.

We cannot resolve all our problems, but we can achieve a
better understanding of them. And we can resolve to approach
them in a manner which reflects our desire to meet our challenges
together. By working together in the past we have contributed to
an unprecendented period of common prosperity. We have learned
that on a broad range of problems--defense, energy, trade, and
development aid--our individual efforts can only have lasting
success if supported by the contributions of all.

In this meeting we have the opportunity to help shape the
future of the world economy. The issues between us cannot be
treated purely as technical matters. They must be resolved
through political will and in a spirit of compromise; for all of
them are subordinate to the paramount interest we share in our
solidarity and common well-being. And this solidarity, in the
final analysis, will be vital to helping us meet our individual
challenges.

Our understanding of the need for close cooperation has been
manifest in the consultations each of us have had with one another
as we have worked to solve our current economic difficulties. We
have, in these discussions, frankly examined our problems, our
policies and our prospects. In this same spirit, I should like now
to briefly discuss my approach to the American economy.



CURRENT STATE OF THE U.S. ECONOMY

The health of the American economy is significantly
better than it was at the time of some of my earlier
conversations with you. The policies now in place are
appropriate in our judgment to maintain maximum growth in
the short term without setting off at the same time inflationary
instabilities which would threaten growth over the longer term.
We must focus our longer term policies on gradually defusing
the inflationary pressures which afflict our economy, as well
as yours, and set in place policies which will encourage
savings and investment, job creation and productivity. My
recent proposals to slow the accelerating rate of govern-
mental outlays and to cut taxes were developed to implement
such longer term goals.

The precipitous fall in economic activity in the U.S.
that started late in 1974 came to an end early in the second
quarter of this year. Our recovery, now seven months o0ld, has
shown even greater strength than expected earlier in the year.
Since early spring, industrial production has been rising at
at seasonally adjusted annual rate of over 13 percent. Over
the same period, total civilian employment has increased over
1-1/2 million jobs and productivity has advanced strongly.
Although we consider our rate of unemployment unacceptably
high, the unemployment level will decline as recovery continues.
The third quarter figures indicate that real GNP increased at an
annual rate of over 11 percent., A decline in the rate of inventory
liquidation accounted for more than half of the gain in GNP, but
the growth in final sales of goods and services was very satis-
factory. Another large advance is in the making for the current
quarter, although somewhat less than in the third quarter.

The outlook is for a continuation of the strong
recovery in the U.S. 1Inventories are still being liqui-
dated and production remains below the level of final sales
of goods and services. As inventory liquidation ends and
we move to normal levels of inventory accumulation, there
will be a further impetus to real growth. Even more en-
couraging, the evidence we have indicates continued strength
in final sales. With real personal incomes rising strongly
and with consumer confidence and liquidity improved, there
is a solid foundation for continued gains in consumption
expenditures. Moreover, the decline in business fixed
investment appears to have bottomed out earlier than we
had anticipated. With consumer goods sales rising strongly
and with much improved business profits, significant growth
in business fixed investment is likely next year. Moreover,
the monetary and fiscal policies put in place by the U.S.
Government are calculated to accomodate a strong business
expansion. Chairman Burns has assured me that the rate of




money creation over the next year will be adequate to ensure
sustained recovery. We anticipate that GNP will grow at an
average rate of 6 to 7 percent through the middle of next
year, and at average rate of approximately 5 percent from
the middle of next year through the middle of 1977.

Although some of our recent reports on price increases
were disappointing, I remain confident that inflation is
essentially under control. The easing of farm product prices
has served partially to allay the concern regarding an early
renewal of strong upward pressures on prices. While the 6 to 7
percent inflation rate in the United States is unacceptably
high, expectations of lower rates of inflation by the money
and capital markets have contributed to a decline in interest
rates from this summer's high.

World Recovery

The current world recession differs from previous post-
war recessions not only in breadth and depth, but also in
the length of time it is taking for recoveries to materialize.
A major factor that has contributed to the simultaneity of
the recessions across countries and that is making the
recovery so hesitant is the quintupling in the price of oil
over the past several years.

The 0il price increase has contributed toward creating
a climate of uncertainty, has substantially increased
inflationary pressures, and has had a significant deflation-
ary impact on our economies. All this has made recovery
more difficult to achieve. <Countries are only slowly as-
sessing and effecting the structural changes required for
their economies to adjust to higher cost energy, and recog-
nizing the probable slower growth rate which will result.

I know that you have taken measures since the beginning
of the year to stimulate your economies. I am told that in
most cases the direct effect of the fiscal measures insti-
tuted in most of your countries amount to between 2 and 3
percent of GNP and are additionally supported by considerable
monetary stimulus.

I share the view that many of you have expressed --
that private sector demand has mainly been inhibited by
confidence factors. With a return of confidence recovery
could become extremely strong, particularly because refla-
tionary measures have been taken simultaneously by our
several countries, and large amounts of accumulated savings
could support strong gains in consumer expenditures.




The U.S. recovery has proceeded ahead of the recoveries
for most of your countries. The U.S. economy is moving from
fall in real GNP of about 5 percent between the second quarter
f 1974 and the second quarter of 1975, to a rise in real output
of between 7 and 8 percent between the second quarter of 1975
and the second quarter of 1976. Such a shift might expand the
volume of world trade by about 3 to 4 percent and this should
be of considerable help to you. But somewhat faster growth
f the U.S. economy than now envisaged would make only a modest,
i f not negligible, contribution to world recovery. A percentage
oint of additional growth of the U.S. economy (over and above
hat is expected now) would affect the growth of the European
conomies on the order of 1/10 of 1 percent each in 1976. Effects
n the Japanese and the Canadian economies would be greater,
but still small. However, our growth, and yours as well, can
help build confidence with consumers and investors.

RESTORING CONFIDENCE AND ECONOMIC GROWTH

There are also steps that we can take at this meeting to aid
in rebuilding confidence. We must ensure that the current
world economic situation is not seen as a crisis in the democratic
or capitalist system. While there are problems of a structural
nature, these need not prevent strong recovery. A vigorous economic
recovery in the United States, rising economic activity in Japan,
the beginning of recovery in France and Germany, and a bottoming
out of recession in a number of other economies should give us a
greater sense of confidence than we had several months ago. Strong
stimulative monetary and fiscal policies have simultaneously been
put in place throughout the industrial world, and these will
eventually take hold. The stability of current policy will do a
great deal to enhance confidence. 1In light of our prospects, and
the policy actions we have already taken, we are able to publicly
reaffirm our confidence that, although the response to stimulative
policy measures is slower than most in the post-war period, recovery
from the present recession is well under way.

The vitality of our industrial democracies, the leadership
we are able to provide the rest of the world, and the quality of
life that characterizes our societies depend upon our ability to
achieve sustained economic growth without inflation. I know there
are those who believe that economic growth will be impossible to
sustain in the future. I categorically reject that view and am
convinced that a market economy is best able to make the adjustments
and technological changes necessary to economize on scarce natural
resources.

If we are to realize the levels of growth that we desire and
that are possible, higher rates of capital formation are required
than we have achieved in the recent past. As leaders, we must
provide the kind of economic climate that encourages confidence
and enhances the incentives for business to invest. I have




introduced tax proposals that increase the profitability of
investment. I am firmly committed to limit the growth of

our governmental expenditures. This will release the savings
necessary to finance this investment. I have also made a con-
certed effort to reduce unnecessary government interference so
as to maximizes private initiative and enhance confidence. Confi-
dence also depends on consistency in national economic policies
and resisting the pressures for stop-go measures that inevitably
have resulted in greater economic instability and uncertainty.
In short, we must pursue a steady course if we are to achieve
larger investment and sustained growth.

We must not, however, fail to realize that we face serious
problems in reaching our goals and we must not be so complacent
that we fail to take full advantage of the opportunities that
this meeting provides.

Our discussion here could productively focus on cooperative
efforts to ensure that the policies we take are compatible with
a sustained economic recovery in the international economy over
the longer term.

GOALS FOR OUR COOPERATIVE EFFORT

We should make clear commitment to restore economic prosperity
without resurgence of inflation and to pursue this goal by mutually
supportive policy actions. I propose that we set as our objective
a generalization of recovery during 1976 among the major industrial
countries, restoration of sustained vigorous economic expansion
and high levels of employment by 1977, a reduction in the rate
of inflation in our economies as a whole as well as in disparities
among national inflation rates, and restoration of vigorous growth
in the volume of world trade as domestic recovery and economic
expansion proceed. We believe that achievement of mutually
compatible domestic policies to achieve these goals can be enhanced
by discussions here and by our Ministers to compare economic
prospects and to achieve a better understanding on how national
policies impact on one another with a view toward determing if
serious incompatibilities in objectives and policies exist. We
should each designate one of our Ministers to follow up this meeting
in a fashion they consider appropriate, Bill Simon will represent
me.

We might also reach agreement here on several areas of longer-
term significance. Our dependence on energy is going to grow
to levels even more dangerous than those of today unless we work
vigorously to achieve reduced dependence. Arbitrarily set oil
prices or cutoffs in supplies can cripple our economies. And
the uncertainties over future producer policies will constantly
undermine confidence in our consumers and business sectors.
We must, as an urgent matter, ensure that we are doing all we
can to reduce our dependence, and I shall speak on this later
on.




We should also make clear our continuing commitment to
work toward liberalization of international trade, in particular
by reaffirming strong commitment to the OECD trade pledge and
by agreeing on priorities and a tight timetable for the Multi-
lateral Trade Negotiations. We should ensure that the monetary
system evolves to facilitate the freest possible flow of goods,
services, and capital. And we should reaffirm the positive
directions established in the dialogue with the developing
world -- to ensure that the industrialized and developing
countries make the maximum contribution to one another's
well-being.
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A FOLLOW-ON TO THE SUMMIT

The objective of the Summit is to build confidence
in the economic and political future of the industrial
democracies. This requires that the Summit both estab-
lish a sense of direction for these countries and a
capability to pursue it through cooperation and strong
leadership.

There may be advantage to establishing a follow-on
mechanism to oversee progress on whatever economic objec-
tives are set at the Summit. Such a mechanism would
emphasize the seriousness of the Summit's conclusions and
its contribution to economic cooperation among the indus-
trial democracies.

Should the guestion of a follow-on mechanism be raised,
it is suggested that you adopt the following position:

We should consider how our further cooperation
will advance the conclusion we can reach here.
There may be advantage in our representatives
meeting periodically over the coming year to
review progress toward our agreed objectives and
the relationship of our economic performance and
policies in this light.

Each country should designate a minister to
establish liaison with the other countries. I
have asked Bill Simon to serve for the U.S. in
this effort.

We should allow these representatives to
utilize existing mechanisms to the maximum extent
possible and in any event the highest flexibility
should be maintained.

In this effort, it is essential that Canada
take part. They are as large a participant in
international trade as the other countries in the
meeting. The follow-through would, in my view,
fail without them.






TRADE

FUNDAMENTAL ISSUES

Protectionism

How can the participating governments stem the pro-
tectionist pressures, which are threatening to undermine
international cooperation on trade matters?

There are increasing signs that governments are
weakening their resistance to protectionist pressures.
These signs include the imposition of trade restrictions by
" Augtralia, New.Zealand, PQrtugal, and Fimlgnd; increasing
talk oOf possible trade restrictions by government ‘leaders
in the UK and Italy; a request by the EC for a consultation
in the OECD on steel; and surge of requests for protection
by U.S. private sector groups. Sharing a concern for these
developments, the other participants are also likely to
insist that the U.S. Government do more to discourage
private petitions for escape clause, anti-dumping, counter-
vailing duty, or other types of remedial import measures.

Multilateral Trade Negotiations

How can the participating governments reinvigorate
the multilateral trade negotiations, both as a defense against
near-term protectionist pressures, as well as a vehicle for
achieving the long-term economic benefits of the continued
liberalization and reform of the world trading system?
Trade negotiators for other countries are showing increasing
reluctance to push the current Tokyo Round of multilateral
trade negotiations on a priority basis.

The other participants are likely to support a
reinforced commitment to the multilateral trade negotiations,
though most of them (with the exception of Germany) are
likely to be less enthusiastic than the United States.

Gentlemen's Agreement -- Export Credits

How can international agreement be reached on commonly
accepted guidelines for government sponsored export credits?
Discussion on such an agreement have bogged down.

Trade Relations with Developing Countries

How can the positive atmosphere generated by the UN 7th Special
Session for trade relations between developed and developing
countries be preserved? The developing countries have
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been particularly hard-hit by the economic recession and the
increase in the o0il price, and they are seeking to rectify
their deteriorating situation through a radical New Economic
Policy. Their persistent sponsorship of this policy has led to
increased tension with the developed countries. The other
participants are likely to agree to special efforts in the
multilateral trade negotiations to improve trade relations

with developing countries.

Trade Relations with France
. A—

How can we assure the cooperation of France on trade
issues, particularly the multilateral trade negotiations?
French representatives at the working level have been the
most recalcitrant within the EC in working out mutually
acceptable solutions on disputed issues, both on bilateral
issues as well as the mulilateral trade negotiations.

The main reasons for this are: (a) a fear that a
negotiated reduction of the common external tariff would
reduce its value for European unification; (b) as a major
beneficiary of the Common Agricultural Policy, they are
reluctant to negotiate any limitations on the border effects
of that policy; and (c¢) a feeling that trade negotiations are
inappropriate when exchange rates fluctuate widely.

U.S. OBJECTIVES

Reaffirm the commitment of the participating countries
to the goal of trade liberalization, opposition to protectionism
and determination to aid the participation of the developing
countires in trade.

Clarify the concerns being expressed as to whether the
U.S. is going protectionist by unequivocally stating our goal
of open and nondiscriminatory world trade.

Obtain a strong commitment from the participating heads
of state to provide leadership in the GATT multilateral trade
negotiations as the best way of expanding trade and perfecting
the international trading system.

Reaffirm the adherence to the OECD Trade Pledge by the
participating countries.

Obtain joint instructions to the participaitng nations'
negotiators to conclude successfully a Gentlemen's Agreement
regarding export credit terms.

In a private conversation, urge President Giscard
d'Estaing to encourage his negotiators to be more forthcoming
in the negotiations. (They have twice torpedoed US-EC
agreements on agricultural negotiations.)

2



PROPOSED REMARKS ON INTERNATIONAL
TRADE FOR USE BY THE PRESIDENT
AT THE ECONOMIC SUMMIT

The United States is firmly committed to the goal of
an open world economy. I am convinced that this goal can
best be served if we join in providing leadership in the
current Tokyo Round of multilateral trade negotiations.

I urge that we reconfirm our willingness to negotiate
all items of trade involving tariff and non-tariff measures
with the following goals:

substantial tariff cuts no less ambitious than in
the Kennedy Round;

reduction of non-tariff measures through the negotia-
tion of agreed codes on subsidies, standards, and
government purchasing practices;

in some commodity areas, the elimination of all
tariff and non-tariff barriers to trade;

completion of the tropical products negotiations in
in 1976;

additional arrangements for meaningful, special, and
differential treatment for the developing countries;

a significant improvement in the trade regime affecting
agriculture.

In the past year, our U.S. negotiators have had extensive
consultations with Congress and private sector groups in order
to establish a broad consensus in support of U.S. aims. These
deliberations have confirmed the goals which we set ourselves
in the Tokyo Declaration 2 years ago, and which form the
foundation of my proposals today.

We in the United States are, therefore, prepared to
move forward with renewed vigor. I urge you to join me in
directing the negotiators of our respective countries to
expedite their efforts so that the Tokyo Round can reach
its final stage in 1977. I suggest that our trade negotiators
——



meet at the earliest opportunity to work out the details of
a forward-looking program, which could be adopted at the
next meeting of the Trade Negotiating Committee in December.

In looking for a way to expedite these negotiations, I
must frankly raise an issue that has been a source of great
difficulty in assuring progress. We in the United States
recognize that domestic agriculture programs are a very
delicate political problem in other countries, as they are
in the United States. It is imperative, however, that we
work out a mutually acceptable basis for limiting distortions
to trade in agricultural products. In this connection,
we should not allow procedural difficulties to prevent sub-
stantive negotiations on this issue of vital interest to all
countries.

By joining together in support of a program that will
infuse vitality into the multilateral trade negotiations,
we can best assure a positive attitude in our countries
toward our common goal of an open world economy. The
tremendous expansion of trade in the last 25 years, from a
level of $50 billion to $800 billion, has been of great
economic benefit to our countries, in terms of new invest-
ments, new jobs and a higher standard of living. These gains
cannot be preserved without a serious and forward-looking
political effort on our part.

As a result of our current economic difficulties,
there are forces abroad in all our countries seeking to
distort patterns of world trade. All of us need to make
a special effort to resist these pressures on a cooperative
basis. I urge you to join me in the following set of
principles to guide us during this difficult period:

we should resolve issues giving rise to the most
difficult domestic pressures through negotiation
in the multilateral trade negotiations;

we should jointly resolve to avoid all policy measures
which might prove disruptive to the trading interest
of our countries;

we should agree to resort to limited emergency trade
measures only in particularly acute or unusual
circumstances, and we should be prepared to fully
utilize existing consultation arrangements;

we should instruct our negotiators to successfully
conclude the "Gentlemen's Agreement" regarding
export credit;



we should reaffirm our adherence to the OECD

Trade Pledge, and express our intention to renew
it next spring.

Consistent with such a cooperative approach, I pledge
to deal with problems in our bilateral trade relationships
on a common sense basis. Where flexibility exists under
our domestic law and procedures, I am prepared to exercise it.

As the leaders of our countries, with the task to look
ahead, we must not allow short-term difficulties to divert us
from the ambitious goals we set for ourselves in Tokyo
2 years ago. I urge you to join me in exercising leadership
in each of our countries, to restrain those who would
resort to unlimited beggar-thy-neighbor policies, and to
support those who are engaged in a common effort to negotiate
a mutually satisfactory basis for expanding world trade.



ADDENDA

REMARKS FOR RESPONSE TO ALLEGATIONS
OF U.S. PROTECTIONISM

In initiating investigations in response to private
petitions for import relief under escape clause provisions
and for remedial actions against foreign unfair trade
practices, the U.S. Government has acted strictly on the
basis of domestic legal requirements.

To date, the increase in petitions has led only to

investigations, and, with a minor exception, not to remedial
actions. - —

To the extent private petitions for remedial actions
against unfair foreign trade practices are found to be
justified, the source of protectionism can be found in
these unfair practices not in possible remedial measures
by the U.S. Government.

The U.S. Government is prepared to use whatever flexi-
bility it has available within the law. This flexibility is
significantly enhanced if foreign governments show equal
flexibility in adjusting unfair trade practices that have
given rise to justifiable complaints in the United States.

We recognize that we have had some long-standing
disagreements over criteria of fairness which are to be
applied in the administration of countervailing duty and
anti-dumping duties. Since the United States has never
recognized standards which have been adopted by other
countries, we cannot legitimately be accused of violating
international obligations. We are ready, however, to
resolve these differences in the Multilateral Trade
Negotiations, provided other countries actively join us
in a serious discussion of this issue.

We frankly have to face up to major differences
over trade measures in the agricultural area. To resolve
these differences will require considerable good will on
everyone's part and a serious intention to negotiate an
accommodation in this area.

We are prepared to join other countries in a joint
pledge to use restraint in the application of all Rorder
measures, including specific measure to the extent permitted
H?'ESEEgtic laws., We are prepared to consult fully on all
potential actions, and to make every effort to work out
mutually acceptable accommodations where action is unavoidable.



REMARKS FOR BILATERAL DISCUSSIONS
WITH PRESIDENT GISCARD D'ESTAING

The summit provides a good opportunity to reinforce
President Giscard d'Estaing's personal commitment to the
Tokyo Round, and to ask him for his personal leadership
and support to assure the success of these negotiations.
Despite President Giscard 4'Estaing's personal commitment
to negotiations aimed at liberalization of world trade
and a cooperative approach to trade issues, French represen-
tatives in the EC have repeatedly taken a very uncooperative
stance on a number of issues of dispute between the U.S.
and the EC. We suggest that President Ford seek an
appropriate occasion to discuss this matter with
Giscard d'Estaing privately.

Multilateral Trade Negotiations

France has repeatedly blocked agreement between
U.S. and EC officials on disputed issues. The reasons
for this are:

1. In France's view, a negotiated reduction of the
common external tariff could reduce its value
for European unification.

2. A negotiated liberalization of trade measures
associated with the Common Agricultural Policy
would impinge heavily on France, one of the
major beneficiaries of a protected European
market for agricultural goods.

3. France has arqgued that a reduction of trade
barriers is not very meaningful when exchange
rates fluctuate widely. In this connection,
France may raise the link that was established
in the Tokyo Declaration between the multilateral
trade negotiations and reform of the International
Monetary System.

We need to convey to President Giscard d'Estaing
the following points:

progress in the Tokyo Round is essential for pre-
serving economic cooperation between Europe and

the United States. There are a number of potential
sources of trade conflicts between the United

States and Europe; these can best be settled to
everyone's satisfaction in the context of negotia- feleused
tions aimed at the expansion of trade.
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the multilateral trade negotiations can make a
particular contribution in removing, or reducing
potential friction on agricultural trade issues.
Since agricultural trade issues are as important
politically in the United States as they are in
France, negotiations of mutually acceptable
solutions in this area are essential for smooth
economic relations.

France should remove its objections to a compromise
worked out between U.S. and EC negotiators on
procedures to be followed on agricultural trade
issues in the multilateral trade negotiations.

The compromise would not resolve substantive
differences between the U.S.and EC objectives

in agricultural trade, but it would allow us to
continue negotiations without prejudicing either
side's long-term interests.

Gentlemen's Agreement on Export Credits

An uncompromising stance by France is also holding up
progress on a Gentlemen's Agreement on official export
credits. We would like to reach a firm agreement on an interest
rate of at least 7 1/2% and no terms above five years on exports
to other industrialized countries or oil producing countries.
Germany has put a compromise proposal on the table that would
bridge the gap between the U.S. and European objectives. France
is the only major country which has rejected this proposal out-
right. We should urge President Giscard d'Estaing to take a
positive stance toward concluding such an agreement.



TAB C




INTERNATIONAL MONETARY ISSUES

FUNDAMENTAL ISSUES

Exchange Arrangements

This issue has two aspects:

1. The "constitutional" question of how to amend the
present IMF Articles of Agreement. The IMF Articles
now provide only for par values within one percent
margins. In effect, o member oF the IMF abides by
these provisions at this time.

2. The "operational" question of whether, and if so how,

to reduce fluctuations in exchange rates in present
circumstances.

The collapse of the Bretton Woods par value system and
adoption of widespread floating of exchange rates in 1973
made exchange arrangements a central issue of monetary re-

form negotiations. 1In the early stages of these negotiations--
in the context of a comprehensive, highly structured plan to
reform the international monetary system -- it was agreed

that the future system should be based on "stable but adjustable
par values with provision for floating in particular situations.”
This phase masked deep differences of view between the U.S.

and France.

The earlier negotiations were overtaken by the financial
consequences of the oil price increases which made adoption
of the comprehensive system then under discussion impractical.
There is now no prospect that the adjustment safeguards that
would be essential to adoption of a system based on par values
will be accepted, and adoption of such a highly structured
system is no longer under active discussion.

On the "constitutional" issue, the French want a commit-
ment to par values at some future date, while it is of great
importance to the U.S. economy that we have the right to float.
On the "operational" dquestion, the French want to reduce fluctu-
ations through central bank intervention and "management" of
exchange rates, while we want to avoid commitment to interven-
tion to maintain a particular exchange rate structure and want
to restore "stability" by restoring stability to underlying
economic conditions.
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U.S. OBJECTIVES FOR THE SUMMIT

With respect to exchange rates, the U.S.:

Must avoid either a legal or a moral commitment
to a par value system, to a par value of the dollar,
to efforts to establish and maintain "zones" or
"bands" around particular exchange rates, and to
| agreed restraints on exchange rate movements
within a day or other period. We have had clear
indications that the Congress would not be willing
to approve such commitments.

Should reaffirm our willingness to cooperate in
exchange market intervention to maintain orderly
markets and indicate that we are prepared to explore
the guestion whether there are suitable actions that
could be taken to achieve a greater degree of ex-
change rate stability under current conditions.

Should indicate that our willingness to cooperate
in the area of intervention is conditional on a
satisfactory agreement on amendment of the exchange
rate provisions of the IMF Articles.

Both the U.S. and France share the broad objective
"exchange sfability" -- the differences are over how
to achieve it. oth we and they recognize that a system
of exchange rate arrangements based on par values would
not be viable now and that a continuation of floating
is necessary. Despite remaining differences, these
are important points on which a mutually satisfactory
solution can be built. At the request of the major
countries, the U.S8, is currently engaged in intensive
bilateral discussions with France in an effort to find
a satisfactory solution to both the constitutional and
operational gquestions. We are exploring alternative
approaches, and we think the prospects for success are
reasonably good.

The issues involved, while phrased in arcane terms,
have fundamental economic implications for the United
States. At stake are the international competitive
position of U.S. business and labor, and our ability
to maintain domestic economic policies directed to
domestic economic needs,

If our conversations with the French have not led
to an agreement by mid-November, the Summit can make
an important contribution by noting the discussions
underway and the progress being made, and providing
an expression of political will that the participants

intend to find a solution to the exchange rate guestion.
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PROPOSED REMARKS ON MONETARY POLICY
FOR USE BY THE PRESIDENT AT THE ECONOMIC SUMMIT

During the past year our Finance Ministers have been
engaged in intensive negotiations to complete a package of
amendments of the IMF Articles of Agreement in order to
accomplish reform of the international monetary system.
Progress has been substantial. We_all share the broad
objective of exchange stability. We all_agree that 3 svstem

oL _exchange rate arrangem ased on par values would not
e _yiable now.

Agreement on these two points should give us the basis of
a solution. Various alternative formulations of countries'
exchange rate obligations under amended IMF Articles are
under consideration, and the question of whether there are
suitable actions which can be taken to achieve more orderly
exchange markets under current economic conditions is being
actively explored.

We believe that the resolution of these issues must
be strongly rooted in the successful management of our
domestic economies. The international exchange system that
is adopted must permit each country to choose the exchange
rate regime that will permit it best to pursue its desired
growth, employment and stability policies while meeting its
obligations to other countries to avoid trade and capital
restrictions and other beggar-my-neighbor practices.
Consistent with this concept there are no doubt a number
of alternative formulations that might be considered.

In seeking to maintain orderly conditions in exchange
markets, we should be similarly aware that no regime that
runs counter to market realities could remain in effect
for very long. Within that constraint there are a number
of concepts that might be adopted.

Our experts have been working on these problems for
some months and have made good progress. I think we all
share an interest in rapid resolution of these questions
even though present arrangements are working well. We
have made a major effort prior to this meeting with each
of you to resolve these questions and are confident that
we should be able to wrap this issue up by next January.






RELATIONS WITH DEVELOPING COUNTRIES

FUNDAMENTAL ISSUES

United States initiatives at the Seventh Special
Session of UN General Assembly and the successful Preparatory
Committee for the producer/consumer dialogue have produced a
more constructive environment for North-South relations. 1In
effect, the LDC moderates have opted for pragmatic cooperation
with the West —-- where their economic interests necessarily
lie. The OPEC countries and the more radical non-aligned will
seek to counter this development with new OPEC aid proposals
and new efforts to forge a political and idealogical base
for LDC unity.

The credibility of the West's cooperation is now being
tested in negotiations to implement key elements of our UN
initiatives -- our proposal for stabilization of overall
export earnings through the IMG (the Development Security
Facility), increased capitalization of the World Bank's
International Finance Corporation, the new gold-based Turst
Fund for poorer LDCs in the IMF, the International Fund
for Agricultural Development under the World Food Council.
We are pushing these, with some success so far, but each
Summit participant is luke-warm to one or more of these.
Miki may suggest a new export earnings stabilization scheme,
on a commodity-by-commodity basis, that would be competitive
with our Development Security Facility.

Concern is now focusing on the LDCs precarious balance
of payments deficits. They face a current account deficit
of about $30 billion this year and $25 billion next year
(about twice their normal deficit), with the lion's share
attributable to some LDCs of importance to U.S. (Brazil, Mexico,
Egypt, South Korea). These increased deficits reflect recession
in the West and higher o0il prices. OPEC may seek to "save"
the LDCs with new fund proposals. The Germans and French
may propose a moratorium on service of official debt, particu-
larly from the lower-income LDCs. The British may suggest a
special SDR allocation for LDCs only.

Wilson may also raise this proposal, made at the Jamaica
Commonwealth Conference, for a new international commodity
organization.

U.S. OBJECTIVES AT THE SUMMIT
g™
In the Summit deliberations, the U.S. objectives are:

to reassert the industrial West's commitmentuuhﬂwd
to development cooperation; =
E.C. 12968 8ec. 3.8
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to highlight the critical role of economic
recovery in the industrial countries to LDC
prospects;

to maintain U.S. leadership in guiding the
industrial and developing countries toward

a more constructive relationship. In particular
to press forward those specific proposals in
development cooperation which we can support
(given our severe budget and Congressional
constraints);

to attempt to reach a common appreciation of

the extraordinary balance of payments diffi-
culties faced by the rapidly~industrializing

LDCs and stress private markets and IMF financing
as the best response {(not debt moratoria and
SDRs);

to secure endorsement of our approach to
developing country commodities problems
particularly the Development Security Facility
in the IMF and a constructive case-by-case
approach to ongoing and upcoming commodity
negotiations, as well as firm resistance to
indexation.



REMARKS ON RELATIONS WITH DEVELOPING COUNTRIES FOR
USE BY THE PRESIDENT AT THE ECONOMIC SUMMIT

The successful conclusion of the UN Seventh Special
Session and of the Preparatory Conference for the Paris
dialogue has greatly improved relations between developing
countries and the industrialized world. The United States
is firmly committed to a cooperative and constructive
relationship with the developing nations and to speedy
implementation of the proposals advanced by Secretary Kissinger
to the Seventh Special Session and by Secretary Simon to the
International Monetary Fund in September.

Continued improvement in these relations and continued
moderate behaviour by the more radical developing countries
depend on: a strong, but non-inflationary recovery from
recession; serious efforts to implement the proposals advanced
at the UN Special Session; and a successful launching of the
dialogue at the December Ministerial Conference on International
Economic Cooperation in Paris.

Economic recovery among the industrial countries and
maintenance of developing countries access to our markets,
for both trade and finance, are the important positive
contributions we can make to progress in the developing
world.

We need to move forcefully in implementing some of the
major initiatives launched at the UN Special Session, parti-
ularly the Development Security Facility of the IMF, the IMF
Trust Fund, the International Fund for Agricultural Develop-
ment, and proposals for the World Bank group, including an
expansion of the capital base of the International Finance
Corporation.

(If raised by Miki). We find the Japanese proposal for
earnings stabilization an interesting idea and support the
general concept of earnings stabilization. A number of
proposals have been advanced in the International Monetary
Fund and we suggest that the Japanese proposal be considered

in the context of deliberations of the Fund's Executive
Directors.

The most immediate problem facing the developing countries
is their enormous balance of payments deficit. We can not
insulate the semi-industrial LDCs from some slow down in their
growth rate, but we can help by providing access to our capikal

markets and adequate balance of payments financing through < Fua



the IMF. Financial help should be specially tailored to
the varying problems of developing countries. We favor the
IMF Trust Fund for the poorest, expanded IMF financing
(tranches) to help the semi-industrial developing countries
in particular, and export earnings stabilization for those
dependent on commodities.

(If raised by Schmidt.or Wilson.) Debt moratoria and
SDRs for aid purposes pose serious long-term problems for
management of the international financial system. Moreover,
they do not meet the current problem in that they spread
grant assistance among all developing countries, when the
need is greater access to financing for a few, large develop-
ing countries and a concentration of grant aid on the poorest.

We need to move positively in implementing some of our
commodity proposals while rejecting indexation proposals.
We should take a constructive case-by-case approach to on-
going and upcoming commodity negotiations while rejecting
arrangements that drive commodity prices to unnecessarily
high levels. Producer/consumer fora should be established
for specific commodities in which they do not now exist.
They should emphasize improving the operation of markets.

(If raised py.Wilson.) We gquestion the need for a new
internat®ional organization for commodities generally, given
the existing ones (UNCTAD in particular).

I would hope that we can promote early action on an
international network of grains reserves as a food security
measure of significant benefit to grain-importing developing
countries. We also need to negotiate arrangements in the
Multilateral Trade Negotiations that are of special benefit
to the developing nations in order to integrate them more
fully into the world's trading system.

Industrial country cooperation is essential to continued
improvement in North-South relations. The industrialized
countries need to work together closely in developing their
positions for the upcoming Paris Conference on International
Economic Cooperation. We hope that the OECD can be used as
a backup for the Conference for this purpose.
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ENERGY
FUNDAMENTAL ISSUES

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

(1) the status of the U.S. domestic energy program,
in general, and oil price decontrol in particular;

(2) TIEA's ability to agree on the long~term program
for energy cooperation by the December 1 deadline;
and

(3) the role of the new economic dialogue in dealing
with o0il prices and security of supply.

U.S. OBJECTIVES AT THE SUMMIT

We want to use the Summit to reinforce and give high
level impetus to our overall energy strategy in three key
areas.

First, we need to convince other Summit participants
that the U.S. is developing an effectiv ic ener
program . gnificantly our oil imports. The
Europeans and Japanese are confused by the disagreement be-
tween the President and the Congress on energy policy. With-
out ressurance that we can support our international strategy
with an effective domestic energy program, they will be tempted
again to try to solve their energy needs on a bilateral basis
with major producers, jeopardizing our own domestic energy
objectives and our international leadership in energy.

At the Summit, we should emphasize the impact of the
domestic energy actions we have taken or will take. Since
others regard oil price decontrol as the most important element
in our energy PrograM, we should demonstrate our determination
to end regulated oil prices, either through an agreement with
Congress on phased decontrol or abrupt decontrol in the absence
of an Executive-Congressional compromise.
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(:éégéé;: we should push for firm consensus on the need
to re dependence on imported oil. We should also stress
our bdﬁﬁfﬁfT@ﬂ'fﬁg% cooperation among consuming countries
will reinforce our individual energy programs and ensure
that our combined effort will achieve our objectives of
reducing our vulnerability to foreign supply disruptions

and arbitrary price increases. In doing so, however, we
should avoid appearing to criticize France, which has
shunned formal consumer cooperation in dealing with the
energy problem, by not joining IEA, but must acquiesce to

IEA programs before they can be adopted by the European
Community.

At the Summit we should try to win endorsement among
the five IEA participants for the major elements of the long-
term program for energy cooperation, scheduled for adoption
on December 1. In March, IEA members committed themselves
in principle to the long-term program, including the U.S.-
proposed minimum‘gaigguigg_ggig§_§Z§§§9 (MSP) for imported
oil, joint R&D, and cooperation on Or new energy projects.
Britain, Norway and Canada are anxious to get the MSP at a
high level ($9 a barrel); Germany and other energy-deficient
countries want it at a low level ($5 or $6 a barrel). But
Italy and Japan continue to resist the actual fixing of a
price. They see it as a potential domestic political liability
since it would aim primarily at protecting energy investment
in other countries. With the blocking out of a complex long-
term agreement on R&D, jgiabt.Rroieclfs, and gapgervafion, they
now appear more willing to complete the MSP agreement. A U.S.
offer to consider special investment access and product export
guarantees on major new projects has made the overall long-
term package more attractive to them.

We believe we are near agreement on an effective overall
program which will provide an equitable sharing of costs and
benefits. The adoption of this program by the December 1
deadline is important in both energy and politifal terms.

It will help to demonstrate to OPEC and our publics our deter-
mination to reduce dependence on OPEC oil. It will also pro-

vide a cement for continued coordination of our approaches to

the producers as we go into the dialogue.

QEE%%) we want to lock all Summit participants, including
France, to a common strate and set of objectives for
energy in the foreohcoming economic dialogue. We want the

energy dialogue to give priority to the smooth integration




of the 0il producing countries into the Western financial
and trading systems with special attention to LDC problems.
We do not think it possible to use the dialogue to get

relief from Righ gil prices, and we_oppose OPEC demands to
index oil prices. !

The British, Japanese and Canadians share our view that
the dialogue will not induce the producers to cede their
unilateral control over prices. The Germans generally agree
although they think we should try to negotiate a permanent
"consultative arrangement" for producer/consumer discussion
of 0il prices. Because of their heavy dependence on imported
0il, Japan and Italy are concerned that any appearance of
confrontation be avoided. The French will seek in the dialogue
to play a mediating role between the oil producers and major
consuming countries, which they believe will reap them
political and probably economic benefits.




REMARKS ON ENERGY FOR USE BY THE PRESIDENT
AT THE ECONOMIC SUMMITT

It is clear that the energy problem is a fundamental
challenge to the future of each of our nations and to that
of the global economy.

All of us are economically and politically vulnerable
because of our excessive dependence on imported oil. The
1973 embargo and the massive o0il price increases destabilized
our individual economies, sharpening inflationary pressures,
increasing unemployment, slowing economic growth. I do not
think there is any question but that the gquintupling of oil
prices has contributed to the depth of this recession and
to the difficulty of recovery.

The political effects are clear too. A strong new
economic and political force has appeared in OPEC. 1Its
gains in influence are precisely mirrored by our losses.
We have seen the impact of OPEC's success on the developing
countries -- even though these countries have been the chief
losers in economic terms. And there is no doubt that with
their vast financial wealth, the o0il producers have increased
significantly their influence on the industrial countries as
well. With the new Sinai disengagement agreement, the threat
of a new embargo has receded, but OPEC's power to impose another
embargo remains.

I think we are all convinced that we must reduce our
vulnerability. We must adopt policies and implement programs
that will cause a shift in the balance in the world oil market
and thereby end OPEC's unilateral control over price. Each
of our nations must contribute substantially to the total effort,
because none of us has the economic strength and weight to devise
a unilateral solution to the problems of energy supply and price.

Many of us have decided that, in addition to our domestic
energy programs, we should join together in a common approach
to reduce our dependence on imported oil. This cooperation
will ensure that our individual efforts reinforce each other
and that taken together they are adequate to achieve the
purpose. Other saw greater utility in concentrating on inde-
pendent action.

Regardless of which course we have chosen, we must not
flag in our individual efforts. As major oil importing countries,
we are bound together by the world o0il market. We will succeed
or fail together because weakness in any of our countries makes
all of us vulnerable. e e
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REMARKS ON ENERGY FOR USE BY THE PRESIDENT
AT THE ECONOMIC SUMMIT

The Necessity of Strong Domestic Programs

Strong domestic energy programs are absolutely critical.
Without them, other efforts will be fruitless. Some of us
have moved more rapidly than others to implement our individual
programs, although all can point to achievements in certain
areas. But to reduce significantly our import dependency, we
must redouble our efforts and sustain them in the coming years.

As the largest consumer of energy, the United States is
determined to be in the forefront in conserving energy and
developing new supplies. We have defined our short and long
term energy objectives and reorganized our government mach-
inery to achieve them. Our goal is to dramatically increase
all domestic energy sources, decrease demand, and cut oil
impor£§‘§EE?§I?T—_UEF_EE?§ét is to hold out imports of oil
in 1985 to a level 10 MMBD below what they otherwise would
have been. Conservation will account for half of this mas-

. . * . . .
sive 1mport reduction; new domestic_sypplies for the remainder.

The achievement of these objectives will require a
tough, comprehensive national program of energy conservation
and accelerated energy production. I submitted such a program
to the Congress in January. The national energy debate has
been lengthy, and progress has been slower than we had hoped.

The Congress is now in the final stage of completing a
comprehensive legislative package on energy. This legisla-
tion does not cover fully the proposals I made in January.

In some areas, it would provide a good basis for a serious
national energy program, including conservation. In other
areas, however, such as the domestic pricing provisions, it
falls short of what I had proposed. We have made significant
legislative progress, but we still have a long way to go.

The new energy bill has some attractive features. It
would provide many elements for a medium term mandatory energy
conservation in the United States. For example, it would
impose new automobile efficiency standards; it would create
new incentives for more efficient use of energy in private
industry; it would establish efficiency labelling requirements
for electrical appliances; and it would create a new program
under which individual states will be encouraged to develop
their own energy conservation programs.
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At the same time, this energy bill could substantially
strengthen our ability to withstand any future embargo.
It would provide me with the authority I need to impose man-
datory restraints on energy consumption in a crisis and take
the other emergency measures necessary to implement the
IEP o0il sharing agreement. In addition, the legislation
would authorize the creation of a large, new emergency oil
stockpile. We would be able to initiate promptly a strategic
storage program of 150 million barrels, with an eventual
target of one billion barrels.

However, the provisions of the new bill dealing with
Aomestic _o0il prices are less satisfactory. The gquestion of
price decontrol has been perhaps the most controversial issue
in our domestic debate over the past year. I strongly advo-
cated the removal of artificial price controls on our domes-
tic o0il out of conviction that these prices should reflect
actual market value. Others have wished to defer any decision
on the future of price controls, arguing that the economic
impact of decontrol would be unacceptably harsh. The bill
contains a proposed compromise on this key issue. The com-
posite domestic 0il price would be rolled from $8.75 per barrel
at present to $7.66 in 1976 and then allowed to increase
gradually with eventual full decontrol after 40 months. The
pace of decontrol is much slower than I would have liked.
Because of less than completely satisfactory pricing provis-
ions, but other very desirable elements, I will carefully re-
view this bill after it is completed before making a final
decision.

I should stress our conservation effort over the past
year, even without the new program, has produced substantial
results. As a result of higher prices and increasedpublic
awareness of the need for conservation, the U.S. is using one
million B/D less of imported oil than would otherwlise be tne
dE3E?"‘THTS'!ﬁVTEET’?ﬁﬁ&ﬁ?ﬁHEE—Eiready been adjusted to remove
the effects of the economic slowdown and bad weather, trans-

-lates directly into reduced demand for oil imports. These
savings will continue to grow.

We also initiated a voluntary automobile fuel economy
program to ensure that automobile manufacturers increase by
40 percent the efficiency of their vehicles by 1980. This
program will lead to an import savings of two MMBD by 1985.
In the 1976 model vear alone, a 17 percent increase has been
achieved. 1In addition, we have undertaken major programs to
expand the use of coal in place of oil and gas in existing
power plants and to encourage construction of new power
plants for electrical generation that do not depend on imported
0il. To stimulate development of new supplies, we are:
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-= Moving rapidly forward to complete a pipeline to begin
moving Alaskan o0il to markets in the lower 48 states by 1978.

——

-- Accelerating the leasing of frontier OCS areas.

-- Seeking authorization for a $100 billion Energy Independence
Agency to provide financial support for new energy projects.

-- Working with Congress to complete action on an $11 billion
synthetic fuels program tc complement our unprecedented
research and development effort and make commercial production
of synthetic fuels a reality.

-- Actively encouraging construction of a fourth uranium
enrichment facility by private interests to enable us to
achieve our ambitious targets for nuclear power and ensure
that we meet our commitments to provide enrichment services
to foreign purchasers; and

-— Expecting early congressional authorization to open up our
substantial Naval petroleum reserves for exploration and
development.

These actions will bring on millions of barrels of addi-
tional domestic o0il supplies during the coming years. I am
also pressing Congress to end price controls domestically-
produced new natural gas, and the Senate has already voted
to do so.

I am convinced that these and other new measures that make
up our comprehensive program will enable us to achieve our
enerqgy objectives. I am fully committed to their realiza-
tion, and I am convinced that the American people will sup-
port me in this effort.



I_am also pressing Congress to end price co
domeshjcally-produged new natural gas, and the SenaXe has al-
ready vated to do sox_We plan to stI i
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The Importance of International Energy Cooperation

While recognizing the preeminence of national programs in
meeting the energy challenge, we have all participated in varying
degrees in cooperation and collaboration among ourselves and with
other major o0il consuming countries. Our bilateral consultations
have been extensive and productive. We have joined together in the
OECD's Financial Support Fund to protect against destabilizing move-
ment of OPEC assets. Some of us have agreed to an 0il sharing
arrangement in the event of a new embargo and supply disruption.

We attach particular importance to this achievement.

After months of negotiation, those countries that have chosen
closer collaboration are nearing agreement on concrete measures to
implement their commitment to long-term cooperation. The package
of measures include:

--review and comparison of members' cQnservation programs
to encourage greater effort and identify particularly
effective elements for emulation by others;

--general and specific incentives to stimulate develop-
ment of new supplies, including a gipd d price
and a framework of cooperation on individual energy projects
with provisions covering non-discriminatory access to in-
vestment and product; and

--reinforcement and extension of national R&D activities by
a pooling of effort under joint strategy and including

jointly financed projects.



The minimum safeguard price mechanism and the access pro-
visions fOTr Project-by pProject cooperation stand as concrete
manifestations of members' solidarity and are highly important
to a coherent program of cooperation.

I think the access commitment is particularly important.
The United States sees significant potential for using this type
of cooperation to develop new supplies of advanced energy as well
as some new conventional energy. All new energy will be costly
in capital terms and make great demands on our capital markets.
We welcome investment by countries with limited energy resources,
recognizing that they would find participation particularly attrac-
tive if it increased the amount of energy available to them. To
promote this type of cooperation, we are prepared to make the
following offer: {In return for other countries participating
in large new projects in the U.S. which develop energy that would
otherwise not have been produced, we will wherever feasible guarantee
that a portion of the incremental energy production can be exported.
Projects will be considered on t?eir merits in their environmental,
economic and regional context. n some areas, where environmental-
list and other concerns are great, we will have less scope than in
others.] We think a commitment of this kind is a major innovation in
international cooperation. We are prepared to discuss it in detail
with other consuming countrigf;l

The package of measures for long-term cooperation in conserva-
tion, the development of new supplies, and R&D will complete the
framework of our energy cooperation. It will ensure that our indivi-
dual and collective efforts will be adequate to achieve our objectives.
It is imperative that the early December degdline for the adoption of
the program be met. Once the program is in place, it will be possible
to devise arrangements for other industrialized countries to parti-
cipate in our cooperative programs, including R&D and the development
of new energy projects.

The Role of the Dialogue

We believe our individual and joint efforts to reduce our
vulnerability are consistent with our common desire for a
broad and constructive economic dialogue. A clear demonstration
of our determination to master our energy destiny will enhance our
bargining leverage and facilitate our guiding the discussions in
productive and non-confrontational channels. To do so most effec-
tively, the representatives of the industrialized countries should
coordinate in advance their positions on the subtantive issues.



We think the dialogue will contribute signficantly to
a more cooperative atmosphere between developed and developing
countries and to a more rational search for mutually beneficial
solutions to our common problems. As our own efforts have -
demonstrated, we are committed to a successful dialogue. We
commend the Government of France for its initiative.

In our opinion, the dialogue should be used primarily
1) to encourage the o0il producers to develop greater awareness
of their own stake in a growing and stable international economy,
thereby reinforcing the moderate OPEC countries on pricing
decision, and 2) to set in motion effective and cooperative
programs by producers and the industrialized nations to ease
the LDC's economic and financial burdens caused by high oil
prices. We are particularly concerned that financing of LDC's
payments deficits will become acute by next year and believe
that this problem, and all its ramifications, should be fully
considered in the dialogue.

We do not think the dialogue will enable us to negotiate
an agreement on o0il prices at a cost we are willing to pay.
The producers are not likely to cede their unilateral control
over prices or to agree to reduce prices. The consuming nations
would reap little or no advantage from indexation or any similar
arrangement that would freeze prices at their current real
level. This would legitimize current high prices, neutralize
LDC and market pressures, ratify the gains of the cartel and
make cartel management easier, and expose political leaders
to the charge that they are conspiring with producers to drive
prices up.

Conclusion

Thus, we must continue to deal with high and uncertain
0il prices with our own energy programs. High o0il prices cannot
be ignored; they have shaken our confidence, diminished our
ability to deal with our problems, and compromised our economic
development. There is no easy way to end our vulnerability
and regain our freedom of action. We each must take the hard
decisions necessary to implement and sustain strong and effective
domestic energy programs, whose combined effect over time will
be to shift the balance on the world oil market. To reinforce
our individual efforts and to provide political impetus for
greater future sacrifices, I hope that at the Summit we will
pledge our nations to a maximun effort to reduce our dependency
on OPEC o0il imports in order to enhance our own economic well-being
agg;FB”Contribute to the long-term energy needs of the world.
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EAST-WEST ECONOMIC RELATIONS

FUNDAMENTAL ISSUES
Other countries are likely to raise the following issues.

They will want to know whether it remains U.S. policy to
promote detente through increased trade and economic exchanges.
They will therefore want to know the progress of Administra-
tion efforts to amend the Trade Act (Jackson-Vanik Amendment)
which is the major impediment to such exchanges,

They may express concern that the U.S.-U.S.S.R. bi-
lateral grains deal will impair their access to U.S. grains
supply, may increase prices, and may portend a U.S. shift
toward bilateral grains trading arrangements.

They may express concern that conclusion of a U.S.-
U.S.S.R. 0il deal might impair access to Soviet oil,
particularly for Italy and Germany.

Other participants, notably France, and the U.K., may
well express their wish to continue to provide credit to
nonmarket economy countries on very soft terms.

They may well express concern that the U.S. is unnec-
essarily delaying the COCOM review which will shortly enter
its fourth round. Other countries will ask the U.S. to be
more forthcoming, timely, and flexible. The U.K. may even
suggest that the COCOM system be abolished as an unnecessary
impediment to trade.

U.S. OBJECTIVES AT THE SUMMIT

To assure other participants that the U.S. remains
committed to consultation with them in formulating East-
West economic policies; and similarly, that the U.S. ex-
pects that the other participants will conduct their East-
West economic relationships in close consultation with us.

To assure other participants that the U.S. is committed
to pursue economic interchanges as an element of its policy
of improved relationships with the communist countries. As
part of our effort to promote this objectives, we are working
to secure amendment of the restrictions contained in the
Trade Act.
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To reassure the participants that the U.S. does not
intend to conclude bilateral grain commitments with any
other country.

To reassure the participants that a U.S.-U.S.S.R. o0il
agreement will operate to the advantage of all by making
a new addition to the West's petroleum supply.

To secure cooperation of the participants in an agree-
ment under which all will adopt the same credit terms for
export sales including those to the nonmarket economy
countries.

If the subject of COCOM is raised by others, to
attempt to achieve agreement that the COCOM system con-
tinues to be an important. means of safegquarding the mutual
security of all, to urge that others secure greater com-
pliance with existing COCOM controls, and to express our
willingness to explore ways to expedite U.S. Government pro-
cessing of other's requests for COCOM waivers.
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REMARKS ON EAST-WEST ECONOMIC RELATIONS FOR USE BY THE
PRESIDENT AT THE ECONOMIC SUMMIT

Ii_welcome the inclusion of East-West economic relations
on our agenda for this meeting. {f It is our belief that the
development of strong economic ties with the countries of
Eastern Europe, the Soviet Union and the People's Republic
of China represents an essential element in our overall
policy. Close economic ties and increased trade enhance
our ability to foster restraint and cooperation in the
behavior of the communist countries.

Czrneed hardly tell you that today/ East-West trade
represents a multimillion dollar exchange of goods and
services between more than a dozen industrialized nations
and close to a dozen communist countries. The growth of
such trade has been striking. Twelve vears ago, in 1963,
the level of such trade was only about $7 billion. At
the end of last year, however, the volume of East-West
trade had increased to well over $40 billion, with prospects
for continued rapid growth.

For many years, the role of the United States in
East-West trade was negligible. This is no longer the
case. The United States has a direct interest in improving
our economic relations with the communist countries, and
in increasing the level of our trade with them. The level
of our East-West trade has been relatively small, in com-
parison with the trade of most of your countries, and last
year amounted to only a little over $3 billion. By 1980,
however, we anticipate that under normalized trading condi-
tions the volume of our trade with the communist countries
will rise to more than $11 billion. Clearly, the role of
the United States in East-West trade is a subject not only
of national importance, but one of importance and interest
to all of you.

My country intends to continue the strengthening of
detente through improved economic relations and increased
trade with the communist countries. I am sure you are
aware that the Trade Act of 1974 contains amendments which
restrict the normalization of our trade with these countries
by linking the extension of Most-Favored-Nation tariff
treatment and the availability of government export credits
to improved emigration practices. We are seeking to modify
these restrictions, which have proved to be harmful to our



own national interest and have not achieved the benefit
for which they were intended.

In concluding a long term grain sale agreement with
the Soviet Union, we have taken a step which we believe
to be economically beneficial, and one which reinforces
our overall relationship. We believe this agreement will
stabilize the Soviet Union's erratic grain purchases, which
in recent years have sent grain and food prices soaring.
Most importantly, this agreement should help to dampen
undesirable price fluctuations to the benefit of all
buyers of U.S. grains.

I would like to emphasize that with respect to our
commitment to the USSR, we are free to reduce exports if
our own grain supply in any given year falls below 225
million metric tons. At that level or above, we are
confident that the United States can meet the needs of
its traditional customers. '

I would like to add that with regard to our proposal
for an international system of grain reserves, our agree-
ment with the Soviet Union is designed to meet only
average Soviet demands. It does not provide the Soviets
with any assurances on meeting their peak demand, such as
occurred this year and in 1972. Such assurance is obtain-
able only through the international coordination of grain
reserves, which would include Soviet participation, as we
have proposed.

You are aware that parallel to the conclusion of our
grain agreement with the Soviet Union we have been conducting
negotiations with the USSR on the purchase and shipment of
oil. I want to assure you that any agreement we may reach
with the Soviets on 0il will in no way threaten the cooper-
ation on energy matters now established among the developed
consuming nations. In fact, we anticipate that the Soviet
supply will represent a net addition to the petroleum re-
sources of the West. o -

We are all aware that increased East-West trade must
rely heavily on credits extended to the communist countries
to finance their imports from the industrialized Western
world. We do not believe, however, that it is economically
wise, nor in the general interest, for us to compete among
ourselves in providing low cost credits to tfe communist
countries. We believe that it is preferable for us to
harmonize the credits extended to these countries, and to



set rates which are more reflective of the market. An
important first step in this direction can be taken by
concluding the Gentlemen's Agreement, on meaningful terms.

I know you agree with me that in the area of East-
West economic relations, as in the other areas that we
are considering at this important meeting, we must work
closely together to ensure that our policies are consistent
and in the mutual interest of all concerned. We stand ready
to consult closely with you in the conduct of our econonic
and trade relations with the communist countries. We hope
that yvou will be ready to join with us in such consultations.
By working closely together in this area, I am convinced
that we can continue the fruitful development of East-West
economic relations, which play an essential role in further
progress toward detente.












- U.S8. Wheat Exports
(million metric tons)

' Total
Total U.S.S.R. Western Europe Japan

1967/68 ~20.7

1968/69 14.8 2.2 1.8
1969/70 16.5 ! 2.2 | 2.4
1970/71 20.1 4.9 2.9
1971/72 17.2 , 003 2.2 2.2
1972/73 32.2 9.5 13.5 3.4
1973/74 C31.2 2.7 2.0 3.1

1974/75 ‘ 28.3 1.0 3.1
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JOINT STATEMENT

On November 15, 16 and 17, 1975, we held a searching
and productive exchange of views on the world economic
situation, on economic problems common to our countries,
on their social and political implications, on plans for
resolving them, and on the need and the opportunity for
mutually supportive cooperation.

We came together because of shared beliefs and shared
responsibilities. We are each responsible for the
government of an open, democratic society, dedicated to
individual liberty and social advancement. Our success
will strengthen, indeed is essential to democratic societies
everywhere. We are each responsible for assuring the
prosperity of a major industrial economy. Our growth and
stability will help the entire industrial world and developing
countries to prosper.

The industrial democracies have had these last two
yvears to face major social and economic challenges un-
precedented in the post war period: the energy crisis, high
unemployment and continuing inflation.

The industrial countries are responding constructively
to these challenges. The purpose of our meeting was to review
our progress, identify more clearly the problems that we must
overcome in the future, and to set a course that we will follow
in the coming months.

Our first urgent task is to assure non-inflationary re-
covery of our economies and the world economy as a whole. Our
efforts for reducing unemployment and inflation, for stimulating
investment, for restoring consumer confidence are compatible
and mutually supportive. While we are at different points in
our fight against recession and inflation, we are confident that
the industrial economy as a whole is on the road to recovery.

We must now aim to generalize the recovery during 1976
among the major industrial countries. We will seek to
restore a sustained vigorous economic expansion and high levels
of employment by 1977. At the same time, we are determined to
reduce the rate of inflation in our economies as a whole as well
as the disparities among national inflation rates. And we will
seek to restore growth in the volume of world trade as domestic
recovery and economic expansion proceed.

To assure success, we will consult intensively on our
plans and prospects. We will cooperate more closely, using
existing institutions and new ones if they are needed.



But recovery from the recession is not enough. We
must create the conditions for stable growth over the long
term. To this end, important new steps will be required in
trade, money and energy.

International trade can be one of the most powerful
forces for long term growth and lower inflation. To main-
tain an open trading system, we reaffirm our pledge to avoid
restrictive actions. To expand world trade, we believe that
the multilateral trade negotiations should aim at achieving
tariff cuts no less ambitious than those of the Kennedy Round,
in some cases by eliminating tariffs in given commodity areas,
at significantly improving the regime for agricultural trade,
and at reducing non-~tariff measures through negotiations of
codes. We set as our goal completion of the negotiations in
1977 and direct our Trade Officials to carryout this and our
other goals in the field of International Trade.

The international monetary system must enable countries
to pursue economic growth and price stability at home, while
promoting the free flow of goods, services, and capital. To
insure its effective operation, we will consult and cooperate
more closely on economic policies. Stable domestic growth
and reduction in disparities among national inflation rates
will result in greater stability of exchange rates and faci-
litate the maintenance of orderly conditions in foreign
exchange markets.

The excessive dependence of our countries on imported
energy and the massive increase in oil prices are major
obstacles to the future progress of the world economy. But
they are obstacles that are within our power to remove. We
will cooperate closely among consuming countries to reduce
our dependence through conservation, technological exchange,
exploration, and new production.

A cooperative relationship and improved understanding
between developing nations and the industrial world is
fundamental to the success of each. Sustained growth in
our economies is necessary to growth in the developing world.

We must move ahead in our negotiations for mutually beneficial
new arrangements in trade, investment, agriculture, commodities,
and aid. Our approcach must be generous and compassionate.

But it must also be realistic, resulting in a mutuality of
shared interests.

Finally, we look to an orderly and fruitful increase
in our economic relations with socialist countries as an
important element in progress in detente, and in world
economic growth.






INTERNATIONAL ECONOMIC SUMMIT

Background and Analyses Data

TABLE OF CONTENTS

TAB INTERNATIONAL ECONOMIC POLICY ISSUES PAGE
A Economic Recovery and Cooperation
A-1 Economic Cooperation to Re-establish and
Maintain World-Wide Prosperity 1
A-2 The Transmission of Changes in Economic
Activity among Major Industrial Countries 5
A-3 Summary: Economic Activity in Major
Industrial Countries 12
A-4 Economic Activity in Major Industrial
Countries: 16
France 33
Germany 35
Italy 37
United Kingdom 38
Canada 40
Japan 42
A-5 New York City Financial Situation 44
B Trade
B-1 Background and Analysis to support U.S.
Position 1
B-2 Link between Multilateral Trade Negotiations
and International Monetary Reform 4
B-3 U.S. - EC Differences over Agricultural Trade 6
B-4 Government Competition in Financing Exports,
(Gentlemen's Agreement) 9
B-5 Possible Trade Restrictions by the UK and Italy 12
B-6 Summary of Escape Clause, Anti-Dumping, Counter-
vailing Duty, and Unfair Import Practices,
Complaints, Investigation and Remedies, 1973-75 16
B-7 Generalized System of Preferences (GSP) 24
C Monetary/Issues
Gold 1
D Relations with Developing Countries
D-1 Background and Analysis to Support U.S. Position 1
Financial Negotiations 1
Commodities 4
Grain Reserve Negotiations 8
D-2 Expropriation 11



INTERNATIONAL ECONOMIC SUMMIT

Background and Analyses Data

TABLE OF CONTENTS

TAB INTERNATIONAL ECONOMIC POLICY ISSUES PAGE
E Energy
E~1 Background and Analysis to Support U.S. Position 1
U.S. Domestic Program 1
Conservation 2
New Supplies 2
Consumer Country Cooperation 3
Coordination for the Producer/Consumer Dialogue 5

[

East~-West Economic Relations

Prospects for Amending U.S. Trade Act
U.S. - Soviet Grain Agreement

U.8. — U.5.5.R. 0il Negotiations

Role of Credit in East-West Trade

Need for Gentlemen's Agreement on Credits
COCOM Controls

U.S.5.R. and Eastern European Hard
Currency Deficits and Debt Burden 10

~F N U W



TAB A - Economic Recovery
and Cooperation !




T-Y 9Yd&




Economic Co-Opcration to Re-Establish
.and Maintuain World-Wide Prosperity

Backaground and Analysis to Support U.S. Position

Economic Situation

The current recession appears to differ from previous
post-war rxecessions not only in its breadth and depth, but
also in the length of time it is taking for the respective
economics to respond visibly to relatively large injecticns
of fiscal and monetary stimulus. The direct impact of
expansionary fiscal measures taken by the major industrial
countries since the beginning of the year amounts to between
2-3 percent of their respective GNP's. And credit conditions
have been eased in support of the expansionary fiscal policy
stance. However, final demand has continued wealk almost
everywhere. The fact that response lags are so long probably-
relates largely to the need for the private sector to rcbuild
confidence regarding the economic outlook. Consumer and
investor confidence had been undermined by a prolonged period
of price inflation that reached post-war highs, and that was
coupled with a rise in unemployment rates that also exceeded
_post~war experience. In addition, the need to assess the
severity of adjustments resulting from the increase in the
relative price of energv continues to add to the private
sector's hesitancies with regard to spending plans.

With the amount of potential spending power currently
built into the varicus economies, a turn-around in confidence
could lead to a very sharp upturn in eccnomic activity
world-wide., Therefore, further simultaneocus expansionary
actions may prove to be counter-productive in the longer-run
as they could either reignite inflationary expectations and
thus hold back any recovery or lead to growth rates that could
result in inflationary bottlenecks well before overall
capacity utilization has reached normal levels.

Steps to Produce Stable Economic Recovery .

Policy measures now in place generally should be sufficient
to assure a balanced economic upturn. Any further measures
that might be contemplated could best be concentrated in arcas
that would help to strengthen the foundation for continucd
stable non-inflationary growth. Such policies might include
measures designed to promote competition, nationally and inter-
nationally, and to ensure the availability of sufficient capacity
to meet the growing demand on various sectors of the world
cconomy .

On the whole, Summit discussions could most productively

c¢enter on what might be done to accelerate the restoration
of private scctor confidence. This could best be achiceved
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in an atmosphere that does not attempt either to debate
whether this or that nation's policies are adequate to the
current situation or to put the "blame" for the current
situation on policy decisions of individual nations. Rather,
agrecment might be reached that the severity of the economic
shocks =-- in particular those emanating from the large increase
in the relative price of energy -- experienced by virtually
all industrial nations over the past several years generally
had been under-estimated -- partly because of a lack of
understanding of how economic changes in one country impact
upon another.

It should be clear that the current recovery is not
being retarded by a lack of international cooperation. Nor
would greater coordination or harmonization of policy
actions be particularly helpful or practicable. The experience
'of 1972-73 has shown that simultaneous measures to reflate ‘
national economies, without due regard to the amount of spending
power that is being built up world-wide by these measures, leads
to world-wide inflation. Domestic econcmic, political and
" social policy objectives are generally such that policy )
decisions can be little, if at all, influenced by consicderation
of foreign preferences. However, progress can and should be
made in areas that ascure that cross-country policy choices
are compatible.

Accordingly, the Summit discussions could try to arrive
at a:

(1) commitment to restore economic prosperity
without resurgence of inflation and to pursue
this goal by mutually supportive policy actions;

(2) reiteration and possible broadening of existing
commitments to work towards liberalization of
trade and payments arrangements, in particular
by reaffirming their strong commitment to
the OBECD trade pledge and by agreeing on a
tight time table for the MTN.

Each of these commitments in essence ryepresents a pledge
to avoid beggar-thy-neighbor policices in the widest sensce of
the term.

Longer—-run Co-opcration

Achievement of mutually compatible domestic policics
could be strengthened by:



(a) an improved undcrstanding of how and why domestic
. . policy makers view their own economic prospccts
in a particular way, how this fits into their view
of the world cconomic outlook and how their own
-policy actions, including mix of policies, fits into
this framework; ‘

(b)Y an improved understanding of the transmission of
changes in economic activity and price behavior across
national borders;

(c) a broadening of the discussion of how, in the light of
(a) and (b), national policies might impact on others
in particular, and on the world economy in general,
with a view to determining whether or not scerious

_inconsistencies and incompatibilities regarding
objectives or policies existed among nations.

The basic framework in which these df%ussions might take
place already exists: the Interim Commititee of the INMI and
the  Economic Policy Committee of the OECD each provide a bhasic
forum for such deliberations. Indeed, the intention has always
been that some work of this nature would be performed by these
bodies. However, because of the large number of participants
and the generally cumbérsonme manner in which the meetings are
conducted, consultations in these bodies have turned into
something approaching a dialogue of the deaf and they generally
have not been able to perform the constructive functions
envisioned for them. In contrast, smaller, more informal
groups, such as the Working Party 2 of the OECD's Economic Policy
Committee (WP-3) have functioned much better. The intimate
atmosphere in which the meetings of WP-3 are conducted and
the mutual respect and understanding of basic thought-patterns
that have been developed among participants over time, all have
served to bring about a frank discussion of delicate and
complicated matters that is notably absent in the deliberations
of the larger groups. Thus, subgroups of the larger bodics,
patterned along the lines of WP-3, might help to launch a con-
structive dialogue on the matters mentioned above.

A sub-group of the Interim Committece might regularly
examine the world economic outlook. Participants in this
group should be {rom national capitals, at the Deputy level,
and would not necessarily include Exccutive Directors and
Alternates. The advantage of this forum is that it would
allow a continuing dialogue on broad economic questions
among industrial countries, middle-income LDC's, o0il produccers
.and low-income LDC's. '



A subgroup of the OECD's EPC, called the "EPC Buareau,"
might be strengthened to bring about greater understanding
of the interaction of domestic policy actions and goals.
This group is made up of the economic advis of the Big
Seven OECD countries (US, U.K., Germany, France, Japan, Italy,
Canada). They now meet for informal talks three or four
times a year at the time of EPC meetings and other occasions
such as the Bank/IFund meetings. Being small, this group is
flexible and brings together the major economic powers. It
has . the advantages of a broad mandate and of being linked to the
larger group of 24 OECD countries through the EPC itself, and
to the OECD Sccretariat staff and the Working Partices of the
EPC upon which it can call for specialized staff work. A
disadvantage of this group is that as presently constituted
only one representative per country attends and thcre is no
systematic préparation for meetings. In addition, smaller
‘countries may be unhappy at being excluded (as they would be
with regard to any restricted group.} ‘ '

. These groups would not obviate the necessity for gencral
discussions such as currently take place in cach plenary
“forum; on the contrary, their work could well contribute to
‘making the plenary discussions considerably more mcaningful
than they are now.

Finally, Heads of CGovernment could agree to have these
groups report to them, possibly through Hinisters, and
possibly with a view to subseguent Summit meetings. Short
of arrangements looking towards other Summits, one forum for
reviewing or carrying forward the efforts initiated at the
Sunmit would be the OECD Ministerial meeting which is scheduled
to take place in any event late next spring. A two day
meeting, chaired by Foreign Ministers the first day and
Finance Ministers the second day, was successful last year
and could be repeated. A meeting of the ministers of the Seven
just prior to the OECD Ministerial would help consolidate
the follow-on work from the Summit



TAB A-2

o




The Transmission of Changes in Economic =
Activity Among Major Induslrial Countries

Background and 7nalysis to Support U. S. Position

The simultancous rccession in the major industrial
countriecs clearly has had significant chain effects on demand
and 5utput world-wide. World t;ade, for the first time since
World War II, is registerinélé year—~to-~year decrease in volune.
The shrinkage in the Qolume of world trade in 1975 may exceed
10 percent -as compared with an average annual rate of growth
éf ébéut 8 percent registered since 1960. Because of the
;arge relative.impoftance of trade in the total output of
many countries, hopes for recovery have contered upon export=-
led growth in a nﬁmber of smaller countries, as well as in
'Franée, Germany, Italy and the United Kingdom. 1In particular,
export-led growth was to be sparked by a strong recovery of
demand in the United States. For this reason, the sufficiency
of fiscal and monetary stimulus built into the U.S. economy at
this time is being questioned abroad.

An analysis of the facts, however, shows that further
stimulus to the U.S. economy may do little to help speed recovery
abroad. On the other hand, additional stimulus carries a
considerable :isk of having a net harmful effect because it
might well serve to rekindle inflationary cxpectations.

The evidence suggests that an additional one percentage
point of growth of the U.S. economy (over and above what is
currently expected for 1976) may producce an increase in the

volume of world trade in 1976 of no more than 0.2 percént above



what it otherwise would have been. By.1977, the extra one
percentage point of U.S. growth could be expected to induce
én expansion in world trade of 0.5 percentagce points

The effect of thischange in the growth of world trade
on economic activity in the major industrial countries is very
small indeed and certainly cannot be decisive to the path of world
recovery. TFor Germany, the effect on GDP would be negligible --
less than 0.1 percent in 1976 and a bit over 0.1 percent by
1977. Effects on other EFuropcan countries are of similar
magnitude.» Although the impact on Canada and Japan is
someéhat‘greater, it is by no means of great significance:
Canadian GDP in 1977 might be 0.4 percent greater than it otherwise
would have been and Japanese GDP might be increased by 0.2
percent. (The multipliers shown in Table 1 give the average
effect produced by a one percent change in economic growth in
the first and in the third year after the change occurs.)l/

This conclusion could also be illustrated by calculating,
in any given country, the share that exports to the United States
are of total exports. However, the simpler, sufficiently illus-

trative calculation which appears on Table 2 produces similar

1/ These calculations derive from special simulations run
through the LINK wmodel by Prefessor Lawrence Klein of the
University of Pennsylvania. The assumptions made were that

the additional stimulus to the U.S. cconomy derives from a

cut in personal incone taxes sufficient to producce about a

onc percentage point of additional growth in domestic demand
during 1976. The multiplicrs shown in Table 1 are derived

from a general solution of the LINK-model over the entire sample
period. ) :
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results. DBascd upon the relative importance of expdrts to the
cconomy in gquestion and the relative importance of Uis:‘imports

in world trade, it is possible to make a very rough cstimate

of the amopgt by which the volume of U.S. imports would have to
expand in order to produce a direct impact equal to 1 percent

of GDP for an individual country. TFor example, French exports
constitute 14.6 percent of French GDP. Thus, exports would have

to risec by 6.8 percent in order té bring about a 1 percent increase
in GDP., U.S5. imports cbnstitute 13.9 percent of world iﬁportsv

and, therefore, in order to get a 1 percent increasc in world

trade, U.S. imports would have to rise 7.2 percent. Conseguently,

U.S. imports would have to increase by nearly 50 percent in

. order to produce a direct impact of 1 percent of French GDP.

This type of calculation shows that on average for the 6 major

foreign industrial countries U.S. imports would have to increase

by over 40 percent in order to produce a direct impact of 1 percent
on the rate of economic growth.
Under the usual, very simplified, assumption that for
each percentage point increasc in U.S. GNP imports rise
by 2 percent, a 10 percent increasc in U.S. demand, would
raise U.S. imports by 20 percent. As U.S. imports constitute
abput 14 percent of world imports, world trade would be
inc:eased by 2.8 percent. This much oversimplified illustration
clcarly dcmnonstrates that little can be expected for world
recovery from additional increases in U.S. demand that

B

vemain within rcasonable bounds. Morcover, the results of
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such admittedly simplistic calculations are consistent with the
results deérived from a number of econometric approaches in

addition to those yielded by the LINK model, which takes

- into account both direct and indirect effeccts of demand

changes in onc country on activity in other countries.

Although the effect on world recovery of somewhat
faster economic growth in U.S. activity may be small, the
effect on world economic activity of the shift from a fall
of over 5 percent in real U.S5. GNP between the second guarter of
1974 and the seéond guarter of 1975 to a probable rise of 7 to 8
~percegt for the i2 months starting in July 1975 certainly
must not be underestimated. In addition, it is likely that
the recovery in the United States will ke accompanied by
similar, although perhaps somewhat smaller, shifts in the
growth rates of the German and the Japanese economies. 'The
simultaneity of these upturns, especially at a time when
inventory levels have been drastically reduced, may have a
very substantial.effect on world trade. But, as shown in
Table 1, the decisive factor for recovery in tﬁesé three
countries is the state of internal rather than the state of
external demand. A resumption in the growth of externai
demand can quicken the paée of‘rccovery of domestic demand,
in part because of its effcct»on business confidence and on
the general economic climate. DBut some acceleration in the

growth of cxport demand under reasonable assumptions about



additional growth potentials, cannot make the decisive
difference in the turn-around of cconomic activity in the

major industrial countries.



Individual Industrial Countrics on Other Countrices

t

Table 1.

Effect of 1 Percentage Point
Increasce in the Beconomic Growth Rate of

(Percentage changes in GDP)

A. Effect After One Year
Country Cou%try Affocted
Leading ‘ :
Growth U.S. Canada Japan France Germany Italy U.K.
U.S. 1.18 .31 .13 .02 .04 .08 .08
Canada .08 1.15 .02 .01 .02 .03 .05
Japan 3 .02 .02 1.18 .00 .01 .01 .02
France .01 T .02 .01 1.21 .04‘ .07 .04
Germany . 04 .05 .04 .08 .98 .19 .10
Italy -.01 .62 .01 .02 .02 1.30 .03
U.K. .01 .03 .01 .01 .02 .03 1.24
B. Effect Aftef Three Years
U:s. 2.58 .86 .40 .06 .14 .31 .35
Canada .13 .79 .04 ‘.Ol .03 .06 .08
Japan .06 .04 1.50 .01 .02 .03 .06
France .01 .00 .00 1.22 .06 .11 .04
Germany .26 .35 .18 .21 %.20 .81 .53
Italy .05 .03 .03 .04 .05 1.80 .08
U.K. .05 .05 .03 .02 .04 .08 1.51
SOURCE: . Bert G. Hickman "International Transmission of Economic
" Fluctuations and Inflation®” in Ando, lerring, Marston, Editors,
International Aspoects of Stabilization Policies, June 1974
NOTE:: Professof Hickman's work constitutes part of the LINK systom.
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Table 2. Sclected Industrial Countries: Pxports
as Percent of bDomestic Output and as Percent of World Exports

{1970 prices and exchange rates, percentages)

Exports as Percent of

. A. Exports as Percent of GDP World Exports

1972 1974 1972 1974
U.S. 4.3 5.6 14.0 14.3
Canada 1.2 20.2 5.8 5.2
Japan 0.8 12.3 7.5 8.0
France | 14.0 14.6 &/ 6.7 6.9
Germany 189.8. 24.3 11.8 13.0
Italy 165 16.4 4.8 , 4.4
U.K. t 6.4 18.1 . 6.4 6.3

B. Duxpansion Needed in U.S. Imports to Produce
a Direct Impact ¢f 1% of GDP based on
1974 Trade Shares

(in percent)

Canada 36.0

Japan | 58.3

France 49.0

Germany ' 29.5

Italy 43.9

U.K. | V-39.6
/1973

JURCE: INMF, International Financial Statistics; national sources.
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Econoic Activity in Major Industrial Countries
sSummary

The current recession differs from previous post-war
‘recossions not only in its breadth and depth, but alsoc in the
length of.time it is taking for recoveries to materialize.
A major factor adding to the climate of uncertainty, which is
inhibiting ecpnomic recovery, relates to the uncertainties created
by the quintupling of the price of o0il over the past scveral years.
First, it viftually ehsured the simultaneity of the incipient
economic slowdowns across countries and thereby deepened the
recession., In addition, the need to assess the structural changes
that will be required for domestic economies to adjust to
the'higher cost of energy and the shift'of‘economic powcr to
OPEC cloud the decision-making process of the private sector.
These uncertainties, ﬁore than anything else, may help to
explain the relative slownéss vith which individual econcnics
appear to be responding to policy measures. ’

All major industrial countries, with the exception of
Great Britain, have taken expansionary measures to stimulate
their economies since the beginning of this year. In most cases,
the direct.gffects of the fiscal measures instituted amount to
between 2-3 percent of GNP, These measures are additionally
supported by monetary policy.

Partly because of the long lags in the response of private
demand to the stimulative poliéy neasures and partly for
-political rcasons, a number of countries, notably the Europcan

oncs, have been looking for export demand to lcad them out of
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the rccession. In particular, they are looking for export-
led growth to be sparked by a strong recovery of demand in
the United Sﬁates. For this reason, the sufficiency of
fiécal and monctary stimulus built into the U.S. economy at
this time is being questioned abroad. |

| The U.S.. economy, however, appecars to be well underway
towérds a sustainable recovery. Industrial production has
risen at a seésonally adjusted annual rate of over 13 percent
since April} @mployment is increasing and consumer sales are
.rising'strongly with savings rates returning to mbre normal
levgls. Finally, business fixed investment, normally a
~lag§ing series, appears to have bottomed out earlier in the
recovery than anticipatéd. Further stimulus to the economy
appears to be unnecessary and might even jeopardize the
current resumpticn of economic growth by rekindling infla-
tionary cxpectations.

Egually important, analysis of the facts regarding the
transmission of eccnomic expansion from one country to
another shows that somewhat faster growth of the U.S. economy
than now expected would do little to help the recovery of
others. A percentage point of additioﬁal growth of the
Q.S.'economy (over and above what is expectced now) is estimated
to increase the volume of world trade by only 0.2 - 0.3 percent
and would affect the growth of the Europecan cconomics by
‘less than 0.1 percent ceach in 1976. Effects on the Japancse
aﬁd the Canadian cconomies would be slightly greater, but

still not significantly so.
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Although little can be cxpected for world recovery from
additional increases in U.S. demand that would remain within
reasonable bounds, the effect of the growth in U.S. demana
that actually is occurring must not be underestiméted. The
U.S. economy is moving from a fall in real GNP of about 5
percent between the second quarter of 1974 and the second
-quarter of 1975, to a rise in real output of between 7 and 8
percent for the 12 months starting in July 1975. -Such a shift
might expand. the volume of world trade by about 3 - 4 percent.

The outlook for the Japanese and the German cconomy is for a
~simiiar, although probably rather smaller shift. The simultaneity
of these upturns, especially at a time when inventory levels
have‘beenbdrastically reduced, may.have very significant

effects on world trade. However, the corncrstone of recovery

in these three countries the state of internal rather than

in that of external demand. A resumption in the growth of
external demand may help to guicken the pace of recovery,
primarily because of the effect it could have on business
confidence, but it cannot make the decisive difference in

the turn-around in economic activity in the major industrial
countries. . |

Policy measures have imparted considerable fiscal and
monctary stimuli to the variéus economics. Private sector
liquidity pesitions have improved significantly. Corporations'
debt_maturities have been lengthened and consumer debt outstanding

is at very low levels in relation to disposable incomes. On
14



tﬁeAwholc, it appcars that private scctor demand is mainly
inhibitcéd by confidence factors. With a return of confidence,
“recovery paths may well become steep, particularly becausc
reflationary actions are being taken simultaneously in many
countries -- as they were in 1972. 1In contrast with the 1972
experience, however, capacity utilization currently is at generally
very low levels, so that the emergence of bottlenecks at a very
eérly stage of the recovery is not likely. But, as the recovery
proceeds, particularly if it starts from relatively low
inventory leveis, pressure on some industrial sectors may

became severe well before the upswing becomes broad-based and
overall capacity utilization reaches more ﬁormal levels. Tor
this reason, further sinultanecus expansionary actions, such as
advocated by some foreign autherities, may prove to be counter-
productiye in the longer run. The return of confidence necded
to carry a broad-based, sustained recovery would be best

aided by a stable policy stance. Measures now in place appear
sufficient and uncertainties about future policy actions only

detract from rather than add to business confidecnce.






UNITED KINGDOM

Background. Until this summer Wilson's policies were not
effective in curbing runaway inflation in excess of 25%
as trade unions rushed for and achieved wage settlements
in the area of 30%. Some thought that disruptive effect
of such inflation was so serious as to threaten social
upheaval. Faced with such problems and resulting massive
payments deficits and growing recession, Wilson won trade
union agreement in July to limit wage increases for one
year with the aim of bringing inflation down to around
10% by the end of 1%876. Since then inflation does seem
to have slowed somewhat, but unemployment has grown faster,
the recession has deepened, and real incomes have declined.
Because the inflation inhibits major attempts to stimu-
late the economy, Britain more than any othér major
country is counting on a revival of its exports -- in
large part to Germany -- to pull it out of the recession
and limit the rise in unemployment. The next several
months will thus be a difficult period of waiting for

the revival of economic activity elsewhere. Wilson

can be expected to urge others, especially Germany, to

do more to stimulate recovery.

Your Talking Points

~-~ We are glad Prime Minister Wilson has achieved
wide public acceptance, especially by the trade unions,
of the need to fight inflation and increase the competi-
tiveness of British industry.

—- We recognize that the adjustments required are
painful in terms of higher unemployment and loss of
income, but are necessary in the circumstances.



FRANCE

Background. French policies until recently have emphasized
reducing inflation and strengthening the balance of payments.
However, with unemployment beginning to rise sharply, and
production declining, Giscard announced a substantial
reflationary program in September. He is counting on the
rapid impact of this stimulus - plus strong export demand
from other countries, especially Germany - to improve con-
fidence of consumers and investors and bring about a
recovery next year. French authorities predict a 4.5%
real growth rate. However, the recovery plus wage pres-
sures should push up the inflation rate again which is
currently around 8%, and increase the current account
deficit which is now about in balance.

Your Talking Points

~-— We welcomed President Giscard's efforts

to reestablish price stability in the wake of the oil
shock and other factors which were feeding inflation.

~- We hope that the French economy will soon turn
upward as the result of President Giscard's policy action
this fall and the recovery now underway in the US and
elsewhere.



GERMANY

- Background. Schmidt has pursued expansionary policies

" since the beginning of the year in order to counter the
recession, but recovery is just now beginning. Because

of the size of the Germany economy, other European countries
hope for a strong recovery in Germany next year to boost
their exports and help their own recovery. (To deflect

this attention, the Germans in turn, have called for a
strong US recovery.) Since the German upturn is occuring
later than expected and most forecasts project slow

growth next year (2 to 3%), and since inflation rates

in Germany are much lower than elsewhere, other European
countries have urged -- and may urge at the summit -- that
the Germans take further action to expand. There is no
need for the US to join in pressing the Germans on this
point. Schmidt opposes these pressures, maintaining that
the German enonomy will expand at a healthy 5% rate next
year, and that the fight agains inflation should be
continued. e

s,

Your Talking Ponits

-— We are encouraged by the signs that the German
economy has begun to move upward again.

-- Chancellor Schmidt deserves great credit for his
record in fighting inflation -- the most successful of
the major countries. Inflation must be controlled and
conquered if we are to keep ourselves strong.

~~ Good economic growth is of course also a
necessity. It is therefore heartening to hear that
the German government forecasts a return to a healthy
rate of growth next year.



JAPAN

Background. The recession started earlier in Japan than
in other countries and ended sooner. Industrial produc-
tion started down towards the end of 1973 but has been
going up since last March with the exception of a dip

in August. Miki's policies have been cautiously
expansionary. The fourth reflationary program since

the beginning of the recession was announced at the

end of August and will take effect in the period between
October and March. Inflation which was running at very
high levels (over 24% in 1974) has been reduced to about
7% this year. Prospects for next year are for continua-
tion of a moderate rate of recovery with growth rates

in the area of 4 1/2%. The trade balance has remained
strong, but Japan with its near total dependence on
imported oil for energy, will feel the recent OPEC oil
price increase to a larger degree than most other
countries. Miki and his government believe the economy
is going through a delicate adjustment process from the
very rapid rates of growth which have prevailed for
years to a more moderate long~term growth path.

Your Talking Points ~

~

~- Japan has made a successful transition from

a bad period of inflation and recession to lower rates
" of inflation and the resumption of growth.

-- We are confident that Japan can and will continue
its transition into a period of sustained, non-inflationary
growth. .



ITALY

Background. Italian policies have been remarkably suc-
cessful in reducing the hyperinflation (more than 25%
and massive balance of payments deficits of eighteen
months ago which had called into question the credit-
worthiness of the Italian Government. Limits on credit
and public spending have reduced inflation to less than
10% and brought the current account into balance this
year. The cost has been a drop in industrial produc-—
tion of 13% over the past year. Restrictive policies
have been gradually relaxed since the beginning of the
year. A reflationary program was introduced late in
the summer to keep unemployment from rising faster,

but its impact will only be fully felt next year. Given
the dangers of pushing up inflation further, there is
little more that Moro and the Italian government can do
at present to bring about a faster recovery; like other
countries, it is looking to a revival in its exports

to help get the economy moving upward again.

Your Talking Points -

}
Y

-~ Prime Minister Moro can take pride in his

success in stemming the high rates of inflation and
large trade deficits that prevailed last year.

-- The revival now underway in the United States
and Germany should be helpful in reinforcing the
recovery in Italy next year.



FCONOMIC GROWTH

1974 GNP 1975 GNP 1976 Growth 1976 Growth
% Growth % Growth (OECD (Country
Prediction) Prediction)
us  (-2.1%) ~2.9% . 5.43
Germany 0.4 (-4.1 2.1 -y
Japan (-1.8) 1.5 4.5 -
UK (a) - 0.2 (—2.3) (-0.2) 2.4
France (a) 3.9 (-2.0) - 2.5 4.5
Italy (a) 3.2 (-4.5) 1.0 2.0
INFLATION
1974 1975 1976 1976
: (OECD (Country
Prediction) Prediction)
us 11.4% “8.3% 7.1%
Germany 7.0 6.0 4.0 4,
Japan 24 .4 11.7 : 5.6 -
UK (a) 15.1 21.6 - 16.7 11.3
France (a) 13.7 11.6 - 10.6 8.4
Italy (a) 19.1 16.8 -~ 12.0 12.0
UNEMPLOYMENT"
1974 1975 '
Fourth Quarter Second Quarter Latest
us 6.6% 8.9% September
Germany 3.5 4.9 g August '
Japan 1.6 1.8 1.9 August
UK 2.7 3.6 4.4 September
France 2.8 3.8 3.9 August
Italy (b) 3.9 5.2 4.3 July

(a)

Gross Domestic Product
(b} Unemployment plus 50% of partial unemployment.
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economic situation as this one.” None-
theless, output is expectad 10 rise 2.2%
this year and 5.7% in 1976. That fol-
lows Japan's first genuine postwar re-
cessicn. which was brought on by a gov-
ernment clampdown on demand and
. last year after the explesion in
il prices sent Japanese inflation
S.....1g to 2 frightening annual rate of
25%. As domestic demand fell, Japan's
aggressive businessmen swiftly expand-
ed foreign sales, hPIpmg to right their
economy but annoying such  hard-
pressed trading partners as the US,
Britain and Fraace. Last year alone Ja-
pan increased i1s exporis over the year
before by 50%, io $58 billion. And this
year, despite the slack in global trade,
it expects 1o export another $57 billion.
- Wiin the inflation rate cut to less
than half, the government has started a
program to stimulate heme demand: it
has autherized $6 billion in additional
spending for public works and housing,
and Iouexed the central-bark interest
rate from 99 last year to 6.5%. Busi-
nessmen msxst that that is not enough,

and they dohave some prot ‘ems Anex-
pert at the Fur Rank ostimates that ene
out of exery four of Japan's debt-laden
companes 18 operting in the red. and
in a ration where unemp! oyment has
been almost uvkno\sn some university
seniors face trouble getiing a job. One
sursey of 1 585 \.O'n\n.m"!s found 511
piarning not Lo hire new graduates next

taken the rather
{.\‘Siiinn that no
t'mu'ucs werz encoun-
T OUMNies. its economy,
w2zlih of ratural resources
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such as oil. uranium and timber, would
be immune. By September, however,
Prime Minister Trudeau confromud
mounting evidence that Canada was in
dr,cp economic trouble. The country was
in recession, the jobless rate had climbed
to 7.2%, inflation was running at a com-
pound annuai rate of 12.7%, and wage
increases were Spnmmg al an annual
rate of 18.8% —twice that of the US.
On Oct. 13, Trudeauannounced toa sur-
prised pation the imposition of selective
wage-price controls. Labor unions im-
mediately protested and vowed to taks
their case against controls to court. More
thoughtful critics agree that controls will
probably help dampen infation. But,
asks a senior econemist of the Bank of
Canada, “what about the rest of the
problems?” Trudeau has so far failed to
offer any policy to expand production
or reduce joblessness.

Despite its own domestie problems,
the U.S. cannat afford toignore the weak
state of its trading partners’ economies.
Magnammu) apart, conlinuing reces-
sicn in Europe and Canada, which pro-
vide unportam markets for American
goods, is certain to impede US. trade
and the recovery in general. In addi-
tion, the global downturn cuts directly
into the profits of a growing number of
Amencan-based companies that get
more than half of their earnings from
foreign operations. Among them are
such familiar names as Pfizer, Gillette,
Hoover. Johnson & Johnson, Scholl, J.
Walter Thompson, F.W. Woolworth,
Dow  Chemical, Avis. International
Hanvester, and Black & Decker.

Fundamentaily, the opportunities
for courdination of international eco-
nomic policy are limited. There is no

0%

magic formula for d“te"mmmg how rap-
idly a nation can stimulate its economy
without kindling ruinous inflation, or
ow hard it can ¢rack down on infla-
tion without bringinz on 2 recession. For
the moment, at least, every government
has to grapple with thﬂt problem on its
own, by whai might as well te recog-
nized as a process of tnzl and error. So
long as that is so, national economic pol-
icies are bound to differ.

But if the opportuaities for cooper-
ation are limited, they are not negligi-
‘ble. The US, for example, n.c,h re-
consider its stand on exchange rates.

Whilz nobody wants to go back to ri-
gidly fined exchange rates. some agreed
rules to stabilize world money markets
are nceded. In addition. governments
can at-least try to avoid policies that
hurt their neighbors-—for example, sub-
sidizing exports and  discriminating
against imports enough (o give one na-
tion an unfiair advantage in world trade.
The significance of the Ramboudlet
summit is that heads of government are
no longer fcaving such questions to their
economic advisers, but tackling them in
person. The summit thus could usclully
be followed by further similar meetings.
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tte hoard s prgerly mose toaztd ex-
gension, interestrates
hanks prime rate on haans
corporations hes droppe
7..6 in the past eight we
teyas that 25 the economy
Federal Reserve will be 1
ar £h£n [MOTE ASSOMmaN2Inz posiiiT
2nd will expand money sUDPY 23
as &7 a yvear. '
The newest and most immadeaie
~worry is the impact of a defaul by New
York City. which could happen prac-
tically any day now. President }fo:d,
who has vowed to vetoany cpngressaonal
attempt to help the city avoid bankrupt-

cy. insists that financial
markets have already
discounted a default and
so the impact could be
contained without scrious
damage to the cconomy.

He is disputed by a host
of critics who fear that a default could
abort the recovery. Robert Nathan, a
member of TIME's Board of Economists,
says that if New York goes under. the
shock waves in money markets will
drive up borrowing costs for many states
and municipalives. forcing them to cut
services and spending and hike taxes,

“and drastically harm the economy. A
New York bankruptcy would also wipe
out much of the value of $2 billion worth
of city securities held by banks round
the country. Though the Federal Re-
serve has pledged to lend the banks

sough money to keep them from clos-

g. they might have to curtail their
sending to business. Much of the remain-
ing $11.5 billion in city securities is held
by individuals, who would suffer sen-
ous losses of principal and interest and
thus have their buying power reduced.

All together, Otto Eckstein esti-
mates, default would eventually cost the
nation a disastrous $14 billion in lost
production and 500.000 jobs. The effect
would be greatly magnified if New York
State followed the city into default-—and
unfortunately that is much more than a
remote possibility. Basically. the effects
of 2 New York City bankruptcy are im-
measurable, since the situation would be
unprecedented. But many economists
believe the risk is Lo great to be worth
taking. Says Heller: " No one knows how
to judge a New York City default on a
Richter scale of financial earthquakes,
but we should try to handle it without
testing the repercussions.”

If the U.S. recovery has its flaws,
problems and worries, it still is strong
enough to excite the envy of most oth-
er industrial nations. Generally, the re-
cession hit them later and less severely
than the U.S, but it is lingering long-
er. One major reason is that these na-

s genzrally are far more dependent

sr2ign trade than the US., and

s more sensitive 1o
their nzighbors’ troubles. Eaports ac-

sount far anly 79% of gross national prod-

ot in e US ) but 1977 e Britamn
1277 ap Japan. 2377 i Germeany. 23%
in Canada and noless than 5077 in Bel-
gium. The suuation in detal] in the

momtumpenant natons:

\ .
BRITAIN, the industrial world's peren-
rial posiwar nalids continues © lan-
sush Outpun this year wall be a bt
beiow that of 1974, and Common Mar-
het experts predict sere growth next
rear as well Meanwhile, expons are
sluggish and living standards are Jdrop-
ping. Unemployment has passed the po-
litically sensitive level of a million work-
ers and could hit 1.5 million this winter.
Prime Minister Wilson's Labor Govern-
ment can do litlle to stimulate the econ-
omy because inflation, despite price con-
trols, is already roaring along at an
annual rate of 27.99, highest in any ma-
jor nation.

Britain’s big hope remains a flood
of oil wealth from under the North Sea
in the 1980s. To dramatize it, Quezen
Elizabeth last week cercmonially
p.essed a button permitting oil from the
first major field to Bow into Britain. To
muddle through until then, Wilson last
week announced a program of aid to 30
industries selected for their promise of
growth—but failed to say which ones
they will be, whether the aid will con-
sist of subsidies or loans or how much
cash the government will put up. Until
such details are spelled out, the program
is little more than an overdue govern-
ment promise to be more sympathetic
in dealing with industry.

GERMANY, Western Europe's most
intluential economy, scems to be caught
in a web of indecision. Despite some
signs of recovery in recent months, the
nation this year will suffer its steepest
decline in output, about 3%, since the
founding of the Federal Republic after
Worid War I1. The forecast for next vear
calls for real growth in G.N.P. of about
4%. But the upturn is bteginning from
such a low base—German industry to-
day is operating at only 75% of capacity
—that even with that relatively heaithy
advance the economy will be operating
well below optimum lzvels. The unem-
ployment rate has risen to 449, and
could well go higher this winter. In Ger-
many, that is high enough to raise grim
memories of the "20s and "30s, when le-
gions of jobless workers flocked to
Fascism.

The rate of inflation is now only
5.1z, a pace that would allow the
Schmidt government 10 move to more
stimulative policies. But so far Bonn has
held back, contending that to follow a
more vigorous course would only risk re-
igniting German inflation without doing
much to boost demand in the depressed
economies of its chief trading partners
—a rather Ford-like position. Though
the government has made some stabs
at stimulation with investment grants,
tax cuts and a highway spending pro-

A Mtk A bea it il eSS e o T Y

hold down capital spending Jit’.:r}* G_:r—
man consumiers are ales saving an 1n-
ordinats ameount of their dispxabie in-
come. so the economy remains sluggisa

FRAMCE has moved ahead of all us
Common Market neighbors in its anu-
recession eforts. Its actuons follow a
vear-and-a-half hattde 10 curb wation
By Septernber, however, it was obuaos
that the maton’s ouiput wasuld show a
Jecline of muwere than 27 this sear. At
that point, President Giscard ordered 2l
most $7 billion pumped into the econ-
omy in the form of investment subsi-
dies. corporate tax breaks and publc
works programs. As a result, France
should have the most vigorous recovery
in Europe next year. )
Already sonie movement IS aprar-
ent. Industrial production has increased
slightly, and construction contracts and
auto sales are up. Unemployment,
though, continues to grow, and last
week, by one cstimate, reached an ex-
plosive 1 million, touching off a rash of
strikes by angry workers at post offices.

subways and electric utilities. Riot cops.

were called to sweep Air France em-
ployees out of ground facilities at the
Paris airports, where they were staging
a sit-in strike. Giscard’s policy has als0
spurred consumer-price inflation, which
inched up to an annual rate of 9.4%: in
September, almost a percentage point
over that of a month before.

ITALY, which only last year seemed to
be on the brnk of collapse, is haltingly
making its way back. Its cutput this year
will probably show a decline of 37%. In-
dustrial production is running 10% or
more below a year ago, and the coen-
try's factories are operating at less than
705 of capacity. Unemployment now
stands at 1.1 millicn and could go as
high as 1.7 million next year. That is
the price the country has had to pay W
gel down its ruinous rate of inflatico
—which has fallen from 24% last year
109.8% in September~and repay its for-
eign debt. With prices moving more
slowly, Prime Minister Moro’s govern-

ment has recently enactzd a $6 billion

recovery program, and there is a good
chance that the lalian ecoromy will be-
gin to climb slowly in mid-1976. Thre
pace of any economic risorgimenta will
depend on two things: whether the of-
ten inefficient bureaucracy can get the
expansionary program moving quickly
enough. and the level of wage increases
that will emerge from the current round
of national labor-union contract nego-
tiations for 4.5 million workers,

JAPAN is on the road back to pros-
perity, though no ons would tunk so
after listening to the hand-wringing
comments of its government and busi-
ness leaders. Prime Minister Miki la-
ments that “never before have we ex-

perienced so complex and difficelt an

7 - CONTINUED
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Economic Activity in Major Industrial Countries

The current recession appears to differ from previous
post-war rccessions not only in its brecadth and depth, but
also in the length of time it is taking for recoveries to
materialize. A major factor inhibiting economic recovery .is
the uncertainty crcated by the aguintupling of the price of oil
over the past several years. It cnsured the simultaneity of the
economic slowdowns in many industrial economies. Morxcover,
structural changes necessary to adjust to the increased cost
of energy plus the transfer of economic power to OPEC have
generated further uncertainties.

True, reccovery appears to be in train in the United States,
Japan and CGermany and, in other major economies, except for
the British, the recession probably touched bhottom sometime
during the summer. But the underlying strength of any upturn
in activity remaing uncertain and is contingent upon the restora-
tion of confidence in the private scector. Concern over the ‘
apparent failure of their respective ecorcmies to respond visibly
to the cxpansionary measures taken since the beginning of the
vyear led four of the major foreign countries (Japan, Germuny,
Fraiice and Italy) to take further reflatlionary moves at the end
of the summer. These actions reflected the fact that there were.
little, 1f any, signs of guickening in the pace of economic
activity during the summer months. (See Tzble 1.)

The nearing completion of the inventory adjustment is
lending some support to economic activity in a number of
countries, but final demand remains weak almost everywhere,
excepl perhaps in Canada, where, however, latest indicators
also point to a faltering trend. Household savings rates

have risen to historic highs -- reflecting continuing uncertain-
ties about the emplovment outlook and price prospects, as well
as the desire to rebuild asset positions -- so that the consump-

tion-led upswing hoped for in a number of countries has not
materialized. (Sce Table 2.} In fact, retall sales, which
had increcased earlier in the year, appear to have flattencd
out during the second quarter and have remained about stable
since. With growing unomployment -- now approaching twice the
number registered in 1974 on average in Western DBurope -=-
threatening depletion of income maintenance funds, and a rcnewed
ratcheting up of food and energy prices, lack of confidence
may continue to exert a significant restraining influence on
the growth of private consumption expenditures in coming
months. (See Tables 3, 4, and 4a.)

At the same time that private consumption expenditures
have failed to impart the upward impctus to cconomic activity
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hoped for ecarlier, external demand has fallen. The absolute
fall in the volume of world trade -~ the first in post-war
history =-- which began in the sccond half of last ycar, mainly
~results from a substantial shrinkage in trade among industrial
countries. Imports of major industrial countries becgan to
shrink in the fall of last vear reflecting both weak

final demand and the inventory adjustment. In value terms,
they were down by 7-1/4 percent between the second half of
1974 and the first half of 1975, and in volume terms they

fell by 11 percent. (Seec Table 5.)

Exports, while remaining above 1974 levels in value
~terms, have fallen since the spring of this year, although
less than imports. Exports to OPEC and Communist countries
have continued to grow and shipmenis to non-oil LDC's have
been reduced relatively little. The fact that a large
number of non-oil LDC's have been able to maintain their
import levels reflects their earlier much-above average
earnings level, which prevailed well into 1974, and the
extension of large trade credits by industrial countries
. seeking to bolster their export activity’ as domestic demand
shrank.

A number of small industrial countrics as well as
several- larger ones have been counting on an export-led recovaery
with strong demand coming from the U.S. econony in pavticular.
However, analysis indicates that further reflationary action
-- within reasonable bounds -- in the United States would
do very little towards accelerating recovery abroad. (See
Transmission paper.)

In coming months, trade among industrial countries may
resume its growth once more. Indeed, import demand in the
large industrial countrics appears to have stabilized during
the summer months. But increases in world trade are likely
to be constrained by a slowing in the import demand of OPLC
and declines in shipments to non-oil LDC's. The latter may
begin to find it more difficult to finance continucd high
levels of imports. True, the slide in their shipments to
the larger industrial countries appears to have halted in
reccent months, but the fall in comuoodity prices of past
months has yet to be recflected fully in earnings figures.

In addition, dcbt burdens are mounting. Thus, external
financing difficulties may force a curtailment of order
activity on the part of the non-o0il LDC's. In fact, similar
problems arce arising in smallexr OBCD countries, who were
able to maintain demand levels well into 1974 and carly
1975. In addition, fragile cxtcrnal financing positions
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will be aggravated by the recent incrcasce in OPEC's cexport
price of oil as it begins to work through the individual
economics. The oil exporting countrics theomsecelves may
continuc to expand their import demand. However, growth
rates are likely to be much reduced, not only because they are
being computed from a much hicher basc than in 1973-74 but
also because of physical as well as emerging financial
constraints in the high-import absorbing countries, such as
Indonesia and Iran. Reccent data show, indeed, a significant
reduction in the rate of growth of export flows to the

oil producing countries as a group.

Hesitant private consumption and falling external dcmand,
although partially offset by some increase in public expendi-
tures, have combined to bring about further reductions in
capacity utilization in most countries. Conseqguently, private
investment intention surveys, until recently, have shown
continuous downward revisions cof projected expenditures for
the current year. Latest opinion survevs indicate that the
ecrosion of business confidence may have come to a halt, butz
no strong support to activity can be cupzcted from the side
of private investment expenditures over the next scveral
quarters. The one relatively bright spot in the private
demand situation is the positive, albeit slow, responsc of
residential construction activity to easier monetary policy
and to dircct fiscal programs.

A further encouvraging development has been the modera-
tion of price increases, which has been dramatic in a number
of countries in comparison with last year's performance. (See
Tahles 6 and 7.) But progress on the price side appecars to
have come to a halt at levels of price increases that remain
uncomfortably high. (In the United Kingdom pricec pressures’
have continued to be intolerably high.) Higher food and
encrgy prices and attempts at an early restoration of profit
margins all are now putting pressures on price levels well
before the productivity gains that will accompany a resunmption
of growth in activity can act to relieve cosgt pressures.

The results of wage ncegotiations have becn encouraging
in recent months from a cost-pressure point of view, except
in Canada and the United Kingdem.g/ {(See Table 8.) But

1/ Because of the alarming rise in cost pressures programs
restraining wages have been instituted both in Canada and
the United Kingdom. In Canada, prices are being controlled
as well.  See country notes for details.

Py
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upcoming wage rounds may be more difficult to contain if
inflationary expectations rovive. A resumption of inflationary
tendencies at a time when activity rates still remain flat,
budget deficits arce rising and long-tcxm intcrest rates arce
still relatively high, could well put an additional brake on
what appears to be a slow recovery in most countries.

Governments, in response to the continued weakness of
domestic demand, have moved to put into effect additional
reflationary measures. Since mid-year, discount rates have
been cut in most major countries, and fiscal stimuli of
varying degrees have becn announced in Canada, ITtaly, Germany,
France and Japan. The Canadian budget represented a continuation
of an essentially mild expansionary policy stance, but the
Ttalian package indicated a shift from major concern with
inflation and external financing preblems to concern with
rising unemployment. A substantial recovery in Italy --
before a resumption in the growth of world tradec ~- could
bring about a reemergence of the balance of payments problem
as import growth might well outpace cxport gaing, despite
the fact that about one-third of the reflstionary package
aims -at stimulating exports. The German mecsures concentrated
mainly on public works and an extension cof unenploynent
assistance paynents. In France, reflationary measurcs
largely emphagsized subsidies to private investment, nublic
investment and increases in transfer payments. The Japanase
authorities announced a reflationary fiscel program consisting
to a large extent of new expenditures for public works and
to a lesser extent of aids to medium and snall-sized business.

Thus, considerable fiscal and monetary stimuli have
been built into the various economies. The reflationary
packages, excluding multiplier effects, announced at the end
of the summer amount to rougnly 3 percent of GNP in Italy,
and to 2-1/4 percent, 1-1/2 percent and 1/2 percent of GNP
in France, Japan and Germany, respectively. And these
measures are in addition to steps taken during the first
half of this year. The large budget deficits foreseen in
most countrics are partly cyclically deteramined, but cven on
a high employment basis the shift in fiscal policy is substantial.
Monectary policy has bcen eased almost everywhere and interest
rates, notably short-tcrm rates, have come down substantially.
(Sce Tables 9 and 10.) ‘

- The easing of monctary conditions has had cexternal as
well as dowmestic cffccts.  Because policy moves lagged
behind those effected in the United States, the downward
move in interest rates abroad has led to a reversal in the

.
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interest rate differentials -- at least until recently, -
between the United States and other financial centers. This
has resulted in capital flows to the United States, which
also have been strengthened by the relatively better economic
news here than abroad and by the continued high U.S. trade
surplus. Consequently, since mid-ycar, the U.S. dollar has
appreciated by about 6 percent acvainst a weiluhted average of
major foreign currencies. (See Table 11.) The fall in the
exchange value of individual foreign currencies is putting
some strain on domestic price levels because many foodstuffs
and industrial materials, including petroleum, are priced in
dollar terms. TYor this, and other reasons, some Governinents
are moderating the downward drift of their currencies in
foreign exchange mar?ots, partly through intervention policies,
partly by actions designed to curb capital outflows and
partly by plans to borrow abroad to cover fiscal deficits
(e.qg., Japan, Germsny and partly Britain). Others have
preferred to accept the price preszsures resulting from the
depreciation of their currenciecs becnuse they have welcomod
the effects these currency chancges will have on theilr trade
balances (e.g., France, Italy and partly Britain).

On the domestic side, private sector 1i quiéity pogsitions
have improved significantly as a resultl of easver monetary
conditions and fiscal actions to increase private dispozable
incomes. Corporations’ debt maturities have been lenglhened,
and consumer debt outstanaﬁpq is at very low levels in
relation to disposable incomes. Thus, grouth of private
sector demand seenms to be mainly inhibited by confidence
factors. With a return of confidence, recovery paths may
well beccome steep, in particular because reflationary actions
are being taken simultancously in many countries -~ as they
were in 1972. In contrast with the 1972 experience, however,
capacity utilization currently is at generally very low
levels, so that the emergence of bottlenecks at a very early
stage of the recovery is not likely. DBut, as*the recovery
proceeds, particularly if it starts from relatively low
inventory levels, pressure on some industrial scctors may
become scvere well before the upswing bhecomes broad-hased
and overall capacity utilization reaches more normal levels.
For this reason, further simultancous expaunsionary actions,
such as advocated by some foreign authoritics, may prove to
be counterproductive in the longer run.
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Table 2.
Disposable

Houschold Savings as Pcrcent of

Income in Selected Industrial

Countries

‘ : st half
1969 1970 1973 1974 1975 /¢
United States 6.0 8.1 8.2 7.9 | 9.0
Japan | 19.5 20.7 24.1 25.6 27
© United Kingdom» 8.4 9.3 11.3 12.1 12-1/2
W.Cormany 12.5 13.5 13.6 14.7 17

1/ Partially cstimated

SOURCE:  National sourcoes,.
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Table 4a--Scasonally Adjusted Uncmployment Rates of Sclected
: Industrial Countries, Adjusted to U.S. Concepts

. \ | ., Great . .
Period , Canada Japan Franco;-/ Germany;—/Britain-}-‘/ Italyg

1973 . 4.9 5.6 1.3 2.7 1.0 3.0 3.8
I 5.0 5.9 1.3 2.6 .8 3.4 3.9
11 4.9 5.4 1.4 2.6 .9 3.1 4.6
II1 4.8 5.5 1.2 2.7 1.1 3.0 3.5
v 4.7 5.5 1.2 2.8 1.3 2.5 3.4
1974 5.6 5.4 1.4 3.1 2.1 3.0 3.1
! 5.1 5.4 1.3 2.8 1.5 2.8 3.0
1T 5.1 5.3 1.3 2.8 1.9 2.8 3.0
ITI 5.5 5.4 1.4 2.9 2.4 3.1 3.1
v 6.% 5.6 1.7 3.8 2.9 3.2 3.3
975
I 8.3 7.0 1.7 4.6 3. 3.5 3.0
IT 8.9 7.3 1.8 5.2 4.1 4.3 4.0
111 8.4 7.2 2.0¢ 5.5 - 4.8 5.6 3.6
1 eliminary estimates based on incomplete data.

2/ Quarterly rates for Italy arc for the first month of each quarter.

SOURCE: Bureau of Labor Statistics.



Tabhle 5, Merelrmdioe Trade of Seloected

Industrial

Count 1 o8

Gn biltions of LS. dollavs ot seasonndly adjustod annnal yates) 1/

o s S b4 ey W f o v L e w3

I YA
France  caporis) 2606
Codmpoerts
balance

bavn |y
w60 | 4.
50,1
~3.4

iy
-2

erports 5.4 81
dwports] 5 9.6 60,
balancey] 12,7 19.6

Gormany

20,
- 37.
~310.

30,1
40.9
~10.9

cxportat 22
imports) 27.9
balancel -5

Italy

U. X, cxportsy 28,2 36.5 3t.¢
imports) 33.81 48,0 £3.6
balunce} =5.61 -12.3 |-11.7

20.¢

(
i

/

LA

a

Canada exvorta) 25,4 33.1 31.72
dwpbrts| 22,71 31.5 | 28.1
balance 2.7 1.6 3.2
Javan exporial 36.31 54.4 G402
impovisy 32,07 52.8 1 4901
balance 3.7 1.7 -4.8

216,41 290.1 257,
207.2% 293.9 [ 263,
9.31 ~3.7 | -5,

cyporlie
imports
balancce

TOTAL

7.4
70.4
1.0

eRhOY LS
imports
balance

98.3 | 89.
103.8 | 86
-5.5 | 3.

.
I

¥
3

ThaL e hnLgl

50.2

-4, 3

e0. 3
0.2
20.1

25.6
40,2
-11.6

i
- W
N DN
o O L

Lo W
B DN
DO I

1 Ut
[en IR BRW s
L NN

269.9

296,113

~6.3

86.3
99.5
~3.2

1974

T
hSL
53,1
~dy 4

b,
74,
17.

-~
o

NG

3405
33.¢

G L et

A
—
<
Nt
I~ O

52.0
—2.3!
ok,
7.
19.!

o=

S 32,

41,

Lt

H
o
N L

34.3
3<.§

2.4

106.¢C
108.0
-2.0

v
49.7‘ 5

309.1 3!

306.7) 2@

50.0
1.6 hoh

93.4
76.3

17.0

34.0
36,7
2.2

40,8
05,2

~6.9| ~4.4
1.9} 31.¢
4.0] 32.6
2.2| -0.8

o dsus T
dody o Ans b Sepi
55,7 1518 14w
53.3 hiL 4 O
2.4 3.4 0.4

106.0
95.5
12.5

39,14
&40 4

Note:
on a custons bagis,
otheywise fob.,
A/

in the Foderal Reserve Bulletin,

U.., Canada, Japan and U.S.

trade on a balance of
uporwts cif for Germony and Italy; fas for the U.S.;
Details may not add to totals due to rounding.
Data converted to dollars on the basis of average exchange rates as published
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Table 8.-~Seclected Industrial Countrics: Change in Hourly Farnings
From Year Earlicr

(Percentage changes)

. ) I United ] ) . United
Period France Qérman) Ttaly Kingdon Canada Japan States
Average

1969-72... ll.} }0.7 13.3 11.1 8.2 17.4 6.5
1973: 1 ... 12.8 10,3 15.1 13.9 8.5 18.4 6.1
11 .. 13.3 10.8 24,2 14.6 9.2 20.6 6.6

IIL.. 14.5 11.5 28,3 14.6 8.6 25.2 7.0

Iv .. 15.5 1L.4 28.7 12.7 9.3 26,6 6.9

1974: I ...1 15.8 7.8 27.9 10.5 9.9 24.8 7.1
ﬁI... 17.8 12.0 22.1 13.7 11.0 36.4 7.5

I1I.. 20.5 11.8 20,1 16.9 14.9 38.8 8.1

Iv... 20.6 10.9 . 20.6 25.3 17.0 30.5 8.5

S 1975: 1 ... 20.9 10.8 - 28 .4 31.7 18.1 40.1 §.06
11 .. 18.5 7.4 29.7 25.2 18.7 12.0 7.7

I1TL.. 17 .4 7.4 29.7 1/26.7 18.7 ‘2/13.6 7.0

1/ July-iugust 1975/July-August 1974,
2/ July 1975/July 1974,

Sources and definitions: OECD and National Sources.
France~hourly rates, manufacturing; Germany-hourly ecarnings, manufacturing;
Italy-hourly rates, manufacturing; U.K.-average carnings, all industries;
Canada~average hourly earnings, manufacturing; Japan-hourly earnings, manu-
facturing; U.S.~average hourly earnings, total. The U.K., Canada, Japan,
and U.S. data are secasonally adjusted.



month)

Fel
-

end ©

g
wOomL A
P,

Short=t
‘-&un..n’

at per

9

2
{per ¢

Iy 4
LaLA

[o3 3] [ $y < g oy
vt (R s ¥ (R ] ~ «d (8} 1 el [Z]
iy - t. ™o Sy S, * . Rl e S
<y <> ) [Re] (=] <3 L (o] (9] (@]
et 4 ol A et [ (3 ~f (o] =t

! L
"
[
(&
a Kel
. Qw &b
O T S S - S~ - R o
. 3 o o [} o4 «y '3 [e] < -t 3 e {1
Fs) » » . . * . . » . . Ly ot
QO (] ~r ~ oy ptsd ~r wy (38 el ¥ 75—t M
(&) Ll et
[N
v Ot a n MO 5"
. v ™ f'e) -
Bl w0 W oy o ™ .nw/ mw TSN
[ . . . - . . . . . a
L I e B N .~ Ve TR B 7o o N ¢ B Vo
w t
,
\o O [ Q [} )
. Uy o et (18] MN.. m 9] LERN O m
ng s 4 - s G &AW o o g
g <. =& [ ]
e et & o} < O
(e (8] (i8] €3] O in O o O oY
[Fay 733 i [3a] [18Y T~ O Lo TaY -1
. ’ . - . P . P . o,
O i - o 0 o D —t [l O i
2 — — o
1]
<
™ Qo N O 0 O 00 m o
\O N (S I NS o O 0 O i
- ' - - 3 L] » L4 L4 - (3]
o ¢ ~~ N, O o NO 1“ - N 1
L
, © O o N O (ST MmN
[ T R [N - i~ « LAY [ 9] ~— 44
I R . . s . 3 3 » . - .
Ovwa Oy - i~ N \O oy D et T~ s
— 1
[ [ 23] 2N 0 (o [ le] O 4]
O i osd ~ Ol [92 [N i (Y (]
hd * » * - * * " - . -
. O e ¢4} «Q ™~ D i - U
— 2 . ~
O ©) O o O (o] ["ATEIAY Q
doom & 'O B SR WO 0y~ [ PR
e ’ e » - - . . IS . . £ 7
v (% n © i t- L1aN o~ Q) \\e] [N ol U
Pt e -t G
KeaRy]
b ey, oy (N (el ) (9] LIaY m [ag} Lol )
[N (3R] [2h \&3 L] n Q - - o 18 6
. * . - . » . . 3 2 @
< O N 1 o O ™~ o D O ERR S
4 =1 —t DRI
. o 43 et
iy O W [E] o \0 3 O (o T8 G
O [P t~ ot Q TR &) O o [a} o
v . . . . « . . . . . (4]
-1 ~ < -t (o] O ™~ L2 S o O Ha R
' 1 vt - — £ o
[ QRIS
ﬁ. o
Hw o [ard o o o O [o o -t -+ =4
[La N>} o ©C W (&3 DA A ) g o
. . . . » « . P . . (SN
[\ el et o~ i O T~ oy Q 42} oo
et ] 4 ot -t —t P YRS ]
. . o [$)
5 W
Jse v O @ Q @ O 9 o o o
s B ™~ ™~ AN Q oy O O ™y MO P
FONS IAY - - » » . . - » K * O
(SN -1 (628 ) I~ (] [ ™~ ™M ot (o] ol 11
L % red -t ot — i -t -t m
o~y O (o] (el (o] & o m O o 4
i i ACo I TN W W O [FR S N4 ) (o] T8 Lnd
It - . . - » . " [3 . 1) o
i ™ Ov =T < 4 [ 0 of ~ i 3]
[ -t -t [} - —t ~ —t .
. . o F3} I 11 . . " 3}
H ¢! A o [¢N L 14 Pt o
. 3 o [2) o ) ) 8] =] b
K < G w» WV [ [ [+ o Eae vy
(s} N St — St e g At S B Y
! o
o~ o™ la] 7 O [f3} [ o [ iy
Uy o 2 oo [0 T VS NS S A I Y
~1 . . . * . . . . . -
Qu m O\ [0 BN O \D o Wy o - \D U™
v .
5 —~ P Ca - e~ ~~ o~ - o~ ~~
1 » . . ] . . - . . .
ol &4 1 I3 5] o H 1 34 | 7]
g Y] 3 ) €} <3 €3 G o ] A o3
i) ) it ) ] &) &) = e )
335081 ~— St M ot ~ Nt g -t St N
Dapr
[Ta N anr oy Q N O O [1aN (&}
Is ™~ (o3 T -l < W O m ot (5]
L . . * - + « . * . *
o 8V} «w -t = 4 -t 0 ™ (48] [N [
el - —t ] 4 I
’ 4] s} 3
"y [H s
I8 W o}
. g T
i + 4
o w (YR 3 3]
5] U ool o 1] 4 ~¥ 2]
. _" e et ) oIy 41 o 3] 3 1
4 H o o o~ 1} el I o [ ot
» [ 14 4l LY 4] it © o » : K3
o ] L b el [1¢] - @y "y () 14 PR RN ]

30

-



1

T

5110 1c

.

-
<

T

Eemwm
B

ng=term Gover

i o3 (%4 ) . €31 [of ] [ Ty
Bel o ocvoer oo oo )
oo o - 1 SRS 28 (R
M .._. o4 N i ) £t
»1 . ..
~1 O L]
. i~ O 3 o
4 . . . rh Mw
4 3 ~ © -
N g
(& [ 0y
[Tt
~1 [24] ~F o (o] ~3 o Lol P
o ~t fo 38 [’ 11} '] [y [Te} (S e )
“ . . . . . . . TN 4
L] ~ o L] (2 =] o (& [} ﬂ
i t-r o
S |
L2l oot §8
~ et o4
[+ Y O \O -y oy ~t o [o9] [ © ST IY)
-t . "2 =) (92 -3 v § o -t vy .Y 34 rf
T . " . - . * . . . oo
- UM ©y 3 (54 Ll (5o -~ \Oo O [ o
) s et -t -
ot . L R i
4 1303
H 0 vww (9 O vl o [T} — o\ ©Q [F Y
Q [ 3 [ ] LN o [&] - ~F - —t oyt
0 £ . ) - . . v . - . . [E I
[+] [ B S (e s W @ N\ oy O s} 8
Iy »t () r
U
o .
O Y o €y ™~ o] —t < < I~
{3 - N (@] o O ~ un oy Cy <
o - . . * - . o . g »
. i3 -t t~ O ~t 4] t~ D ()8 (&} [s¢]
LY et -t =
D W0 [&] [4Y] C -F D it 18} o3
O 8% —t - < i ™~ e ™~ "
[Tak I . ‘ D « L 0» . 3 . . .
[N L 4 e O -l w ™~ O [52 w [4s]
o] e - vt ~t
~ . .
«<F QN oy O o [ I o ~—t 4
. LY O o - -3 oy C = <« -
e . . . . . « . . - .
-~ 7. - ~ lo] 4 [+ e N s [Se] [65]
Bed -5 = -t -
Iy
€
G et iy O [as) -t \D AT - G
£ . My O (@] —t t~ ¢4 [e5] Gyt o ,
. . . - * . A B . .
Ea (L] © O i [S¢] [} 2 [958 « [t}
4] i i ~t v
"4
I t [N [s¢] o Gn Ct D . - —t
3 m O e - [ R — ~ :
N . . . . . . 3 . . »
9 cEw O [ TR <o S Co S & WY -V SR N M
- P —t —t
I
-4
D N e O oy f [e) [ R
YY) ~cF QO3 . 2y O o o (8]
- . - » . . » . « O
O -t Cx @ D (@} ©0 A IRt
i -t -t it 5
3 [
50
L]
(o3 o m TS 1 T A - [T o U 1 rd
« Oy A\ < - w4 () L&) e el
. [y . « . . v . + . ACS I 3
[ O L& o N ow i~ [@] w T~ -2 P
-t —t i = o
wd g
EIRH
1~ [ A S S N o B vo B ™M e 32} 7]
O W (&) UN it i} wd n O LY AR+
€ . - . s . * » * » I
o Oy -t [ N O [OX N ] (o
—t —t o~ et RS
ed
<o
— e ™~ 0 \D (s IR SR Vs SR Xo B Yo FEanS
wt w @ Yy 2 A\D &b [ . i w1
- . o, . - . . . . [3 ® 01
w0 (& W L O & W Lot
4 -t 4 2%
£ 4 .
[V ot 3]
P "~ (SIS “u
o~ —~ LS L - » . -~ — -~ 1 I
* N . . <) 4 13 <) . . e 2]
$s t t9 e [ . 4 £ [ ol [t o3
1 +3 4 8] 3] t ¢} o o] ¢} (4] 0
g 5o« - bt L T 7 T v fre o —
£ ~ et St St N Mo St Tt Nt S L 4]
1 HEER T wd
~ e v [4e} ~ O @y ) A $4
:J.n i Oy 1 O W < oy -t Dy oo i3
Pl il - . . - » - 0 . » . O 2w %}
[ o) ™~ O -t W o < Oy (6 ~ (&3] 33
Y B -t SRt
- H [IRSY 11 -
: ot Y
— ~w Ne BB o
Lot L] o~ o~~~ L — o~~~ » * PR B4 I o
. » T . . . . i3 L o O P
g 2 1 i [ $ € i o, o DR
3 3 3 y 3 &y i [ & fo 4l ! 9
] ] ] e 3 ) &) 1) w2 r e -t b
D N N > - N R g "u I N H
k w aot .
[t T e B N A Cy oy e O t~ x
- [ 92N uy (&3] (92 ~t L £~ N O ) o
. * . - . * C . * . Yy L2 o~
o O I o ~ (o] v ey 1 ~i
ot ved 4 " -t
H 4
ot 5t
0oy
: 309
* . 15 < s
nt 3 te
14 2] Q
* - \ (%) _.ﬂ Wl
wi ‘4
. £ ¢ - “w i o € 23
J (3] -~ s [+ 3 T 3 4
. 1 18} -t t KA 3 3 vi . P
$ 74 4 o (b .4 14 -t 1, [ v ol
. 3 14 4 [2) o Ve of oy .
1] O 1] IR i1 P ) - o 1] 1 »otaLa *

31



Tahle 11 .—-Weighted Averoce Excele nge Rate Chanpges from
“May L7700 Parvicics for Selectod Indestrial Countyics 1/

(Perecntacn chonaer averace of daily rates)

U. 6. Sl Condian Japerneae French Coernan Jeodi
Dallar iug hollar Yen Franc  Mavk  Lidva

19770 Decembey oo ~-8.3 ~10.6 0.5 11.8 1.2 7.1 0.9

-

1873 Deconbor voviiininin e, ~15.8 ~17.3 -5.9 13.7 6.3 2404 -10.8

o
l
o

N
farp
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1975: Markh iiiiiiiiieaee.. =215 -18.3 -11.3 4.1 10,7 36,9  -19.3
CTURC e h i =20.6 =22.8 -12.0 2.9 17.8 36,9 =17.7
JULY ciiiii e, =174 ~24.0 ~10.5 5.2 14,7 33,1 -18.!
AUSUEE i <1501 =25.0 -8.3 7. 13.0 30,7 =10.;
BOPREhET v eeeneeen. =139 25,5 —6.8 5 117 59,7 -19.:

o
[N
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—
[Nt

-
[0
<
.

I
=
A
~3

October 6 vovvvninennn -13. ~20.7 =0.

1/ VWeishiis are sheves of ecach countryies tvade in total 1972
<
plus Suiiizoerland.

Source: Tederel Reasovve hoard.
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France

The recession in France lagged behind that in other
countriecs and, because of the priority given to the improvement
in the external balance and a reduction in domestic inflation
rates, the French Government until the end of the summer moved
more slowly to reflate the domestic economy than have other
European countries. The latest and most substantial, reflationarvy
program was announced in ecarly Scptember. Its direct effects
amount to about 2~1/4 percent of GNP. Included in the
package are expenditures for public works projects; deferment
of corporate taxes; tax credits for firms undertaking productive
investmment before the end of 1975; and lump-sum transfer
payments to the aged and to low-income femilies with children.
The program was combined with measures to reduce interest
rates and to ease the availability of consumer credit.

These measures are designed to have an immediate
impact on the econony and should lend support to the gradual
upturn in activity that is expected in the final quarter of
this year. The french authoritics continue to hope for an
investment and export-led upturn triguered by a revival of
demand in Germany, in particular. Concern that this year's
appreciation of the franc vis-a-vig other Buropean currencies
could jeopardirze the expansion of exports led the avthorities
in early October to frecrme foreign borrcowing by the corporate
sector for the rest of the year. For the same reason,
inflation remains a prinayry policy concern and efforts Lo
strengthen the price~guidance system continue,

In France, the recession becgan to bite only late last
vear, bult fails in output since have been guite scvere.
Industrial production registered year-over-year declines
averaging over 1l percent during the first cight months of
this year, and real GNP fell at an annual rate of over 10 percent
in the first quarter. Various governnoent spending programs
have resulted in a weak increase in public cexpenditure and
real wage boosts during early 1975 supported a' slight rise
in consumer expenditure. Rising savings rates are a major
factor in the weakness of consumer demand. In addition,
sharp inventory reducticns held down output.

The weakness in activity has led to an improvement in

the price and trade performance. Consumer prices currently
are rising at an annual rate of 8&-1/2 percent as comparcd with
a 12-3/4 percent rate a yecar carlier. Wholesale pricoes
actually fell cvery month this year until July, when an
increase was reqgistercd. There has been a substantial turn-
around in thr I'rench trade balance, however, as in most other
countries, this is duc to a sharp fall-off in imports rather
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than to strength on the cxport side. Incrcased sales Lo OPEC
and Fastern Europe managed to prevent export sales from
plummeting, while until recently the appreciation of the franc
causcd local currency costs of dollar~dencminated imports ’
(e.g., oil) to decline. ‘

An upturn in final demand is not likely before ecarly 1976.
Investment may pick up temporarily in the fourth gquarter as
businesses make use of the incentive program before its
December 31 expiration date and inventories may no longer
constitute a drag on output in the second half of this year.

But unemployment certainly will continue to increase ~-- for
scasonal rcasons as well as because of a bunching of lay-~

offs cxpected in the fall because government subsidy programs

aimed at maintaining employment have not worked well. At

the same time, as domestic demand begins to pick up improvements
noted in the balance of payments, particularly if demend in Goermany
continues to lag, may be reversed. In acddition, a resurgence

of price pressures may well be in the maring.

I3
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Uncertaintices still remain regarding the timing of the
awaited upturn in Goermany. Policy has been oxpansionary sincce
late 1974. Various fiscal programs introduced since the ,
beginning of the ycar, jncluding direct tax reductions, higher

transfer payments, temporary investment incentives, labor market

subsidies, and rccently, a new construction program, may- incroease
the budget deficit by over DM 25 billion, or about 2-1/2 porcent
of GNP. The short~fall in revenuces stemming from the leow levels
of activity may amount to over DM 35 billion, bringing the pro-

Jjected deficit for 1975 to about D1 70 billion; this cquals

slightly under 7 percent of GUP and compares with a Dif 9 billion
deficit in 1874. In addition, monetary policy has been eased
considerably and particularly short-term interest rates have
fallen to very low levels by recent standards. DMoney supply,
narrowly defined, has been rising only slowly if at all in recent
months., But this may reflect sluggish loan demand more tha
policy actions. The liguidity position of the private scctor

has improved significantly, so that the basis for an upturn in
domestic demend appecars to have been laid.

However, activity rates have failed to turn up dhcisﬁvoly
and ‘industrial output, although it stopred falling rceccently,
has remained essentially flat during the first cight POSth of

@]

“this year. Retail sales have picked up, but disposable personal
income has grown congsidsasrably faster, so that the savings rate

hac ricen to post-war highs. In addition, export demand, zdzcd
had been the only significant expansionary conponcnt of private

demand from the beginninag of 1973 until mid-19%74, turned doun
in the second half of last year. Recently, falls in exports have
constituted a substantial drag on German ceconomic activity.

As a result of these developments, capacity utilization
has fallen considerably and this partly cxplains why invesinent
expenditurcs have continued to decline despite the temporary
investment incentives that werc in cffect during the first half
of this year. But the failure of investment expenditures to
respond to the fiscal stimulus clearly is influenced also by
the continuing fragile state of business confidence as expressed
in survey results. Latest data indicate some revival in foreign
orders for investment goods, but the inflow of orders fromw
domestic sources continues weak.l/

The German Government, while putting in place its latest
reflationary fiscal program, is also looking to a revival in
demand in other countries to help ignite recovery of cconomic

1/ The cifect of the coxpiration of the temporary investment
credit in June, 1975 makes it hard to judge the trend of
- domestic order flows.



activity in Germany. JHowever, it should be noted that exports

of goods and services, currently running at 35 percent of real
GHI’, absorh a much larger share o!f domestic resources than

“in recent ycars. During the sccond half of the Sixties when
export surplusces began to bo cmbarrassingly large, they con-
stituted about 25 percent of real CHNP.  But the slightly rising
trend in the share of cxports moved up sharply in 1973-74 to

reach a peak of 38 percent by mid-1974. Clearly, the German
cconomy chould not, and docs not, depend to this extent on foreign
demand for rcasonably full utilization of resources.

There currently is sufficient room to expand domestic
demand without fear that resurgent foreign demand would put too
much pressure on available resources. The question of sufficiency
or insufficiency of demand rather centers around confidoence
factors., Stimuli built into the economy and liguidity and debt
positions of the household sector all argue that, once confiidence
is restored, an upturn could be very rapid indeed.



Discontinned
Escape Clause

2 0 -

Dumping : 5 3 -
Bounties or subsidies 0 3 -

Remedy put into Lffect or Extended

Escape clause 1 1 -
Anti-Adumping ? ? -
Countervailing duty orders ? 4 -
Unfair import practices¥* 0 3. -
New temporary 0 2 —-—
New permanent 0 1 -

NOTE: The numper ol investiations and finaings in
carried over from previous years; =--indicat
? date not confirned,

*Action taken under Section 337 Tariff Act of 1930, as amen

or Section 301 of Trade Act of 1774,
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Major: Anti-Dunping and Countervailing Invostigations
Automobiles~~The United Automohile Workers Union

and Congressman Dent of Pennsylvania submitted a petition

for the apnlication of anti;dumping duties to offset

dumping margins (the differences between the home market

price and the lower sale price in the United States) on

cars exported to the United States by a number of foreign

producers in the UK., Germany, Italy, Japan, and Canada.

The Treasury Department has initiated an investigation

as to whether dﬁmping exists, However, hecause the Secretars

of Treasury raised substantial doubt as to whether the

domesﬁic automobile industry was being injured as a result

of possible,dumpinq, the case was referred to the Inter-

national Trade Cormission, for a preliminary determination.

Since the Commission found that it could not rule out

injury to the domestic automobile industry, the Treasury

1s continuing with its dumping investigation. Since there

appears to be rather clear evidence that some of the

automnobile imports subject to the complaint»have been dumped,

the Treasury is likely to make a positive determination

on dumping by August, 1976,

18



Assuming the Treésury finds duwaping, the case will qgo
to the Intefbational Trade Commission for a final finding
of injury, which must be made by HNovember, 19786, There is
a real question as to wheiher the dumped autonmohile imporis
are causing injury to domestic manufacturers. The preliminéry
refusal to the Commission to find thaf there was no reasonable
indication of injury in no way»shonlﬂ ke taken to vredict

I3

a final affirmative finding of injury,
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Steel--U.S, Steel submitted a petition for the
application-of countervailing duties to offset the remission
of Value Added Taxes on FC exports of steel to the United
States, The Treasury rejected the complaint on October 29,
on the grounds that the remission of Value Added Taxes is

b

not a bounty or qrant, as speccified by U.S., legislation
covering countervailing duties. U.S. Steel is expected to
file an appeal against this ruling to the Customs Court,

on tha grounds that remission of internal taxes should be

considered a bounty or grant,

20



Canned hams~-=Farmland industries, a domestic producer
of hams, submitted a petition for the application of counter-
vailing duties to offset the subsidization of EC expofts
of canned hams to the United States. The Treasury nmade a
preliminary finding on June 30, 1975, that EC canned
hams exported to the United States were heing subsidized
As a result of restitution payments made under the TIC's
Common Agricultural Policy., Recent consultations hetween
the United States and EC ocfficials on the relevant facts have
led to a solution. The EC reduced subsidies on canned hams
on MNovember 10, This decision has made it possible for the
Secretary of the Treasury to susnend thes application of

countervailing duties on the grcunds that th

o)}
1)

> has substan-

)

is

7

tially reduced the adverse effect of the subsisized impgrts
of U,S. producers,

The EC export subsidy on canned hams werce cut by abkout
50 percent between early 1973 and XNovember 1974, and they
were reduced by another 20 percent as a result of the
recent decision. Pork produced in the United States is
currently in short supply and given the feced grain supply

situation it is unlikely that there will be anvy major turn

y
2

around in the level of U.S., pork vroduction hefore eavrly 1077,

21



EXPORTS,
FRANCE, GERMANY,

ITALY,

U.X.,

IMPORTS, AND TRADE BALANCES
JAPAN, CANADA, U.S.

22

YEAR 1974 and JAN.~-JUN. 1975
MILLIONS OF DOLLARS
Jan.~-Jun. 1975 Jan.-Dec.
Balance Exports Imports Balance Exports
(CIF)

Japan -1,887 26,944 28,811 ~-6,479 55,596

France -13 28,005 28,018 -6,441 46,473

Germany 8,656 46,132 37,476 20,158 89,055

Italy NA NA NA ~10,687 30,240

U.X. -5,12¢ 22,348 27,518 -15,504 38,640

Canada ~1,807 16,718 18,519 ~-354 34,228

U.S. 2,811 53,933 51,014 -9,489 98,507
Source: IMF

1974

Imports
(CIF)
62,057
52,914
68,897’
40,927
54,144
34,573

107,996



U.S,., TRADY VITHE TIF I'C,
1¢74 anc

U.S. Trade Balance with:

U.&8, Imports {CIr') from:

IcC
Japan

Canada

1074

1,272

-3,027

22,060

10,670

[
Ry
-~
o2
[
NI

20,507
13,475

22,¢5¢

Source: PFurcauw ot
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JATAK,
January to Sept.
Millions

CANADL
1975

Jan,~Sep.

+3,55¢C

T -1,003

-608

1¢,63¢

7,237

o
(92l
-
o]
6}
[

12,278
0,220

1c,563

1¢75



TAB B-7




U.5. GENERALIZED SYSTEM OF PREFERENCES

(GSP)

Before departing, you signed a proclamation léading .
to the implementation of a Generalized System of Preferences
{GsP) on'January 1, 1976. Under this system, specified
commodities imported from certain developing countries
will enjoy duty-free entry into the United States up to

» certain limits. Key elements of this system are:

Eligible countries: 97 plus 40 territories,

Eligible commodities: 2,723

1975 U.5. imports in these items: $24 billion

Exclusions: OPEC members, communist countries without

MFN treatment, nationalizers of U.S.
property without compensation

Our purpose in adopting this is to join the other
22 countries which have granted GSP to LDC"s in order to

assist the latter in strengthening and diversifying their

economies.
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Implementation of Gold Agreement

Implementation of the August gold agreement has
received considerable attention in the press in recent days.

The August gold agreement has three main parts:

- one~sixth of IMF gold to be sold to finance aid
for LDC's, mainly through an IMF Trust Fund;

- a general distribution or "restitution" of another
one-sixth of IMF gold to members; and

- elimination of the official price of gold, thereby
permitting central banks to purchase gold at
market prices, subject to transitional safeguards.,

The first two parts of the agreement can be implemented
legally without amending the IMF Articles of Agreement. However,
implementation of the thrid-- allowing central bank purchases at
higher-than-official prices =-- would contravene the Articles and
would require an amendment. This would take time and require
Congressional authorization. The Europeans are pressing for
simultaneous implementation of all three parts of the agreement.
They believe there was a tacit understanding in August on
simultaneous implementation and that the whole gold agreement would
probably be implemented as soon as the exchange rate element of
the comprehensive monetary package is settled.

We have no substantive policy problems with the European
views on timing. The legal problem is one we are concerned
about. In particular, we are concerned that early implementation,
prior to amendment, could lead to the change that we have acted
without required Congressional authorization. On the other hand,
a delay in implementing the agreement for the 1 to 1-1/2 years
needed for the amendment process would mean a delay in IMF gold
sales to finance the LDC Trust Fund, which we have advocated
strongly as an emergency response to LDC financial problems
caused by the o0il crisis.

Some of the Europeans have interpreted our concern over
early implementation of the part of the agreement permitting
central bank purchases as a U.S., effort to prevent central banks
from buying gold in order to allow IMF gold sales to drive down
the gold price. This is not the case. We are not attempting to
undo the agreement and are concerned solely with the technical/
legal problem.



We are discussing possible alternatives with the French
and others and expect to be able to settle this guestion of
timing of implementation, At this stage, we do not anticipate
that the issue will be raised at the Summit.



TAB D - Relations with
Developing Countries
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RELATIONS WITH DEVELOPING COUNTRIES

- BACKGROUND AND ANALYSIS TO SUPPORT U.S. POSITION

To consolidate our gains in North-South relations,
we need to take several actions. First,.we should use every
opportunity to stress our recognition of the stake of the
developing world in economic recovery in the OECD region
(an assertion of éur concern, but equally important of LDC
depéndence on the OECD area). Economic recovery in the
developed countries is the most important potential contri-
bution to increasihg LDC gorwth rates. Those LDCs with good
domestic policies will re-establish rapid growth within a
couple of years of DC recovery. Such recovery will strengthen -
the ties of the successful developing countries with the
existing trade and monetary system and both weaken the LDC-
OPEC link and move LDCs generally toward greater coopération
within the existing system. Second, the LDC moderates bet on
the industrial West should be validated by early successful
negotiation of some of the major initiatives launched at the
Special Session. The more important ongoing negotiations in
whichvthe credibility of U.S. initiatives is involved are the
following:

The Development Security Facility of the IMF

This is our proposal for expanding financing from the
IMF, up to $2.5 billion annually, to compcnsate developing

countrics for shortfalls in their export carnings. For thqﬁﬂ;agg
. ’-"’s‘!‘.. & ﬁi

poorest, compensation could be on a grant basis, from the % y‘

1
IMF Trust Fund, if earnings fail to recover. ' e, ;¢’
1



The IMF Board's discussions'haverhit severla snags:
IMF staff c?iticism of the conservative bias in oﬁr proposalé
in highly inflationary times unless export shortfalls are
~calcﬁlated in real terms; unwillingness of others to exclude
industrial countries from the new facility; tepdi support,
except from the Germans, for the highly concessional, Trust
Fund, component of our proposals.

-IMP Trust Fund. While agreed in principle, IMPF menbers

are getting cold feet over setting an early date for gold
sales by the IMF to finance the Trust Fund.

International Fund for Agricultural Development. A

World Food Council group has developed draft articles. The
OLCD countriés have indicated considerable financial support,
but the OPEC countries have been less clear on their contri-
butions (which should match those of the OECD countries).
Congress appears likely to authorize a U.S. contribution of
$200 million.

Increasing World Bank Resources. The Bank has proposed

a quadrupling of the International Finance Corporation's
capital in line with U.S. proposals. Support from otheors is
mixed. Suspicion has been aroused by our non-committal
attitude on replenishment of the IDA, the Bank's soft loan

fund. These replenishment negotiations will be particularly
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difficult for us in that the Congress has not yet appropriated
the first of four installments of our contribution to the
‘previous replenishment and thus, FY '80 will be our first
actual contribution year unless we double up appropriations.
Third,‘we shoulq affirm our intention to successfully
launch the producer/consumer dialogue by the 27-nation
Ministerial Conference on Intefnational Economic Cooperation,
December 16~18. The Ministrial will establish four commissions
of 15 members each on energy, raw materials, development,
and finance. A major possible stumbling block is British
insistance on a separate seat in the dialogue, in addition
to a Europeaﬁ Community seat, to protect British interests
in North Sea o0il. We should consider this an infra-European
issue and not press for its consideration at the Summit.
Concerned about the tensions in the OPEC/LDC alliance
created by the LDCs' balance of payments difficulties and
the West's new flexibility, the OPEC countries are anxious
to up-stage the industrial countries in theLDialogue by
pressing some proposals of their own. Thése will be based
on a judicious mix of real assistance -- new funds, perhaps
financed by a surcharge on oil exports -- and unncgotiable
‘demands on the West, particularly indexation of commodity
prices, which unite OQPEC and LDC intercsts at a level of
'general principles which is difficult to deal with by

practical negotiation. -



Commodities

While most of the Qorld‘s commodities production is
traded among industrialized countries, it is of even greater
importance to the developing countries. Although their
exports of manufactured goods are.rapidly expanding, they

are still dependent on commodity export earnings. Conseguently,
many of their economic demands have taken the form of proposals
for improvement in conditions of trade and payment received for
their commodity exports.

Spﬁrred by the OPEC example, developing country exporters
of commodities are pressing for international arrangements to
set higher prices for their commodities, and maintain their
value in future years through indexation. In addition, they
are asking for special and more favorable tariff and non-
tarff-barrier treatment for their exports, international
financing of buffer stocks and improved compensatory
financing of fluctuations in their export earnings.

Improving economic and political relations is the
principal motivation behind the OECD countries' response.
Certain measures, however, would specifically benefit
industrialized and developing countries: a better climate
for private investment in the developing countries; more

orderly access to supplies during times of shortages;

7 ’
improved information exchange, and similar cooperative # -
-
measures to improve the functioning of the commodities =, e
I N

markets.



Addressing the Seventh Special Session of the UN
General Assembly and the Inerﬁational Monetary Fund in
September, Secretaries‘Kissinger and Simon édvanced a
far-reaching set of proposals affecting trade and invest-
ment in commodities including:

establishment of the new Development Security
Facility in the IMF;

a ﬁonstructive, case-by-case approach to
commodity negotiations;

establishment of producer/consumer forums

for every key commodity in international trade;
expansion of productive capacity through

improvement in the security and climate

for investment in developing countries; xiiaﬂﬁ;x

L

measures to help developing countries ] i?

R 3

. . . . X . e 2 A
diversify their exports and improve their et

production and marketing measures;
measures in the Multilateral Trade Negotiations
to improve conditions of trade,.including
reduction Qf duties on processed raw materials
and possible agreement on principles of access
to markets.
While rejecting proposals for general multi-commodity
~agrecments, automatic price ecscalation for commodity prices,

and similar measures that would distort long-term market
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levels, wé have agreed to a cohtinuing and expanded dialogue.
We will discuss genéral commodity issues at the Energy | |
Producer/Consumer meeting in Decenmber and at the fourth ﬂN
Conference on Trade and Development (UNCTAD) in May, as well
as in the numerous more traditional forums such as the Multi-
lateral Trade Negotiations. We are also fully participating
in international forums devoted to specific commodities, such
as tin, coffee, and cocoa and will be joining in others in
the near future.

Qur major commodities-related proposal is to establish
a Development Security Facility in the IMF to make up to
$2.5 billion per year in loans and grants to developing
countries suffering from severe fluctuations in export
earnings. If established, it would assist economic develop-
ment in the Third World while reducing pressure for less
desirable measures. The iMF is the logical place for this
initiative: it has the experience and the funds (from profits
on sale of gold). ‘

While seeking support for our specific export earnings
stabilization proposal in the IMF, we have been preséing in
other'forums, such as the QLCD, for a more gencral consensus
that the industrialized coﬁntries will focus their export

stabilization efforts in the IMF.
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A detaiied discussion of the U.S. proposal at the
Summit would not be feasible. It would be major step
forward; however, if agreement were reached that a facility
for export stabilization should be established promptly in
the IMF -- along the lines of our proposed Development |
Security Facility.

The more radical developihg countries have proposed
that4the price of raw materials be automatically increascd
~in proportion to an "index" price =-- such as the cost of
manufactured goods. While we are committed to discuss this
subject with the developing countries at the UNCTAD IV meeting
next May, there is general agrcement among the industrialized
countries that such proposals would prove unworkable in the
long run. They would needlessly disrupt markets and in-
‘crease the cost to the consumer in the interim.

There is already a substantial amount of informal
agreement among industrialized countries that the proposal
is undesirable. It would be useful to consolidate this
consensus in a discussion of commodities by aiming for a
conclusion that while we will continue to give scrious
consideration to indexation, it does not appear to be a

useful approach at this time.
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The U.S. has stated that we will give serious con-
sideration to commodity arrangements on a case-by-case
basis. The Administration will scek Congressional support
for U.S. participation in the Tin Agreement. We participated
in the cocéa anéjare prepared to participate in coffee |
negotiations. We héve also proposed that forums be és?ab—
lished to discuss problems of other key commodities, although
we remain opposed to agréements which would artificially
raise prices above long-term market levels. These proposals
would be furthered by a consensus statement supporting the
establishment of such forums and the general principle
involved, that producers and consumers should jointly with-
ouf preconditions or commitments discuss the problems of
individual commodities.

Grain Reserve Negotiations

At U.S. initiative, establishment of an international
grain reserve system has been under discussion by a sub-
group of the International Wheat Council (fWC), where we
introduced a comprchensive reserves proposal in September.
More recently, the EBuropean Community (EC) has refuséd to
continue these discussions because of its preference for a
price stabilization arrangement, or commodity agreecment,
on grains which it has proposed in the MIN. We cannot make

progress on a food security resecrve without EC participatiqQn.
&.‘kk
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In initiating work toward a food security reserve,
we selected the IWC because of its functional competence
and because the Soviet Union, which is the major destabi-

lizing factor in world wheat production and trade, is a

participant in the IWC but not in other forums. The concept

-

we advocate is based on improving assurance of“aaéQQate
“grain supplies through coordinated national stockpiles.
Unless we can soon demonstrate progress in our chosen
approach by at least moving to negotiation, we will begin
to lose control of a major U.S. food initiative to LDCé
anxious to work on the issue in forums, such as the World
Food Council, where it could be distorted into an open-
ended food aid program.

The EC aﬁproaches the food security problem from.the
perspective of price stabilization. It prefers a price
agreement to our approach in order to reduce internal and
external pressure for changes in its Common Agricultural
Policy (CAP). Consequently, the EC is pressing for intro-
duction of the U.S. reserves proposal into the MIN. It
then hopes to make the transition from discussion of a
reserve stock for food security to a buffer stock for

price stabilization.



We have repeatedly assured‘the EC that we are prepared
to take the results_qf a food éecurity reserve negotiation
into account in the MTN. We have also worked to convince
the EC that our reserves proposal is consistent with their
objectives, since it would tend to ameliorate extreme price
fluctuations, but that we will not accept an-arrangement
aimed at price stabilization.

At this juncture, a change in the EC mandate from the
member states which would permit it to negotiate on a food

security reserve is the key to further progress.
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- Relations with Developing Countries

Background and Analysis to Support U.S. Position

Expropriation of Foreign Private Investment
In Developing Countries

The ability of the U,S, Government to intervene effec-
tively in investment disputes has been weakened by growing
nationalism in the developing countries and declining lever-
age through our aid program. Our prospects for attaining
equitable treatment for our investors would be improved if
other industrial countries and international institutions
took a firm position on respect for property rights by
developing country governments.

The Summit could possibly contribute to our objectives
by enlisting support of others for a stronger stance by
industrial countries generally and by the international
financial institutions on equitable treatment for foreign
private investment. Areas for discussion and possible agree-
ment could include a) recognition of the importance of
equitable treatment in assuring that needed investment flows
to developing countries take place, b) affirmation of support
for arbitration and other third-party procedures for settle-
ment of investment disputes and c¢) a conclusion that inter-
national financial institutions and development agencies
should support respect for the basic obliygation of States to
make full compensation for expropriated property.

Most of the other Summit participants may be reluctant
to reach precise conclusions on this subject, particularly
in any public declaration. Their basic standpoint will be
that issues involving protection of private investment are
controversial and possibly confrontational, whereas their
basic political requirement in north/south relations is to
be viewed as cooperative and accommodating. With the
exception of the British, other Summit participants are also
significantly influenced by the fact that their interests in
developing countries are political, commercial and financial
with investment relations as a lesser-order interest.

The Europeans and Japanese also tend to view expropria-

tion problems as once effecting mostly American private
investment; therefore, common approaches with the U.S.
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involve them in protecting mainly our interests at little
benefit and considerable cost to them (encumbrance of political
relationships and thereby trade and credit interests which are
more important to them than investment protection). There
is-also some feeling in Europe and Japan, rightly or wrongly,
that security for their -private investors in developing
countries is enhanced by their maintaining some distance

from harder U.S. positions on investment protection. In short,
the Europeans and Japanese find a very low profile on foreign
investment issues in developing countries best serves their
interests,

Recognizing that others' interests in this question
differ from ours, there may nevertheless be some benefit in
discussion of the problem. The one measure that the Europeans
and Japanese may support could be more active support by the
international financial institutions for fair treatment for
foreign private investment, Withholding of financial assist-
ance by these institutions in cases of clear disregard for
investor rights can be an effective sanction. The Europeans
and Japanese may be willing at least not to undermine our
effort to get these institutions to uphold standards of
fair treatment for investors on the part of their developing
country clients.

Proposed Talking Points for Use by the President

- In supporting economic growth in the developing countries
all of us would like to have some confidence that our assistance
is additional to, and supportive of, effective mobilization of
other resources by the receiving government.

- This is not the case when a government seeking aid is simul-
taneously discouraging private investment through expropriation
without fair compensation,

- Thus, while none of us wants to be confrontational on this
subject, we share an interest in promoting an international climate
of respect for the obligation to treat investors fairly,

- Politically, the best path to greater respect for this
obligation may be to use multilateral development and financial
institutions.

- By upholding reasonable standards for treatment of private
investors on the part of their borrowers, these multilateral
institutions can contribute to their basic mission of promoting
economic development.

12
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QUESTION: Do you not expect. decon®frol of oil price to
lead to adverse political repercussions,
since it would mean immediate increases in
gasoline prices? Is the American public
prepared to see gasoline prices rise to the
European and Japanese level?

ANSWER: The US Government has undertaken a major cffort
over the past 2 years to educate the public about the
true nature of our energy crisis and the sacrifices

which every American will have to make if we are to

solve it. I think Americans have been ready for some

. time to tighten their belts to reduce unneccessary energy
consumption and are disappointed by the Congress' failure
to enact any effective energy program which would diminish
our vulnerability to embargoes. To achieve conservation
of 1 MMBD in the next few years, gasoline prices in the
US might have to increase by 10-15¢ a gallon. Gasoline
prices have traditionally been higher in Europe and

Japan than in the US, principally because of higher taxes.
The US will achieve significant reductions in oil imports
through enactment of a comprehensive energy program,
within which retail gasoline prices would not have to
bear the entire burden of price-induced conservation.



ADDENDA

QUESTIONS & ANSWERS

QUESTION: 1In absolute terms and by what measures do
you expect the United States to reach an
8MMBD decrease in oil imports from previous
estimates?

ANSWER: Our most recent estimate shows that continued
present trends would lead -~ at a price of $12 a barrel
(F.0.B. Persian Gulf) in 1975 dollars and in the absence

of concerted domestic policies -- to an oil import level

of 12 million barrels a day by 1985 -- a level of unaccept-
able energy vulnerability. An import level of 3~5 million
barrels a day would reduce vulnerability to a manageable
level, assuming a 1 billion barrel storage program in place
and diversification of imports to more secure sources.

A combined strategy of increasing domestic supplies and
decreasing consumption makes the approximately 8 million
barrels a day difference. Supply actions include decontrol
of oil prices, price deregulation of natural gas, acceler-
ated development .in frontier areas, 200 nuclear power plants,
and a synthetic fuels program yielding one million barrels
a day.
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ENERGY

BACKGROUND AND ANALYSIS TO SUPPORT U.S. POSITION

The major industrialized countries are politically
and economically vulnerable because of excessive dependence
on imported o0il. The threat of embargo constrains our
international freedom of action and, as we saw in 1973,
can cause serious stralin on our overall political and
security relationships. At the same time, the massive
price increases of thé past two years have been a major
factor in industrialized country recession and -inflation
while wreaking havoc with the economies of the developing
countries.

Our response to this situation recognizes that we can
reduce our vulnerability somewhat in the short-term but that
the only long-term solution lies in shifting the balance of
world energy supply and demand, thereby ending OPEC's uni-
lateral control over o0il price and supply. Our strategy has
four major interrelated elements: ‘

-- Short-term protection against embargoes and destabi-
- lizing movements of OPEC assets;

-- A strong U.S. program to reduce dependence on imported

0il by conservation and development of new supplies
which, coupled with a strategic storage prooxam will
end our vulnerability to embargoes;

-—- Close cooperation with other major oil consuming

countries to reinforce and supplement national programs

of conservation and new production; and

-- Efforts to intensify links with oil producing countries
which maximize their stake in our economic well-being,

thus constraining their pricing decisions.

We have already made substantial progress on the first of

these four elements with the establishment of the emeryency
0il sharing arrangement in the IEA and the creation of the
financial solidarity fund in the OECD.

U.S. Domestic Program

At the Summit, the President should outline progress on
the major elements of the U.S. encrgy program lnLludlnq
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Censervation

-- price decontrol, either phased through agrecement
with Congress or immediate in absence of acceptable
compromise; :

-- agreement with auto makers on improved efficiency
+  standards; and

-~ substantial fuel-switching effort.

New Supplies

-—- efforts to facilitate completion of pipeline to
begin moving Alaskan oil to lower 48 states by
1978;

-- proposal to create $100 billion Energy Independence
Authority to stimulate development of alternatives
"to imported oil;

-- $11 billion synthetic fuels program;

-- push for Congressional authorization for opening up
Naval petroleum reserves;

~=- accelerated leasing in frontier areas; and

-- encouragement of construction of fourth uranium
enrichment facility.

A candid but upbeat report on the U.S. program will be
key in building an atmosphere in which the U.S. can continue
to exercise international leadership on energy. The Europeans
and Japanese have been confused and concerned by the wide
split between the President and the Congress on energy policy.
They fear that the U.S., which consumes roughly half of the
world's oil, will not be able to come to grips with the energy
crisis, thus negating their own national efforts. If this at-
titude prevails, we risk that the others will drop away from
the concept of consumer cooperation and revert to trying to
solve their enerqy problems on a bilateral basis with major
OPLC countries, particularly since their grcater rclative
dependence on imports makes bilateral deals with producers
attractive to them. This would deprive us of our role as a
leader among the consumers and the major bridge between
producers and consumcrs. It would also have major adverse
~implications for potential cooperation in the other areas-
to be discussed at the Summit.



Ut
e ek

Consumer Country Cooperation:

Our empha51s on consumer cooperation on energy is based
on two fundamental 1mperat1ves.

(l) recognition that only by marshalling all the major
consumer countries on conservation and the develop-
ment of new supplies can we bring about the shift in
world supply and demand for oil which will eventually
end our price and supply vulnerability by ending
OPEC's unilateral control over the pricing mechanism;
and

(2) that the exercise of U.S. leadership on this central
issue is essential if we are to retain our leadership
position in the other areas of our economic, political,
and security relationships with Europe and Japan.

With the establishment of the emergency program and the
creation of the IEA, we have made considerable progress toward
consumer cooperation. However, the most vital step remains --
the establishment of a serious long-term cooperative package
to reduce dependence which will tie our energy efforts together
under a series of common political commitments and establish a
concrete joint work program. We are now in the final stages of
negotiating this agreement in the IEA. It will have four major
elements:

(1) a common conservation effort, including rigorous
review of national programs and the setting of joint
conservation targets;

(2) a scries of measures and programs to develop alterna-
tive supplies, including:

-—- a minimum safequard price mechanism for imported

0il (MSP});
-~ a framework for cooperation on individual energy
projects; :
o -- cooperative activities to incrcase production
?*%5\ from individual energy sectors (e.g., nuclear
- coal, etc.); and
A ‘
i -- rigorous review of national accelcrated development
. programs;

(3) a pooling of national R&D efforts under a joint
strategy and including jointly financed projects; and

(4) provisions on non-discriminatory access to energy
investment and product.
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The most difficult issues remaining are the MSP and the
provisions on access. These are the two most political
elements of the program in that they would stand as concrete
manifestations of consumer solidarity, striking a balance
"between the interests of the so-called energy-rich IEA '
countries on the one hand (U.S. UK, Canada, and Norwy) and
the energy-poor on the other.

Under the MSP, we are asking Japan and the non-oil
producing Europeans for a commitment that they will not
benefit without cost from our efforts to develop relatively
~expensive energy and force a shift in the world supply/demand
balance for energy. They would agree that, if in the future
the work price of oil falls below a pre-established MSP level
(e.g., $6.00 to $8.00), they will not allow their consumption
to escalate but will impose levies or tariffs to keep their
domestic selling price above the MSP. The UK, as a future
0il exporter, strongly supports the MSP, as does Canada.
Germany will accept MSP, without enthusiasm, in the interest
of consumer solidarity. Italy and Japan, who will remain
heavily dependent on imported o0il, continue to drag their
feet. TFrance has thus far resisted any EC endorsement of the
MSP concept.

On the access question, the Europeans and Japanese seek
assurance that, given our joint commitment to consumer solid-
arity, we will in fact share with them the benefits of the
new energy we develop. In particular, they want access to
energy investment opportunities and the option of exporting
a portion of the investment. They also want assurance that
we will not use a two-tier pricing system to subsidize our
energy-intensive industries in world trade.

We should use the Summit to generate high-level political
momentum among the key IEA countries for completion of the
long-term package, including in particular the MSP mechanism,
by the December 1 deadline. A firm consensus of the nced for
an effective program, both in terms of the continued vitality
of our own cooperation and as evidence of our ability to
respond effectively to the energy challenge on the ceve of the
dialogue with producers, will greatly ease final agrecment in
the IEA Governing Board.

We should also usc the Summit to draw France morec closely
toward the concept of consumer coopcration, rccognizing that the
_French are unlikely to agrece to join the IEA. In particular,
we want to restrict French obstruction of our consumer cooper-
ation proposals. For cxample, French refusal thus far to agree
in principle that the MSP could be applied as an EC rcgime,
complicates our negotiation with the other eight EC countrdics
in the IEA.

~A
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Coordination for the Producer/Consumer Dialogue

The Summit will take place just one month before the
launching in a Ministerial meeting of the Conference on
International Economic Cooperation, including the establish-
ment of four separate commissions on energy, raw materials,
development, and finance. At this point, it is impossiblec
to judge to what degree this dialogue will produce any
concrete results. But we do want to use the dialogue to
support the basic elements of our overall political response
to the energy crisis.

First, we want to use the dialogue to encourage on the
part of the o0il producers a greater awareness of their own
stake in our economic well-being, thereby reinforcing the
moderate OPEC countries on pricing decisions.

Second, we want to keep the Europeans and Japanese
locked on to our overall energy strategy. This requires that
we assure them that their cooperation with us in the IEA will
be reciprocated by our coordination with them vis-a-vis the
producers, where they recognize that our political and economic
weight gives us unique leverage. This link can be used to
reinforce consumer cooperation.

We have already agreed in the IEA to pursue a common

strategy on energy in the dialogue. We are now formulating -

a set of objectives with particular attention to the oil price
issue where we want to head off any tendency to try to strike
some deal with the producers which would involve indexation or
imply the legitimization of current high prices. We should
uase the Summit to reaffirm this common consumer approach to
the energy aspects of the dialogue, particularly on the price
issue.



TAB F - ERast-West Economic

Relations




QUESTION: You speak of a strong domestic program, but
many of the key provisions must still be
acted upon by Congress. What measures will
you take in the event that Congress fails to
approve your proposals, and what will be the .
impact of these measures on your country 5]
import dependence?

o

ANSWER: I believe the long-term program for energy
independence in the United States must be developed
jointly by the Executive and Legislative branches.
Both the Congress and this Administration are in firm
agreement that-our level of oil import dependency must
be reduced substantially in the near future. Our
‘differences lie in what measures should be taken to
reduce this dependency and how fast we should try to
achieve our goal. Administratively, we can implement
temporary measures such as oil import fees. I am deter-
mined to act gquickly on decontrol of "old" oil prices,
and if necessary to act alone if Congress refuses to
produce a compromise on decontrol that I think meets
the urgency of the situation. Phased decontrol would
reduce imports by 700,000 b/d in 1977 and
2.2 -MMBD in 1985. If Congress refuses an acceptable
compromise and I permit immediate decontrol, the im-
port savings will be even more substantial.

In the long run, however, we must reach a
consensus on the legislative measures required for en--
ergy independence. . -



QUESTION: You mentioned the $2.00 fee on imported oil.
: Didn't the courts rule against the fees? Is
1t still being collected?

ANSWER: Yes, a Court of Appeals ruled that the President
did not have authority to impose the fee. The Supreme
Court, however, has agreed to review this decision and
the Court of Appeals issued a stay of its ruling pending
a final decision. . Pending Supreme Court decision, the
U.S. Government is continuing to collect oil import fees.
We believe that the Supreme Court will uphold the fee
program. «



'QUESTION: What has been the response of the Congress
to your proposal for a domestic energy
financing authority?

ANSWER: As you are aware, my Administration has pro-
posed that the Congress create and authorize a 100 billion
~dollar Energy Independence Authority to facilitate the
accelerated development of domestic energy resources
through loan guarantees, grants, and direct government

.. participation in developing oil resources. A bill to cr-
eate ~such an authority has been introduced in both
Houses and is being considered carefully. I hope this

proposal, which could have a major impact on developing
"new enerqgy, will be approved by the Congress.
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QUESTION: Why do you regard it as so important to
. reach agreement on the long-term program
- in December? Since the producers regard
~this program as "confrontational®,
shouldn't we delay its adoption until we
can judge the likelihood of success for
the dialogue?

ANSWER: The IEA long-term program provides a framework of
cooperation that over time will cause a shift in the balance
on the world oil market and end the producers' ability
to decide o0il price levels arbitrarily and unilaterally.
It is not confrontational to seek to make market forces
the dominant determinant of o0il prices and production.
Indeed, the actions of producers in unilaterally denying
market forces can be labeled confrontational.

We do not believe adoption of the long-term
program will hinder progress in the dialogue. In fact,
we think it will have the opposite effect. A clear
demonstration by the consuming countries that they are
committed to solving their energy problems will enhance
our bargaining leverage. It will help convince the
producers that their position of strength is only
temporary and that they will serve their own interest
by working with us to ensure a constructive and pro-
ductive dialogue on energy and other important
economic issues.

11



QUESTION: Why do you put so much emphasis on the MSP?
It has strong opposition in your own Congress.
Furthermore, it is unnecessary as long as oil

. prices remains high, and it would deprive our
“economies of economic benefits should oil
prices fall. ' : '

ANSWER: The minimum safeguard price is an important
element in the long-term program 'for cooperation.

It is designed to safeguard the incentives for energy
“development and protect energy investment from predatory
price cutting by OPEC producers. It is intended to help
‘us avoid repeating in the future our past mistake of becom-
ing excessively dependent on foreign energy supplies. The
adoption of the MSP will demonstrate in concrete political
terms the strength and solidarity of our response to the
energy crisis.

The MSP is only one of several significant and
interrelated elements of the long-term program. The
others are also important. Taken together, these
measures, which provide a balance of advantages and
burden, will ensure that our individual and collective
efforts will be adequate to achieve our objectives.

12



QUESTION: You are asking for a binding commitment on
the MSP, but you are only willing to agree
"to consider" firm guarantees on our access
to product from new energy projects in which
we invest in the US. Shouldn't these two
commitments be parallel?

ANSWER: No. ‘The MSP and the access provisions on project-
by- progect cooperation are highly important but independent
elements in the long-term program. They demonstrate clearly
our joint commitment to work together to control our
energy future.

The IEA members pOSSGSSlng substantial energy re-
sources will generally gain the greatest benefit initially from
the protection to new energy investment provided by the
MSP, although all will gain when this new energy comes
on stream and enlarges total world supply. The access pro-
visions are designed to benefit primarily the energy-deficient
countries. These two elements reflect the basic concept that
the long-term program should strike a balance of interests
among IEA countries, but it is the total program itself and
not just these two elements that establish the overall balance
of advantages and burdens.

We should also realize that, since these two elements
are different in nature, they cannot be treated precisely in
parallel. The MSP commitment can be implemented in a relative-
ly straight-forward manner -- through a general legislative or
administration decision. The question of access involves a
complex series of existing national policies and laws, and the
provisions on access must take these into account in a prag-
matic manner. Let me assure you, however, that we regard
our commitment on access in the active tense; we will seek
wherever feasible a positive decision to guarantee the export
of a portion of the production in projects that qualify for
access consideration under the terms of the long-term agree-
ment. As I noted in my remarks, this type of commitment is
a major innovation in international cooperation.

®
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QUESTION: What projects would the US agree to under
this offer to guarantee access to offtake?

ANSWER: We would wish to look at each case separately.
One promising area would be coal mining, where
a number of cooperative projects already exist.

QUESTION: Would the US be willing to extend its offer
: ~ on. access to offtake in large-scale joint
" sprojects to non-IEA countries?

ANSWER: Once the IEA long-term cooperative program is
in place, we will be able to devise arrangements
for non-IEA countries to participate in these
cooperative projects.

QUESTION: What about extending such guarantees on export
to cooperative projects in OCS or Alaskan o0il?

ANSWER: These will be more difficult than certain other

types of projects. Specific legislative prohibitions

against export of oil from these areas are either
already in force or under active discussion in

Congress. However they are not mutually exclusive.

In general, we would not exclude in advance any
energy projects from this offer; where projects
meet the criteria of my proposal we would be pre-
pared to seek Congressional approval for except-
ions from any existing legislative prohibitions.

14



QUESTION: What importance does the US assign to
multilateral cooperation in energy R&D?

ANSWER: We consider R&D one of the highest priority
areas for our energy cooperation. ‘The national R&D
Chiefs of the IEA countries will be in Paris on
November 20-21 to complete the overall design of the
IEA R&D effort. We will have a joint R&D strategy and
we will identify new program areas in which to begin
jointly financed projects. The results of the IEA R&D
effort to date have been good with 10 projects actively
underway including a jointly financed pilot plant

in the coal area.
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QUESTION: What is the status of U.S. formal adherence
to the IEA Agreement?

ANSWER: The U.S. has not notified its consent to be
bound permanently. The overall energy plan currently
in Conference Committee in the Congress (S. 622 and
H.R. 7014) contains provisions which would allow the
U.S. to fully implement all IEA commitments and thus
formally adhere to the Agreement.

16



QUESTION: You underemphasize the ability of our econo-
mies to adjust to high oil prices. Your
- alarmist interpretation implies a confron-
tational approach to the energy crisis. Are
you retreating from the UN speech in which
Secretary Kissinger stressed cooperative
solutions to international economic problems? -

ANSWER: The economies of the industrial countries have
adjusted to high o0il prices with less difficulty than

‘,some experts expected, but the cost has still been sub-

stantial, 4in terms of inflationary impact, unemployment,
and reduced growth. Furthermore, the transfer of real
resources from our economies to the o0il producing
countries has just begun and will continue for years.
Additional price increases will retard and could, in
some cases, prevent economic recovery; the uncertainty
of future price levels inhibits needed investment.

As long as OPEC can unilaterally determine the price

of 0il and disrupt world supply, we remain vulnerable
in political, economic, and in national security terms.

Our economic problems shrink in comparison with
those of the non-o0il developing countries. In the likely
absence of enough help from OPEC, they will look to us
for assistance. The surplus earnings of the cil pro-
ducers are directly related to the deficits of these poor-
er countries. Last year their payments deficits totalled
$28 billion, and this year it will probably amount to
$35 billion. The financing of these huge deficits is
one of the most critical problems facing the international
economy .

Thus, we must not minimize the problem, even though
the past two years have proved the resiliency of our
financial markets. It is not confrontational to appreciate
the severity of the problem and the need for hard decisions.
But we are convinced, as Secretary Kissinger's UN speech
affirmed, that the energy problem and all international
economic problems should be dealt with in a cooperative
and constructive manner. Developed and developing coun-
tries, producers and consumers, should seek together mu-
tually acceptable and mutually beneficial solutions and
arrangements that will ensure a better future for us all
in the context of a growing world economy. The United
States supports this cooperative approach.

17



QUESTION: Your case for not dealing with oil prices
in the dialogue is not salable politically
to our publics. How can we ignore oil '
prices in the dialogue when they are the

e cause of most of our economic problems?

- ANSWER: I agree that we should not ignore oil prices
in the dialogue. Our publics justifiably expect us to
deal with this issue. We should make the strongest
possible case for lower prices in the energy commission
and demonstrate analytically why high prices are not

in the long~term interest of the producers. But we
must be realistic. We cannot reduce the real price

of world oil through discussion. We can increase
mutual awareness of the relationship between the price
of world oil and international prosperity. But the
dialogue will not end our vulnerability. That can only
be achieved by strong sustained domestic energy programs
that reduce our dependency on OPEC oil imports.

18



"QUESTION: I disagree that the dialogue cannot lead to

‘ a mutually satisfactory arrangement on price.
Don't you think the establishment of a
"consultative mechanism" would make it more
difficult for the producers to raise prices
since they would have to justify the
increases in advance to the consumers?

- ANSWER: A "consultative mechanism by which producers
and consumers consult in advance on oil prices might be
useful. It could have a moderating influence on future
OPEC price decisions. On the other hand, the producers
might go through the motions of consulting but then

- ignore our arguments, claiming they were not persuasive,
and raise prices to whatever level they thought the
market would bear. I believe we should investigate

the possible benefits of creating such a "consultative
mechanism”, but since it would not restrict OPEC's
ability to determine prices unilaterally, we should

not make concessions on energy or in the other commissions
to get it established.
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QUESTION: You speak of the value of cooperation among
. - major consuming countries in dealing with

the energy crisis, yét your Administration
is trying to negotiate a bilateral oil deal
with the USSR. Isn't this inconsistent with
your earlier position of opposing bilateral
0il deals? Wouldn't it also mean that the
oil that would go to the US would be that
currently sold to Western Europe?

ANSWER: A bilateral oil deal between the United States

and the USSR could have important and beneficial reper-
" cussions. If our negotiations succeed, we will get
200,00 b/Ad of o0il at some discount from the FOB price
in the Persian Gulf; this lower price might increase
the internal. strains on the cartel and put pressure on
OPEC countries to cut their prices.

A US~USSR o0il -deal would permit us to diversify
somewhat our sources of supply for oil imports. We would
not expect that the new agreement would lead the Soviet
Union to shift current exports from West European countries
to the US as this would reduce total Soviet oil revenue.

20



QUESTION: Does the U.S. actually favor an OPEC price
cut? If so, to what level?

ANSWER: Yes, the United States believes the prices set
unilaterally by OPEC are too high, and o0il prices should
be reduced substantially. The magnitude of the OPEC price
increases since 1973 can not be justified by either the
changes in the costs of imports by OPEC or the costs of
developing non~OPEC oil. OPEC's ability and willingness
to ignore normal supply/demand forces and raise prices
unilaterally demonstrate the necessity for consuming
countries to take strong actions, domestically and cooper-
atively, to shift the balance in the world oil market.

21



QUESTION: What is the US attitude about bilateral
energy arrangements?

ANSWER: We wish to avoid preclusive or preemptive deals
that set one consumer in competitions with others. But
with substantial excess capacity there may be cases when
bilateral deals can assist security of supply increase
tensions within OPEC.

22



QUESTION: What expansion does the U.S. plan in the
nuclear energy area, in both its domestic
‘and export aspects?
ANSWER: To‘increase the amount of total energy supply
which 1s domestically produced, the United States is
plgnning a significant expansion of its nuclear power
progranm. We now have approximately 220 reactors operating,
) under‘construction, or on order. Such a rapid expansion
from the 55 now in operation obviously dictates the need
for early decisions in many aspects of the fuel cycle:

-- We will continue to urge and support the private
sector to expand its capabilityltd find and
produce uranium ore.

-~ I have introduced legislation which is designed
to increase the United States' capacity to pro-
duce enriched uranium for domestic and foreign
customers by creating; under appropriate contféls
and safeguards, a private, competitive uranium
enrichment industry. The Energy Research and
Development Administration is currently consideriﬁg
proposals from private industry which +vould
increase significantly our existing enrichment
capacity.

~~ We also have under consideration future U.S.

Government policies with regard to the reprocessing
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of irradiatéﬁuranium and the associated economic and
environmental effects. We hope to determine our
national policies in this area by 1976 or 1977.
Internationally, we shall continue to serve as a
reiiable supplier of nuclear fuel as well as reactors
and associated equipment, under appropriate and adequaté
safeguards on equipment, nuclear materials, and associated

technology.
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OIL COMPANY COLLUSION WITH OPEC

QUESTION: Instead of trying to put pressure on the OPEC
countries through the IEA, why don't we pressure
the major oil companies without whose collusion
the cartel would fail? )

ANSWER: The present world oil market reflects a situation -
particularly in the industrialized countries -~ in which

a steadily rising demand for oil has increasingly been

met by imports from those rélatively few countries which
could supply this demané. This increasing import dependence
has put substantial economic power in the hands of the
producers who have further enhanced their position by
formin§ the OPEC cartel. This, inturn has lead to

dramatic changes in the oil market. It is now OPEC, and

not the oil companies, who unilaterally set prices..

This shift in power is reflected in a fivefold increase

in 0il prices over thé past twé years. Indeed the:power

of thé oil companiés even to control their source of ‘
crude has been steadily eroded in recent years through

the coordinated policy of OPEC which has led to partici-

pation agreements and nationalization of company assets

“in producing areas.

It is these basic shifts in the oil market that
make 1t imperative that we reduce our long term dependence
on imports by implementing a strong domestic energy pro-

gram and cooperative efforts with other consuming

" countries being developed in the International Energy

Agency.,
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EAST-WEST ECONOMIC RELATIONS

BACKGROUND AND ANALYSIS TO SUPPORT U.S. POSITION

Propsects for Amending the U.S. Trade Act (Jackson/Vanik
Provisions)

The main obstacle to further growth in U.S. economic
relations with the Soviet Unionrand a number of other Eastern
European countries is our inability to grant nondiscriminatory
tariff treatment (MFN) and to ektend Eximbank credits to
them. The Tréde Act of 1974 effectively precludes extension of
MFN and government credits so long as the emigration policies
of these countries fail to meet criteria set forth in the Act;
In addition, the Trade Act and amendments £o the Export-
Import Bank Act both impose absolute limits on the amounts
of credits to the U.S.S.R.

In January of this year, the Soviet Union informed the
U.S. it considered the recently enacted trade legislation as
¢contravening both the 1972 Trade Agreement, which had called
for an unconditional extension of MFN, and the principle of
noninterference in its domestic affairs. The Soviet Union

indicated it would not accept a trading relationship based on

" the Trade Act and accordingly would not put the 1972 Trade

Agreement into force.
The Administration has made its own views clear. In a

foreign policy address April 10, the President stated that the

Trade Act "not only harmed our relations with the Soviet y A
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Union, but seriously complicated the prospects of those
seeking to emigrafe'; . . . Remedial legislation is urgently
needed in oﬁr national interest." 1In a letter June 27 to
Congressional leaderéftthe President.said that "the Tfade
Act of 1974, as it relates to this subject, has proved to be
both politically and economically harmful to our national
interest and has not achieved the objective which its

authors intended . . . . I intend to submit legislation to
remedy the present unsatisfactory situation in both instances.”
Prior to doing so, the President asserted that adequate
consultations would be held with appropriate members oflthe
House and Senate.

Such consultations have been held. In them key Con-
gressional iéaders.have shown an interest to change the law in
recognition that it has not fulfilled the objectives igtended.
But they have made clear that, before corrective legislation
can be passed, the trend df Soviet emigration must rise, and
repression of dissidents must ease. |

Administration spokesmen have conveyed this message to
the Soviets. We continue to hope for a positive response.

We remain committed to the objective oﬁ changing the law
and removing this obstacle to the pace of expanded East-
West economic relationships, and to the larger goal of

e
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U.S. - Soviet Grain Agreement

The United States and the Soviet Union have conéluded
a long-term grain sale agreement relating to five crop years
commencing October 1, 1976, and running to September 30,
1981. The agreement reguires the Soviets to buy a minimum
of 6 million metric tons of corn and wheat, in about equal
amounts, every year. The Soviets will be able to purchase
a total of an additional two ﬁillion tons annually, but amounts
over 8 million tons would fequire further negotiation with
the U.S. The grain will be sold at market prices on
commercial terms. The agreement applies only to wheat and
corn; sales of other grains and soybeans are unregulated.

The agreement provides a form of escawpe clause that wili
allow the United States to reduce Soviet purchases below the
6 million ton level if the U.S. grain crop supply (beginning
stocks plus estimated production) falls below 225 million
metric tons.

U.S. "understandings" with Poland, Romania, and Japan do
not include any purchase or supply guarantees. In the case
of Poland, Secretary Butz is planning, during his Novem-
ber 25-27 visit to exchange letters with the Polish Govern-
ment that will contain "best endeavors" assurances. These
"best endeavors" assurances provide that Poland would

buy 2.5 million tons of grain from the U.S. annually for

LN
-5 years with an allowable 20 percent variation either w@Xﬁ o
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and that Poland would be able to purchase this amount. The
Poles clear}y understand that the Administration does not
intend to négotiate any further along the lines of thé U.s.-
U.S.5.R. model in that the exchange of assurances is not
~binding, but rather an expression of intent which will
enable the Poles to plan with greater certainty that

. supplies will be available, and the U.S. to plan with
‘greater certainty that the demand will be there for
commodities produced.

With respect to any impact on the U,S. grain reserves
initiative, the Soviet agreement is designed only to meet
average U.S.S5.R. demand. It does not provide the Soviets
any assurance about how they will be able to meet their
peak demand,'such as occurred this year and in 1972. Such
assurance really is attainablé only through international
coordination of grain reserves, as the U.S. has proposecd.

U.5.-U.5.5.R. 0il Negotiations

The U.S. and U.S.S.R. have an understanding that the
two Governments intend to begin negotiation promptly to con-
clude an Agreement concerning the purchase and shipment of
Soviet o0il. The Agreement would have the following charac-
teristics.

It would provide that the U.S.S.R. will annually offer’, ¥'i.

S
-

for sale 10 million metric tons of petroleum, of which
70 percent will be crude oil, for a 5-year period. This
quantity may be bought either by the Government of the United
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States or by U.S. firms. Shipments may be made either to
American or third couhtry market areaél but some part of
shipments to the United States will be made on tankers used
to transport grain to the U.S.S.R.

| Prices the U.S. will pay for the crude o0il and petro-
leum products will be mutualiy agreed, but will be on
favorable terms to the U.S.

At the moment there is Sdme doubt how soon the
negotiations will in fact resume, and whether or not it is
indeed possible to secure an agreement. Should an agreement
be reached, we do not believe that it would represent any
threat to the pattern of cooperation on energy matters
that we have worked so hard to establish among the
developed consuming nations. To the contrary, we would
anticipate that the Soviet supplies will be a net addition
to the energy resources of the West, and will be some additional
assurance against an embargo.

The Role of Credit in EFast-West Trade

The Soviet Union and the countries of Eastern Europe
have relied heavily on medium- and long-term officiél
credits to finance capital equipment imports from the
industrialized free world. Particularly in the case of the
U.S.5.R., nearly all the major Western countries and Japan

continue to offer large lines of credit with easy



iepaymeﬁt provisions to promote their exports (Germany"
~and the U.S5. are the exceptions). Credits at subsidized
interest rates offered to the Soviet Union in 1974 and
1875 include: |

{Billions of U.S. Dollars)

Japan 1.2 Apr., 1974

France 2.8 Dec., 1974

Italy .9 Jan., 1975

U.X. . 2.3 Feb., 1975

Canada .5 Apr., 1975
Total 7.7

The Export-Import Bank is presently authorized to

consider loan applications for Poland, Romania, and Yugoslavia.

The Bank has made no new loan commitments to the U.S.S.R.
since May 1974, and cannot do so until the Soviets satisfy
the emigration conditions of the Trade Act. Eximbank credit
eligibility for the other Eastern European countries is also
related to satisfying these conditions.

Need for a Gentlemen's Agreement on Credits

Subsidized credits, such as those extended to the U.S8.8.R.

by France, the U.K., and Japan, create a competitive environ-
ment among‘offiéial export credit institutions. This official
competition results in economic costs which are borne by
governments and the private sector at large, and distorts the
flow of trade.

For the past year and a half, we have been attempting to

-negotiate an agreement among the principal industrialized

e
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countries to reduce government competition in the financing

of exports to all countries.
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The majof negotiating issue has been the trade-off
between minimum interest rates to be charged on official
credits and maximum permissible maturities. The U.S. and
Germany have consistently favored interest rates (8—9%) that
are reflective of market rates, while permitting latitude on
maturities. The French and British prefer the opposite.

The Japanese like the flexibility offered by the present
lack of restrictions but will not want to be isolated.

The French have stated that they could not accept a
Gentlemen's Agreemént which specified minimum interest rates
for their line of credit to the U.S.S.R. If Eximbank
is authorized to match low interest rates the French and others
have extended to the Soviets, there will be a net decrease
in financialireturns to the U.S. It is thus in our interest to
try to pérsuade our major competitors to join us in an
agreement to regulate the softne;s of credit terms extended
for exports to the U.S.S.R. and other nonmarket economy
countries.

COCOM Controls

The 15-nation (NATO countries minus Iceland plus
Japan) Coordinating Committee (COCOM) that coordinatcs
Western policy on strategic export controls began a com-
prechensive review of the international strategic embargo lists

a year ago this month. The last previous such review was

<

completed in 1972. A
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Progress has been slow during the first threc rounds of
these multilateral negotiations. A fourth round is
scheduled to begin November 17 with a view to wrapping up the
negotiation by the end of the year.

The purpose of these periodic COCOM list reviews is to
add to the control list advances in militarily significant
~equipment aﬁd related technology and to remove or liberalize
control for items whose military significance has diminished.
The pfincipal negqtiating problems relate to liberalization.
The other major membéf countries consider that the United
States is too slow to acknowledge the need to remove controls
on items‘where there is extensive civil use and hence
important commercial interest.

The steady increase in exceptions cases (proposals by
member countries for exceptions to the embargo in céses where
peaceful civil use can be demonstrated), almost all of them
approved, reflects the extent to thch the COCOM controls
have an impact in the commercial area. As of September,
such exceptions requests were up 55 percent over those
pending a year ago. Moreover, the fact that close to half
the exceptioﬁs being approved currently are U.S. cases 1s
seen as inconsistent with the tight U.S. position in the
list review. ' ' ",

At the close of the third round the United States was
criticized for being unprepared to engage in a bona fide

negotiation and for unrcasonable delays in responding to
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the proposals of other countries. The British, Germans, and
Japanese have bilaterally expressed their concern at the lack
of progress;and the dangers to the viability of COCOM itself.
They have emphasized the essentiality of a realistic U.S.
negotiating posture in round four. The British have warned
that continued COCOM téngles could lead to ministerial

review of the utility of the system.

We are aware of the importance of the fourth round of
the COCOM list reviéw and we expect to participate actively
in the COCOM négotiations, with a view to reaching final
decisions that can be supported by all membars, based on
full and open technical exchanges.

~We continue to attach importance to the COCOM systen
as a means of safeguarding the mutual security of the member
countries, and we urge our COCOM allies to pay close attention
to their compliance activities with respect to the existing
controls.

While it may in some cases be necessary to maintain
controls over advanced technology of strategic significance
despite some impact on purely commercial trade, we bhelieve
the COCOM controls in general are not a significant impedi-

ment to increased East-West trade.



U.S.S.R. and Eastern European Hard Currency Deficits
and Debt Burden '

The Soviet Union recorded av$912 million deficit in its
hard currency trade with the West in 1974 and a record high
deficit, as large as $3.5 billion, is projected for 1975.
Further, large deficits are expected to continue into 1976,
as a result-of large Soviet purchases of grain, together
with a continuing high level of capital goods imports from the
West. However, the Soviet Union should have no serious
difficulty in financing these deficits through gold sales
and drawings on Western credits, without adversely affecting
its international credit worthiness.

Eastern Eurone

East European hard currency indebtedness has soared in
recent years -- from an estimated $5.5 billion at the end of
1970 to roughly $15.5 billion at the end of 1974. The extent
to which the East-European countries can expand their

exports to the West and find new sources of long-term financing

will determine their ability to continue to increase fif;§§§ﬁ‘

impbrts from the West. . ? ‘?ﬁ
Some of their best hard currency earners -- suchbas iﬁ

processed foods -- may have to be partly redirected to the

Soviet market to offset the higher prices imposcd by the
" U.S.S.R. for its oil and raw matecrials. Poland and Romania
have coal and oil resources that will mitigate the impact

of these price rises, but the other East LEuropean countries,
10



more dependent for énergy on the Soviet Union or éther
external sources, will be adversely affected. 1In an§ case,
East Europeén leaders are concerned about the burgeoning
“hard currency indebtedness and will likely have to slow
down the growth of impbrts and borrowing from the West.
Summary

Our estimates indicate that the Soviet Union should be
able in the near future to fiﬁanceVits hafd currency deficits
through gold sales aﬁd drawings on Western credits. We,
therefore, expect the U.S.S.R. to remain creditworthy.
While we do not expect any of the East European countries to
default, their hard currency indebtedness should be monitored
more closely. Close cooperation in this monitoring effort |
among the naﬁions participating in this Summit would help

to safeguard our economic interests.
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The basic cconomic situation in Italy shows a dramatic
improvement from last ycar when runaway inflation combinced
with intolerably high cxternal deficits caused scvere doubts
about the international credit-~worthiness of Italy. Wholesale
prices have been stable since late last ycear; the rise in consumer
prices, which had been at annual rates of 25-30 percent last
year, has moderated to a 8-9 percent annual rate. And the
external balance has improved dramatically as the current account
moved from a $10 billicon deficit (anmmual rate) in the first half
of 1974 to a deficit of approximately $1 billion (annual rate)
in the first half of this year, partly because of an improvement
in Italy's export share. ‘

‘But this improvement was bought at the expense of a large
fall in domestic decmand. Through August, the fall in industrial
production averaged over 13 percent from the preceding year's
level and imports have fallen largely because of the wealk pace
of economic activity. Although unemployviment began to risce sub-.
stantielly only in the scecond quarter of this yvear, short-time
work has doubled. Turthermore, Ttalian workers employed in other
EEC .countries are being laid cff in incressing nunbers. The
_socic=political situation no doubt was a major factor in the
Italian Government's decision te put in place a reflationary
package well before demand in neighboring countries has bodgun
revive. Restrictive policies had been gradually relaxed since
the beginning of the year. The measures announced in latc Zugust,
however, are broadly expansionary and awmcunt ftc a direct stinulus
equal to about 3 percent of GDPP. Because of the still precarious
external situation, the program includes relatively large
financial incentives for exports. Tha major impact of the
measures is likely to be felt next year and their effect on this
year's output may be marginal.

to

It is likely, however, that the new reflationary measures
will have little, if any effect, on labor peace this fall.
Moreover, they may aggravate the improving inflationary
situation as well as upsct the external balance. The progran
may increase the 1976 budget deficit beyond the 9 percent of
GDP currently estimated by the Italian Government. FPinancing
requircments of this sort could well cause problems, in
particular if extecrnal borrowing is requirced.
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UK.
The decline in output in the United Kingdom, which until

the spring was somewhat less severe than in other major industrial

countries, has since then accelerated in part because of a shift

in the Government's attitude towards rising uncemployment. Real

GNP (s.a.) in the sccond quarter of this yecar was 10 percent

below the first guartcer at an annual rate and industrial pro-

duction in July-»August was about 9 percent below a year ago.

The only element of total demand that has continued to
expand is public expenditurce. Investment cxpenditurce, becaus
of large margins of spare capacity (it is reported that Capuﬁlty
utilization is cdown to levels recorded during the 3- day work
week in carly 1974) and a poor outlook for profitability, is
particularly weak. Private consunption expenditures havo bﬂen
falling recently and the carlier stimulus that was provided by
an improvement in nct exports was reversced in recent months.
In addition, very substantial inventory decumulation has
been putting further dewvnward preszure on output. Public
sector xp@ncituto has increased slcwly, while private
conruuyvloﬂ hes fallen off *Tinh*ly In spite of declining
export demand nct exports, in real terms, improved substantially
in the first half of this year due to the even groeater fall
off in imports.

Inflation in Britain still shows alarming, albeit slcowing,
rates of increase and government policy is currently primarily
geared towards its control. Prices at the retail level, fucled
by 30 percent year-over-year wage increases, are morce than 25
percent above year-earlier levels. Additionally, wholesale
prices, which are levelling off or even decreasing in sone
countries, continue to c¢limb in the United Kingdom at two-~digit
rates largely due to wage rises and the fact that the devaluation
of sterling has increased many input costs.

Policy had becn accomodating through July, but was
thercafter tightened up a notch. An anti-inflation plan was
announced on August 1 which is designed to bring inflatien
down to an annual rate of increase of 10 percent by the end
of next ycar, principally through limitations on pay increascs.
This program appears to be mecting with considerably wider
acceptance by the general wpublic, and, morce importantly, by
the trade unions, than had carlier attempts to moderate wage
increases by voluntary restraints. Despite growing unomwlo31“n+
the government has so far not becon pressured into significant
reflationary action. In September, a very modest & 175
million package was put into effecct to provide some relicef
for the uncmployed and additional resources for industrial
investwent. .

Because of the inflationary situation, the British author-
ities, more than those of any other major country, wore relying
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on and actively promoting an export-led expansion. llowever,
because demand in Britain's main trading partners continuces
to be weak, not much help can be expected from this side
until ecarly next yeay at best. Real disposable income will
undoubtedly decline if the restraint package is accepted.
mnd if the savings rate docs not significantly fall from its
current historically high level consumption expenditurcs

will fall as well. Uncmployment and short-time work conscquently

could continuc to increasc.

Doubts that the British Government can withstand
mounting pressures to reflate the economy before inflation
has been broudght under control and a mounting budget deficit
equalling about 12 percent of GHP -- partly as a conseguoence
of the fall in activity -~ have put pressurce on the exchange
rate. In roecent weeks sterling has fallen to record lows on
the forcecign currency exchanges. This devaluation of sterling
is putting further pressure on domestic price levels and is

£

‘aggravating the fall in real incowmcs.
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canada

Policy attitudes in Canada are being constrained more
than elscwhere (except in the United Kingdom) by the resumpbtion
of inflationary pressures and a growing current account doficit,
which could reach US $6 billion this yecar. Until the summer
there had been a significant improvement in the Canadian price
performance, c°pcc¢a11y at the whclesale level. But prices
began to accelerate in carly summer, partly becausce of incrcascs
in donmestic oil prices and taves on gasoline. #and mounting cost
pressures increased the likelihcood that prices might continue
to rise at vndesirable rates. Wage rates in the second quarter
of this year were rising at annual rates cxceeding 20 p@“cont
and wage costs have already been driven above those prevailing
~in the United States in some industries. The conseguent loss
in connnLth\e p081tlon has added further pressure on the Canadian
ade balan

Agains’t this background, the Canadian authorities iPC*i*uteﬁ
mandatory wage and price contrels on Octcher 14. Annual wagc
increases generally will be limited to 10 percent (with &

C $2,400~ceiling), while price riseo will bave to be justifi:
by higher production costs. Controls exrtend also to dividaonds
and interest rates.

Real CiP {s.a.) in Cancde fcll at an annual rate of 5.7
percent betveen the last guarter cof 1874 and the first guartex
of this year, mainly l2cause of a 24 percent (a.r.) decline in
exports, The fall-off in Canadian xpﬂzcs has resulted larcely
from the weak demand situation in the United Stales. lHoreover,
because the prices of primary commodities —- which represent
about one-third of the value of total Canadian exports -- hac
been falling, Canada's terms of trade weakened steadily, tl
reinforcing the deterioration in the trade balance.

Recent indicators, however, point to a resumption, albeit
a slow one, in Canadian economic activity. GNP grew slichtly
in the seccond quarter, and final domestic demand rose at a
5-1/2 percent annual rate in the first cuarter. Hfousing domand
appears to be improving and order inflows to the manufacturing
industriecs have begun to rise. In addition, inventorics, though
st:111 high, may be §cc1ininq at diminishing rates. Finally,
rising demand for grain is turning the terms of trade in Conaaal
favor and is bringing about a risc in the volume of exports.

Until recently, policy in Canada had been relatively ox-
pansionary and the budget announced in late June represcentoed no
change from this stance. Taxes were cub in early 1975 and
rebates on 1974 taxes, totaling US $?OO wmillion, were pald in
the seccond quarter. Interest rates-cased until the first guxrtc
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of this year, however, the authoritics have subscquently per-
nitted a rise in shori-term rates in order to cnsurce the capital
inflow nccessary to cover this year's large current account
deficit. 1n early Sceptember, the Bank of Canada raised the
discount rate 0.75 perccentage point to 9 percent.

The growth in real GHND may slowly pick up in the sccond
half of the year, influenccd by policy mecasurcs alrecady taken
and an improvement in the external sector. Private consumption
expenditure should be buoyed by the tax adjustmoents and by recent
increases in real wages. However, a rising savings rate is
having a damping influence. TFurthermore, contrary to earlier
cxpectations, investment demand, ceven for energy, is not likely
to be an important factor ecarly in the upturn despite the fact
that the June budget containg a 5 percent investment Lax credit

ey ,

on the cost of new building, machincry and equipment. The
reccently announced incomes policy likely will put a further

censtraint on the growth of final demand.



Japan

The economic dcecline in Japan has been deeper than at any
time since World War IT. 2lthough the slide in activity appears
to have bottomed out carly this ycay, the recovery appears
fragile. 5o far, the resumption in greowth is being carried

by government spending, a revival of residential construction, and

a slowing down in the pace of inventory rcduction.

Industrial productlon rose in cach of the five months end-
ing July, but was off in August. Final private demand remains
weak.  Personal incemes are rising only slowly, partly becausco
of increasing short-time work and nuch reducced bonus payments
(which constitute onc~fifth of wage incomes) and partly bocause
the May wace settlements were remarkalxly modest by Japancse
stondards. Partly because of the uncertaein outlook for
increases 1in personal income, savings rates have shot up to
historic highs.

Inflaticn ratces have noderated remarkably from the alarr-
inq pace registerced last year. The acccleration in price
increases, however, has put substantial pressure on bn3J1“(g
profit mavgins. Because of the deteriorating profit siltual
and the large amount of spare indug41Lcs capacity, businos
investment derand so feor has failed to respond to the easic
monctary policy stance. Rising numbers of busincss falli
seme of which like the collapse of the Kohiin Comuany,
large and important concerns, have added to the general coutious
business atiitude. Zny signg of revival of demnand are lilcl
to be met first by price riscs in attempbs to restore prolit

margins rather than by an upward revisions of investment plans.

K]

Japanese exports have declined since late 1974, in line
with the genceral shrinkage in world trade, but imports hive
fallen also, so that the trade surplus during the firct hal:f
of this year ran at an annual rate of $8 billion as comparead
with a $6-1/4 billion (annual rate) deficit registered in
the first half of 1974. In July-August exports fell whilc
imports stabilized, so that the trade surplus shrank to a still
substantial $4-1/2 billion rate. bgpltc the large improvaonent
in the Japancse trade position, which stems not only from
low domestic demand, but also from a vise in the oxport
markat sharce of Japan, the Javanese authorities are likely
Lo consider the exiernal balance a constraint to roellationary
action. The recent rise in the OPEC oxport price for oil,
which will have a relatively grcecater impact on Japanoesae
import paynents than on those of most other industrial
countries, re-enforces this viow.

In mid=-Septemboey, the Japancsce Government oullined its
fourth reoflationary progrom. Its direct costs cqual about
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1-1/2 percent of GNP and it is designed cventually to increasc
domestic demand by $10 billion. However, it appears that the
additional funds sought may in fact be necessary just to maintain
government spending at current levels os appropriations for

the first threce reflationary programs are being exhausted at

a rapid rate. '

Monetary peolicy, so far, has been cased very cosutiously.
Intercest rates continue high by historic standards and some
restraint on bank londing continues to be imposed. At this
time, it appears that cconomic recovaery in Japan will procced

at a much more moderate pace than in the past. The limits

to peotential growth that are currvently being perceived ag a
result of population pressure, structural probleoms and the
high cost of energy are being widely publicized by the
Covernment. Uncertainties about how the a2diuvstment to sub-~
stantially loudr longer-term rates of crowth micght ke achicved
clcarly are compounding current hesitancies in business investment

planning.






NEW YORK CITY

Current Situation.

New York City and New York State officials are working
with the labor unions and the financial community to develop
a financial and fiscal package to prevent a default in December.
Such efforts make clear that the financial resources to prevent
default do exist at the appropriate levels of government.
However, we do not know whether these efforts will succeed.

Federal Government's Position.

The Federal Government will not provide financial assistance
to prevent a default. Such an assistance program would not help
the people of New York City, but would only reward the politicians
responsible for the mismanagement and the large investors who have
been enjoying generous tax-exempt returns. In addition, such a
program would involve impermissible and undesirable Federal
intrusion into local affairs.

Instead, we have proposed legislation providing for an
orderly restructuring of New York City's finances. Under
the legislation, New York City would file two plans with a
Federal court: one to develop a balanced budget and the other
to restructure the City's outstanding debt. If the balanced
budget plan is acceptable to the court, the court would then
conduct a proceeding to implement the restructuring of the
debt. During the course of the proceeding, if additional
cash is required, the court could authorize the issuance of
priority debt certificates to meet such cash needs. If necessary,
the Federal Government will work with the court to insure
that services essential to the protection of life and property
were provided.

Impact and Meaning of Default.

It is our conclusion that a default by New York City
would not have a permanent and serious impact upon our banking
system, our financial markets or our economy. It would not
reflect upon the ability of other major economic units in
our society to meet their obligations as they come due. Under
the U.S. system of government, the Federal Government has
a relatively minor role in the financing of local units of
Government. Accordingly, the inability of any local unit
of government, including New York City, to pay its bills does
not reflect on the health of the Federal Government or the
U.S. national economy.
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Comparision to Other Situations in European Countries.

This must be contrasted with the situation in France and
Germany. For example, in West Germany local communities
are constitutionally guaranteed a percentage of the yield
from various federal taxes even though they have independent
taxing power and receive substantial subsidies from the
equivalent of state governments (Laender). Moreover, under
the German constitutional structure, the states are considerably
less independent from Federal Government intervention in
administrative and financial matters than is the case in the
United States. In France the municipalities (communes) are
even more clearly dependent on the Federal Government for
financial support since the municipal authorities are subject,
particularly in financial matters, to the extensive control
of the Minister of the Interior.
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TRADE

BACKGROUND AND ANALYSIS TO SUPPORT U.S. POSITION

Ministers from over 100 countries met in September
of 1973 in Tokyo to declare their intention to engace
in a "Tokyo Round" of multilateral trade negotiations
aimed at the expansion of trade and the reform of inter-
national trade rule. The "Tokvo Declaration" adopted
by the Ministers set forth a detailed scope for
negctiations for which a time schedule concluding by
the end of 1975 was established.

The conclusion of these negotiations has been
"delaved because Congress did not provide the necessary
negcotiating authority until the end of 1974, and the
economic situation increasingly deteriorated in the
interim. With appropriate commitment they could, however,
be completed by mid 1977.

The recent delay in ecbnomic recovery 1s threatening
to further slow the pace of the negotiations. The Summit
needs to rekindle the resolve of the major countries to
carry on actively with these negotiations. While the
current period of relatively high unemployment everywhere
is an inauspicious time to conclude an agreement, a con-
siderable amount of useful preparatory work could be carriod
out in the coming year. With anticipated economic recovery,

countries could rcach the final negotiating stage in a yecar.



h3A stroﬁg supportive statement for the Multilateral
Trade Negotiations by the heads of government attending
the Suamit could provide the necessary impetus for reaching
the final regotiating stage in 1977, Such a statenent could
be based on the Tokyo Declaration, which aimed to "achieve
the expansion and ever-greater liberalization of worid
trade, . .. through the progressive dismantling of ohstacles
to trade and the improvement of the international fravicwork
for the corduct of world tracde." It might also reflect
the following theres—-

é. International trade ic, to a large extent, hha

glue wvhich cements relations amoncst the Vestorn

NMations., It is alsc fundamental to Vestern effcris

to estahblisch more stable and beneficial relations

hetween YNorth and South and between Fast and Vest,

b In broad policy terrs,-reductions in trade
barriers in the TN reflect a comon interest of

the participants in bringing about a nore efficient
allocation of resources and in rcducing inflaticonary

pressures,

¢, Progress in the I'TN can assist all countries in
withstandinag protectionist pressurcs resulting frem

the global recession,



Finally, the statement should call on trade officials
to do whatever is necessary to carry these negotiations
forward on a timely basis.

A strong supportive statement for the MTN could
provide useful guidance to the senior trade officials
who will be attending the December 9 meeting of the Trade
Negotiation Committee, to review recent progress and to
chart a course for the coming yeavr. Prospects for productive
discussious at that meeting are cuxrent'ly guestionable.
With a new impetus for the Summit, however, the December
meeting might be an appropriate occasion for achieving a
broad international consensus on a strafégy, invelving
active pursuit of preliminary negotiations in 1976 and rcaching

\
the final negotiating stage for the negotiations in 1977.
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Link Between Multilateral Trade Negotiations and Inter-
national Monetary Reform

There are indications that France may take the position
at the summit that progress in the multilateral trade ne-
gotiations is dependent on US/EC agreement on internatioral
monetary reform. France has insisted in the past that trade
barriers cannot be reduced as long as exchange rates remain
unstable; at their insistence this link was included in
the Tokyo Declaration, which serves as the terms of reference
for the multilateral trade negotiations. The relevant passage
is as follows:

"The policy of liberalizing world trade cannct

be carried out successfully in the absence of varallel

efforts to set up a monetary system which shielas the

world economy from the shocks and imbalances which have
previously occurred. The Ministers will not lose

sight of the fact that the efforts which are to be made

in the trade field imply continuing efforts to maintain

orderly conditions and to establish a durable and
equitable monetary system."

At U.S. insistence, the Tokyo Declaration also
established the reverse linkage, by noting that "the
liberalization of trade. . . should facilitate the orderly
functioning of the monetary system."

If the dispute between France and the U.S. on intcrna-
tional monetary reform is not resolved and France uses the
monetary/trade link as a pretext for an uncooperative stance

in the multilateral trade negotiations, we should point out

that:



—--the Tokyo Declaration provides for parallel efforts
in the trade and monetary areas, not a requirement
that dne be resolved before the other.

--progress in the multilateral trade negotiations
is es;ential for solving trade disputes which
could disrupt foreicgn exchange markets and for

improving the ability of the trading system to

correct trade imbalances.
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US~EC Differcnces over Agricultural Trade

There are major differences between the United States
and the FC over the scope and.the goals of agricultural
negotiations in the multilateral trade negotiations. These
differences arc based hoth on a conflict of commerical
interest in this area, and a sharp diffgronce in the
philosophical approach to the management of agriculture.
These differences reéulted in disappointing results for
agriculture in the Kennedy Round. Faced with a choice of
either accepting likeralization of industrial trade or
failure of the whble ennedy Round, the U.S. Governmecnt
chose to accept the former. To avoid a repetition of this
experience,‘the Congress insisted in the Trade Act of 19274

that agriculture and industry be negotiated together.

The United States is one of the world's most efficient
producers of agricultural products, Exports of farm products
are vital to the maintenance of farm income, to the
continuation of the Administration®s market-oriented farm
policy, and to the balance of payments, The United States
, conld export more of its aqricultural qoods if forecian
agricultural trade barriers could be reduced.

The EC, though a relatively high cost producer of

agricultural goods, has an explicit objective of achieving



maximun selffsuffi ency in agricultural production, and
for slowing down the decline of the agricultural population.
The EC common agricultural policy (CAP) seecks to achieve
this objective by maintaining relatively high prices for
agricultural goodS: by keeping ont lower priced foreign
agricultural goods, and by subsidizing surplus aqriculﬁural

gonds into export marke

r1-

Q.‘

They are opposed to the libera

lization of agricultural trade, because it would restrict
their ability to implement the CAP., Their resistance to
any changes that could affect the CAP reflects the fact that
the CAP is the major achievement of 17 years work toward
EFuropean political and economic unity, and the fact that one of
the main beneflc ies of the current system is France, one of
the most efficient agricultural producers in the FC, The EC has,
therefore, sought to isclate agriculture in the negotiatinons
and to ohstruct efforts aimed at agricultural trade liberali;
zation,

Reflecting this underlying difference in commercial
interests and philosophy, the EC and Community have had
series of deadlocks over the organization of agricultural

negotiations. The latest deadlock persists desvite the

fact that STR neqgotiated two compromisn agreements with top



officials in the EC, only to have implementation blocked by
France.

The most recen£ Dent/Soames compromise would have
permitted work on agriculture to proceed in the MTN by
papering over the fundamental differences between EC
insistence that agriculture be negotiated separately and
U.S. Insistence that agriculture and industry be negotiated
together. This compromise provided for:

-=-"collaboration"” between Group Agriculture and other

MTN Groups to resolve differences;

—="communication" of reports on Group Agriculture
work té the other groups on a timely and continuous
basis.

The French continue to object particularly to the
concept of "collaboration," arguing that this would undermine
their position. All other member states of the European
Community are willing to accept this compromise.

It is important to communicate to the EC leaders at
the Summit, in particular to President Giscard d'Estaing,
the determination of the United States to negotiate a
reduction of agricultural trade barriers in the MTN, and

the great importance we attach to this issue.
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GOVEDREMERNT COMILTITION IN FINAICING IXNPORTS
(Gontlements Ldrecement)

For more than two vears, the U.S., BC, and
Japan have been conducting negotiations on an
internatioral agrecment on cxport credits
(Gentlermon's Agrecnent). The aim of these
negotiations has bkeen to establish comprehen-
sive paraneters on all facets of official export
credit financirng in order to dampen undue
interrnational cor;etitiow for exports hasc
on financing terms, In this regard, priva rv
emphagis has been directed at es tablw:hiug
quicdelincs which would halt the trend of
granting lornger maturitics on official credits
and which would further roduce the discrerancy
bOtV“CR the 7.5 percent flocy interecst rato
fficial credits as orposed to comnercial ratos
unlch can crceed 10 percont,

These intentierns notwithstanding, in the wnast
£ —
et}

~-=-the grenting of nizssive credit linces
(7.7 billicn in totral) to the USSR from
the Japancse, Frernch, Dritish, and Carcdiens
at interest rates in the 7,2 to 7.2 porcent

-=the introducihion of ad< al eunert croedit
achemes in the U.X. and Trance: and

-=a gencral se in the spending levels for
onport credits

There is curront

owing to the in

naturity tradc

the I'rench and

oi‘éﬂ(\ﬂoﬂ{_, thio a 1

to raise the issuce at the ILceromic Swweif,

OUlih

On Octoler 22, 1974, Irance, Germany, Ttals, Japran,
the UL, , and thoe UL,& 'nitidllaa thoe "Vasbineion
Hinute" in which sign mitrics pledacd, o oa
general rule: Lo ostab ish a mininvum interost yate
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of 7.% percent on official export credit; and not
to extend official credit in excess of 5 years'
naturity to cach other cor to rich oil exporting:
countriecs,

This development was thought to have signalled that
major exporting countrics had recognized that

the extension of subsidized credit among themsclves

and to other "wealthy" countries was unwarrantced

and that progress-on the rorc cemprehensive

Gentlermen's Acrecient on euport credit would procecd

to and rapicd and succecvﬁul conclusion. Uniorturately,
although the economic justification romains for

limiting government support for exporis in Vonﬂ’“] and
for exmorts to the USSR in particular, several olbstacles
L 1 F

rave precluded finanulfg 2 corprehensive ?~7c0“nnt.
In addition, the 5 vear maturity lim ion gtitawlated

i1tat
r the Was-lnﬁtOM Hirute was never truly ¢mp¢0'hzt (i,

The immediste oksitacle Lloching further progress is

the trade~off etveoen linite on rates of interest
and lergth of maturitico~-~the major Oo““o+itivo tocls

i
ernloyed by all erport credit irnstitubions Ae L
now standcs, the U.S, has advancaod UCV\V“J gro woals
for consideration by the L.C. and Japan. heact!

been positive from all countries hut ?“arco Francc,

influerced greatly Ly its ovn ccononiic batsl
political pressurcs to maintair low intorﬁﬂt S,
finds norne of the U,8, proposals to its Do
French viev the interes: rate floox prorasad by the

U.S8. @8 toc high and the maturity limitations o

lenient, Intra-rC discussions have thus far foile
’} ~y
.

]

o
T
0
0

to rmove the Frenci, and we are of the opinion that
additional compromises in the U.S8,. position or raturity
limitations would inhihit Iiirha nli's ability to Leep

U.5. exporters competitive.

Virtually all ncgotiating nations genuinels Coesire to
linit government suvoort for exports.  Lowever, no
country can unilaterally irnplecent more strincont
guidelines, given tihn necessity of mvﬂtlug covivotit
ot fers and cach is somnewhat fcarful of civine up too
much flenibility vige-a=-vis its najor compatite:

Come arc odvocating a vary linited agrocemoni; howevoen,
this solution lears little merit., She anly violh

means to linmiting covernmont support for cuporis is
a comprehensive agroowent in a internationally agreod
context,
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Any agreement which neglects to institute guidelines
on all facets of official export financing could hbe
easily circunvented, Tor the purpose of this Economic
Summit, the Presicdent should seek concurrence

of other lieads of State on the followirg points:

(1) Loans to the USER shcould carry no more
concessicnaryv terms than are applicable else-
where and, therefore, interest rates on lines
of credit to the USER should be adjusted upvard
to at least-7.5 percent at the carliest
opportunity proviced by the terms of such
agreenents., '

(2} A Gentlemen's Agreement should be concluded
on the basis of anvy one of the four 7,8, propo-

- e W

cals with & tarcet signing date of Januery 1, 1976

-
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POSSIBLE TRADE RESTRICTIONS BY THE UK AND ITALY

The UK and Italy may announce the imposition of broad
import restrictions either hefore the sumnit, or at the
summit, In hoth countries, considerahle political
pressures arc being brought to bear on the government to
reversa tigﬁt demand management policies, which have
resulted dn a considerable improvement of their bhalance
of pavyments and rate of inflation in the past‘year.

Should these countries impose trade restrictions, they
wonld be desiqned to moderate any deterioration of the
balance of wayments that would follow from more expansicn-
ary econonic policies.

The Lmposition of import restrictions by the UK
and Italy should be opposed vigoreouasly, vrimarily hecause
it would be a false panacea for insufficient internal
fiscal and rnonectary discipline. It would also set a bad
precedent for other countries, since it would ke a classical
haqgar-thy=-neighbor policy desiqned to shoré up domestic
employment at the expense of cmployment in other countries,

Should the controls be imvosaed before the summjﬁ, the
action should ba deplored and a strong plea should he mado

for in=-lent consaltations,
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Alleaations of U.S. protectionism'

Foreign governments have voiced increasing concern
ahout Qhat they see as a new protectionist trend in the
United States. They bage their fear on a sharp increasec
in private petitions for import relief under escape clause
provisions and for remedial actions against unfair trade
practices under a bhroad range of U.S. trade laws, including
countervailing duty, anti—dumpinq, and unfair trade
practices prévisions.

The petitions have led to investigations of the
facts in each case by the avprevriate govermnent agconcies,
as nrovided by U.S. law. While only a minor case involving
Poland has so far resulted in any remedial actions, manvy
foreign governments feel that the willingness of the govern-

ment to pursue a public investigation of these cases 1

91

in itself a protectionist act., Moreover, theyv are suspicious
‘about the future disposition by the government of all the
outstanding cases. In particular, they are awarc that
there has been a long-standing disagreement ‘with the United
States over the criteria to bhe used in decidinq whether or
not a foreiqgn subsidy is unfair, warranting the apnlicaticn
of countervailing or anti~dumpzince duties. They are likely
to.argue that actions based on U.S. criteria of fairness

are in themsalves uanfair.
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Other government leaders are certain to press the
President at~the Surimmit to use whatever discretion he has
within the law to avoid or limit restrictive remedial actions.
They are also likely to press the United States to hring its
administration of remedial border measures into comnliance
with internqtional obligations, They could argue that pro-
‘tectionism in the United States justified their own use of
remedial import measures.

The United States should counter these arquments by
dispelling unwarranted foreiqn fears, putting potential
U.S. actions into perspective, and assuring other countries
that the United States will act resvonsibly in carrvinag out
its trade la&s.

In passing the Trade Act, the Congress qranted .the
most libsral negotiating authority granted any President.
However, in granting this authority, the Congress called
for broader public participation in the formulation of
trade policy and for a morce open process and more resnonsive
attitude by the government in dealing with private sector
grievances, The recent increase in wvetitions is in larae
part an effort by the private sector to test these new
provisions of the Trade Act. In order to retain U.S. support
for a liberal trade policy, it is essential that the U.S.
Governnent deal with these cases in an open and responsive
way, including a full investigation of all petitions received,

and responsive attitude to all legitimate private grievances.
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At the same time, the U.S., Government intends to act
responsibly, fully cognizant of the delicacy of the

current international economic situation.,
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TAB B-6




SUMMARY OF ESCAPE CLAUSE, ANTI-DUMPING,
COUNTERVAILING DUTY, ARD UHFAIR IMPORT PRACTICES,
COMPLAINTS, INVESTIGATIONS, AND REMEDILS 1973-1074-1975

1973 19874 1975

New Complaints Received

Escape Clause Petitions ) 0 10
Dumping complaints 34 10 11
Bounties and subsidies complaints 24 3 1
Unfair import practices complaints* 4 0 4
Investigations
Escape clause petitions 4 1 ?
Dumping complaints
Treasury 25 11 1
Tariff Commission 23 6 1
Bounty or subsidies complaints 2 4 2N
Unfaly imbort practicest* 13 12 1
Preliminary 13 T T
Fall 5 7 0
Finding of investigation
Negative
Escape clause 1 1 1
Dumpinag 9 2. -
Bounties or Subsidies 0 1 g
Unfair import practices* 0 1 v
Affirmative
Escape clause _ 1 1 1
Dumping 11 6 -
Injury 13 0 e
Bounties or subsidies 2 1 12
Unfair import practices* ? 0 -
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