


Q

FART L

il Tatrar fov Exponts T3 e OSSR

T- Tl  RBASMNAD

Wk Sleairous San Pipalins [ Roits Ro

L9

"E‘:f’ Vi) Elanlivinwiot Lo Jva

ey S | e~ P S PV

r o’ & ”;«L J fh:'ti' e

> fbdandiogy D
v u’./

Referred to

Referred to

Referred to

Referred to

e LR TR 2‘_

Pl G

A4z







TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date

CC(82) 48" Meeting, item 2 11/11/82
CC(82) 47" Meeting, item 2 4/11/82
CC(82) 45" Meeting, item 3 28/10/82
CC(82) 44" Meeting, item 2 21/10/82
CC(82) 43" Meeting, item 2 14/10/82
CC(82) 42™ Meeting, item 2 30/9/82
CC(82) 41st Meeting, item 1 9/9/82
CC(82) 40" Meeting, item 4 29/7/82
CC(82) 37" Meeting, item 3 8/7/82
CC(82) 35™ Meeting, item 4 24/6/82

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

Signed j- éﬂ(,,/ Date 19/10/2012
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TO IMMEDIATE FCO

TELEGRAM NUMBER 3660 OF 11 NOVEMBER

INFO IMMED|ATE BTDO NEW YORK (FOR PS/S OF §)

PRIORITY PARIS, BONN, ROME, COPENHAGEM, UKDEL NATO, UKDEL OQECD,
UKREP BRUSSELS, ROUTINE TOKYO, CTTAWA, BRUSSELS AND THE HAGUE
INFO SAVING ATHENS, DUBLIN AMD LUXEMBOURG

YOUR TELMO 2000: EAST WEST ECONOMIC RELATIONS (PIPELINE)

1. THERE WAS NO SIGN TODAY OF A U S DECISION ON SANCTIONS.

MINISTER THEREFORE TOOK ADVANTAGE OF THE LULL TO GO OVER THE GROUMD
COVERED IN YOUR TELEGRAM UNDER REFERENCE INFORMALLY WITH A SENIOR
CONTACT IN THE STATE DEPARTMEMNT.

2. THE REACTION OF THE CFFICIAL CONCERNED (WHO HAS BEEMN CLOSELY
INVOLVED IN THE WHOLE PROCESS) WAS ONE OF GEMUINE D|SMAY AND
SURPRISE. THE AMERICANS HAD BEEMN CONFIDENT THAT EITHER OF THE
OPTIONS DESCRIBED IN MY TELNO 3648 WOULD MEET THE MAIN CONCERNS OF
EUROPEAN GOVERNMENTS ABOUT DAMAGE TO THEIR COMPANIES' [NTERESTS
RESULTING FROM THE DECEMBER AND JUNE SANCTIONS. AS THE AMERICANS

HAD UNDERSTOOD THE PROBLEM, OUR CONCERNS AROQSE PRIMARILY FROM

THE RETRO-ACTIVE AND EXTRA TERRITORIAL ELEMENTS IN THE U S MEASURES.
THE ADMINISTRATION HAD BEEN TOLD ON MANY OCCASIONS (AND OFTEN IN

THE STROMGEST TERMS) THAT WHAT THEY DID TO U § FIRMS WAS THEIR OwN
BUSINESS BUT THEY SHOULD NOT BE DOING IT TO COMPAMIES IN OTHER
COUNTRIES, ABOVE ALL RETROSPECTIVELY. WHEN IT CAME TO LOOKING FCR
WAYS OF LIFTING THE SANCTIONS THEREFORE THEY HAD COMCENTRATED ON
THEIR RETRO-ACTIVE AND EXTRA TERRITORIAL PROVISIONS. AT THE SAME
TIME THE PRES|DENT HAD TO LOOK OUT FOR HLS RIGHT FLANK. U S OFFICIALS
THOUGHT THEY HAD FOUND A COMPROMISE SOLUTION THAT WOULD FULLY MEET
THE PROBLEMS OF THE EUROPEANS WITHOUT EXPOSING THE PRESIDENT TO
EXCESSIVE CRITICISM FROM HIS OWN SUPPORTERS AND |INDEED FROM SOME

OF HIS OWN TOP ADVISERS FOR TOTALLY CHANGING TACK. THIS WAS THE
BACKGROUND AGAINST WHICH THE SECOND OPTION MEEDED TC BE SEEM,

3. THOMAS REPLIED THAT THIS WAS ONLY PART OF THE STORY. WE AND OTHERS
HAD MADE CLEAR FROM THE BEGINNING THAT [N ADDITION TO THE RETRO-
ACTIVE AND EXTRA TERRITORIAL ASPECTS OF THE U S MEASURES WE OBJECTED
TO THEIR TAKING UMNILATERAL DECISIONS AFFECTING THE WHOLE ALLIANCE
WITHCUT ADEQUATE CONSULTATION. HE AGREED THAT WE HAD COMPLA|IMED
VIGOROUSLY ABOUT THE FRUSTRATION OF EXISTING CONTRACTS, BUT WE HAD
ALSC ARGUED AT ALL LEVELS THAT THIS WAS AN AREA WHERE THE NECESSARY
FIRST STEP WOULD HAVE BEEN TO SIT DOWN AMONG THE ALLIES AND WORK

QUT THE BASIS FOR A COMMON APPROACH. IN THE NEGOTIATION OF THE
NOM=-PAPER WE HAD NOW BUILT A FRAMEWORK FOR THIS, BUT 1F THE

AMER ICANS ADOPTED OPTION 2, THEY WOULD BE PREJUDGING AN IMPORTANT
PART OF THAT EXERCISE BY MAINTAINING A BAN ON THE EXPCRT OR RE-EXPORT

SCerer FeLipst /bﬁ







EAST/WEST ECONOMIC RELATIONS: PIPELINE

The Prime Minister has asked that you should convey
to the White House as soon as possible her view, and
that of her colleagues, that, given Brezhnev's death and
the period of uncertainty which is now likely to ensue,
we regard it as of the greatest importance that the
West should be, and be seen to be, united. Against
this background, it is more than ever essential that
the pipeline issue should be very rapidly resolved.
To achieve this, we trust that the President will 1ift
both the June and the December measures and the temporary

Denial Orders.
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TO IMMEDIATE FCO

TELEGRAM NUMBER 3648 OF 10 NOVEMBER

INFO IMMED|ATE AMMAN (FOR PS/S OF §)

PRIORITY TO PARIS, BONN, ROME, COPENHAGEN, UKDEL NATO, UKDEL OECD
UKREP BRUSSELS AND ROUTINE TO TOKYO, OTTAWA, BRUSSELS, THE HAGUE

INFO SAVING ATHENS, DUBLIN AND LUXEMBOURG

MIPT: ALTERNATIVE US OPTIONS ON LIFTING SANCTIONS.

1. THE TWO ALTERNATIVES WHICH WE UNDERSTAND WERE SUBMITTED
YESTERDAY TO PRESIDENT REAGAN WERE:

(1) COMPLETE LIFTING OF THE DECEMBER 1981 AND JUNE 1982 MEASURES
IN ALL THEIR PARTS. THIS WAS THE ALTERNATIVE PREPARED BY THE
DEPARTMENT OF COMMERCE. TECHNICALLY IT WOULD BE THE
SIMPLEST OPTION, THE MAIN OBJECTION IN INTER-AGENCY
DISCUSSIONS WAS THE POLITICAL ONE: THE US WOULD APPEAR TO
HAVE BEEN ROUTED BY THE ALLIES.

REMOVAL OF THOSE PARTS OF THE DECEMBER 1981 AND JUNE 1982
MEASURES WHICH AFFECTED EXISTING CONTRACTS (AND RELATED
SERVICE CONTRACTS) BUT RETAINING LICENSING PROCEDURES FOR
EXPORTS AND RE-EXPORTS TO THE SOVIET UNION WITH CERTAIN
SPECIFIED EXCEPTIONS. /

THIS ALTERNAYIWE WAS SPECIFICALLY DESIGNED TO MEET THE
PROBLEMS OF EUROPEAN AND JAPANESE COMPANI|ES WHICH HAD BEEN
AFFECTED BY THE JUNE AND DECEMBER CONTROLS, LEAVING A
LOOPHOLE FOR SPECIAL CASES.

THE NSC (WHO FAVORS THIS ALTERNATIVE) TELLS US THAT THIS

TIME THE PROCEDURES FOR ALLOWING EXCEPTIONS WOULD BE PROPERLY
WORKED OUT WITH THE COMMERCE DEPARTMENT TO AVOID A REPETITION
OF THE CHAOS OF THE LAST FEW MONTHS. EVEN SO WE SUSPECT THERE
WOULD INEVITABLY BE ARGUMENT AND DELAYS AS INDIVIDUAL SPECIAL
CASES ARE CONSIDERED BY THE LICENSING AUTHORITIES.

CONFIDENTIAL
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MIFT CONTAINS THE TEXT OF THIS RELEVANT PASSAGE FROM THE SUBMISS ION
TO THE PRESIDENT WHICH HAS BEEN GIVEN TO US IN STRICTEST CONF IDENCE.
OUR KNOWLEDGE OF IT SHOULD NOT BE REVEALED TO U.S. OR OTHER

OFF ICIALS.

2. IT IS NOT YET CLEAR WHICH wAY THE CAT WILL JUMP, STATE DEPARTMENT
OFF ICIALS THINK THE PRES|DENT IS MORE LIKELY TO GO FOR THE SECOND
ALTERNATIVE.

FCO PASS SAVING: ATHENS, DUBLAN AND LUXEMBOURG
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INFO IMMEDIATE AMMAN (FOR PS/S OF §)
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ROUT I HE Toxvu, OTTAwA, SRUSSEL

FOLLOW NG
WEST COAST.

MY TELNO 3637: EAST-WEST ECONOMIC RELATIONS (PIPELINE)
1. SINCE WE ARE NOW VERY CLOSE TO THE CRUNGCH IN THESE

NEGOTIATIONS, IT MAY BE WORTH SETTING OUT WAERE WE HAYE GOT
T0.

ACKAGE THAT EMERGES AT THE END OF THE rOCESS MUST CONTAIN

MG QUT! AN ALLI!ANCE
AST/NEST ECONOMIC RELATIONS (THE NON-PAPER)
CTO P( US DECISION ON THE LIFTING OF SANCTIOMS
€ SIBERIAN NE ——
(111) AN AGREED HMETHOD OF PRESEHTING RESULTS
TO THE :'-":JP-L!g,, 4
IT HAS BEEN AN AC CONVENTION FOR SOME TIME THAT
ON EACH OF THE - LEME! PENDENT ON AGREEMENT ON THE
WHOLE.

3« OUR OWN BASIC POLICY AIMS AT THE
E

(1) TO SECURE THE LIFTING OF THE
MEASURES (AND SUBSEQUENT DE:
RELATED TO COMPANIES QUTS|DE
TO REACH AGREEMENT .ON THE
THE SOVIET ECGHCHY AS A BASIS ) WE? M AGREEMENT ON

TO SECURE AGP;_dtHT THAT AMERICAN EXTRATERRITOR
LEGISLATION CONSTITUTED A DﬁiﬁLEH WHICH }
URGENTLY AND THAT EXTRA-TE

SHOULD NOT BE TAKEN

AGREEMENT HAS NOW W REACHED IN PRINCIPLE BETWEEN THE
MMIT SEVEN ON RY OF CONCLUSIONS Ot EAST/WE
RELATIONS WHICH COVERS OUR OBJECTIVE AT 3(11) ABOVE
EXT 1S COMTAINED I& MY TELNO 3640. THIS REQUIRED

a0 S e taa Lot W LT Al
C\I.'.. s wmi 4 Qe Ve




MNEDONTIA
SIVE LINE=BY=LINE N ONS AND AMOUNTS TO AN AGREED SET OF
GEMERAL PR INCIPLES AND JORK PROGRAMME. LI1KE ALL SuCH
DOCUMENTS, IT CAfl MEAN DIFFEREN 11N TO DIFFERENT PEOPLE,
|F WE ARE NOT CAREFU D G RISE LATER TO
ACCUSATI0NS OF BAD TH ON S1DE. BUT THE
OF ALL THE PARTICIPANTS HAVE BEEN CLEARLY STATED
OF THE D JSSI10NS HERE UR Quh PARTICIPATION
HAS BEEN EX Ol TH NDERSTANDING THAT WAS WITHGUT
COMMITIEN THe OU ME OF THE STUDIES (AND COURSE
ON THE UNDER ANDIHG THA HE AVERICANS WOULD N PARALLEL
LIET THE SAHCTHOHS.). THE \SK wILL NOw BE TO R b HOW THE
FURTHER WORK AND THE STUDIES ARE TO BE UNDERTAK
PARTICIPATE IN THEM IN COOD FAITH,

5. WE WTILL AWAIT AN AMERICAN DECISION OH THE SECOND PART OF
THE PACKAGE — THE LIFTING OF SANCTIONS. THE EUROPEAN FOUR
HAVE MADE IT CLEAR THAT UNTIL WE KNOW WHAT THE AMERICANS
ARE PREPARED TO DO ON THIS FRONT, 1T 1S NOT POSSIBLE FOR
ANY PARTICULAR METHOD OF PUBLIC PRESENTATION OF
THE NATIONAL SECUR OUNCIL WAS DUE TO TAKE A
DECISI10N ON THE LIFTT“ﬁ [ ANCT IONS YESTERDAY, BUT IN THE
EVENT (WASHINGTON TELEG NO 3632) NO DECISION WAS TAKEN.
| UNDERSTAND THAT THE IMAIN REASON FOR THIS WAS THE DIFFICULTY
OF DEPI”iNC BETWEEN TWO OPTIONS WHICH WERE SUBMITTED TO THE
RESIDENT FOR LIFTING £ SANCTIONS, THE OPTIONS ARE SET OUT

IN MY TWD IFT'S.

U
-
TH

5. THE FINAL. DECISION Ol THE MODALITIES FOR LIFTING SAHCTIOH

WILL BE TAKEN BY THE PRES!DENT Il CONSULTATIOMN VWITH HIS

IMMED)ATE CIRCLE OF ADVISERS. ASSUMING THAT ONE OF THE ABOVE OPTIONS
1S ADOPTED, OUR DESIDERATA wWOULD BE MET ON EXISTING CONTRACTS,
THOUGH THE SECOND RNATIVE WOULD LEAVE UK COMPANIES SUBJECT

TO US LICENSING R MENTS FOR RE=EXPORT TO THE

SOVIET UNICN OF \ | N CATEGORIES OF GOODS. HOW TH!S

RIGHT wWiILL B (i SED WILL DEPEMD TO SOME EXTENT ON

THE OUTCOME bE: S 1ES PROVIDED FOR IN THE SUMMARY OF
CONCLUSIONS OHR & J JHCMIC RELATIONS.

=y
%)

BE
e ] =

OH THE SUMMARY OF
ECONOMIC RELATIONS. THIS IS BECAUSE
N TO LIFT SANCTIONS WiLL LEAK, AND HE WILL
{54 FROM HOME QUARTERS FOR ACCEDING
5 HE CAR AT THE SAME TIME REVEAL
WHAT HAS K AGRI ' A Y AN ALTERNATIVE ALLJARKC

._:1
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STRATEGY O! / ] TCONOMIC RELATIONS.
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CONFIDENTIAL

TRY TO AGREE ON THE POINTS TO BE INCLUDED !
STATEMENT ENT REAGAN AMD THEN ON wH
SHOULD 3E D Il RESPONSE 3Y OTHER GOVERNM
AGREE THAT THE SUMMARY OF CONCLUSIONS 1TS
PUBL I SH AND THAT AMY ACCOMPANYING

3R

2. THE FIRST ALTERNATIVE WOULD BE QUICKEST AND EASIEST 3UT
3Y FAR THE MOST RISKY. AMMAN TELNO 3 GAVE US AUTHORITY TO
ACCEPT (11) (PUBLICATION OF THIS TEXT) PROVIDED OTHER MEMBERS
OF THE COMMUNITY, AGREED AND PROVIDED THE PRESIDENT'S STATEMENT
WAS SHORT AND DID HOT PURPORT TO INTERPRET THE PAP THERE
IS NOW AN EMERGIMNG COMSENSUS IN THE COMMUMITY IN F&”C”E OF
THE GERMAN EMBASSY HERE BELIEVE THAT THE GERMAY
ULTIMATELY BE DISPOSED TO AGREE. OQNLY THE FRENCH
HOLDING OUT, AND THIS MAY BE FOR TACTICAL
THE FRENCH AMBASSADOR HERE 1S IN NOT DOUBT THAT T
ENORMOUSLY DIFFICULT TO NEGOTIATE THE TEXT OF A
PUBLIC STATEMENT AND THE TEXTS OF EUROPEAN AND OTHER
SPONSES FOR ALL THE REASOMS SET OUT IN YOUR TELEGRAM
AMMAN,

WE AND OTHER REPRESENTATIVES

TRONGLY TO THE AMERICANS THAT OTHER

ME TO ASSESS THE RESULTS OF THIS

ONCLUS IONS BEFORE THEY CAN AGR ANY ANNOUNCEMENT
MADE. THE STATE DEPARTMENT UNDERSTAND THIS DUT IT MAY
S5 WELL UNDERSTOOD 1N THE WHITE HOU SE

()
.

1
S
T
ou

=
-

92 oo

11. THE STATE DEPARTMENT ARE RECOMMENDING THAT AS SOON AS

THE PRESIDENT'S DECISION ON SANCTIONS HAS BEEN MADE, HE SHOULD
SEND MESSAGES TO THE OTHER HEADS OF GOVERNMENT CONCERNED,
COMMENDING THE RESULTS OF THE EXERCISE AND SEEKING THE
EARLIEST POSSIBLE RESPONSE. THERE iAY ALSO BE A MESSAGE

FROM SHULTZ TO YOU IN THE SAME SEN WHEH THAT POINT 1S
REACHED YOU MAY THINK THERE" IE MERIT IN A

SUGGESTION WHICH THE DAMISH AMBASSADOR MADE |NFORMALLY AT
TODAY'S MEETING WITH THE FOUR IT MAY BE DESIRABLE FOR THE
FOUR EUROPCAN GOVERNMENTS MOST DIRECTLY CONCERNED TO ZE IN
TOUCH SO AS TO TRY TO .PRODUCE A COWCERTED RESPONSE \ITH THE
LEAST DEALY PRACTICABLE.

12. AS TO OUR OSJECTIVE ON EXTRA-TERRITORIALITY (PARAGRAPH
3(111) ABOVE) THE COMMUMITY HAVE MADE CLEAR IMFORMALLY TO THE
AMERICANS THE INMPORTANCE WE ALL ATTACH TO THIS ISSUE.

IT STILL REMAINS, HOVWEVER, TO FIND AN APPROPRIATE WAY

OF GETTING THE POINT NOTED FOR THE RE

THE FRENCH HAVE EXPRESSED A PREFERENCE R R, TO WHICH
THE AMERICANS WOULD BE EXPECTED TO RESPON WE H/ RGUED THAT

A MORE APPROPR IATE METHOD WOULD BE A STATEMENT BY THE PRESIDEI icy,

L Ve
COMEIDINTIAL /v




IM THE COURSE OF ONE OF © F A ( NGS WITH THE AMER)CANS,

I WHICH WE ¥OL 'R TO OUR EAR TATEMENTS OF CONCER?

U:.- THIS MATTER AND MAKE BT WE PROPOSED TO PURSUE
SCUSS 10 Of HE AMERICANS IN PARALLEL WITH THE

WHICH WILL EBE TAKIHN LACE Off THE |3SUES 'UF EAST/MEST

THIS WOULD IHTRODU A HELPFUL LINKAGE BETWEEN

SIDES OF THE BALANCE. THE COMMISSION AND THE

COMMUNITY SUPPORT US ON THIS APPROACH. AT THE EMD

T SEEMS UKLIKELY THAT THE PROCEDURE.-OK THIS QUESTION WiLL

BE STICKING POINT FOR EITHER THE FRENCH OR THE

FCO PASS SAVING ATHERS
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DESKBY 1012007
FM BONN 101015Z NOv 82
O IMMEDIATE FCO
TELEGRAM NUMBER 953 OF 10 NOVEMBER
INFO IMMEDIATE AMMAN (FOR SECRETARY OF STATE'S PARTY), WASHINGTON,
PARIS

FOLLOWING FROM BULLARD IN BONN: PIPELINE

1. BURT TOLD ME THIS MORNING THAT THE FAILURE OF THE NSC TO REACH
A DECISION (WASHINGTON TELNO 3628 OF 9 NOVEMBER) SHOULD ot 3E
 INTERPRETED AS HERALDING A CHANGE OF US POLICY. HE DID NOT THINK
THE PRESIDENT HAD DOUBTS ABOUT THE CONTENTS OF THE NON-PAPER (ON
WHICH HE HAD BEEN KEPT CAREFULLY BRTEF!D THROUGHOUT THE WASH INGTON
NEGOTIATIONS). RATHER, HE THOUGHT THE DELAY REFLECTED DEBATE W{THIN
THE ADMINISTRATION AS TO THE MODALITIES FOR LIFTING SANCTIONS (THIS
WOULD BE A COMPLICATED OPERATION), AND CONTINUING DI1SCUSSION ABOUT
THE QUESTION OF PUBLICATION. IT WAS ESSENTIAL THAT THE DECISION,
ONCE TAKEN, SHOULD BE SUPPORTED UNAMIMOUSLY, INCLUDING BY ALL THE
VARIOUS AGENCIES IN WASHINGTOM.

TAYLOR

COPIES SENT TO
No. 10 DOWNING STREET

EAST/WEST ECONOMIC ISSUES - SIBERTAN PIPELINE

LIMITED ADDITIONAL DISTRIBUTION
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TO FLASH WASH INGTON

TELEGRAM NUMBER 3 OF 09 NOV

AND TO FLASH FCO

INFO IMMED|ATE PARIS, BONN, ROME: PRIGR(TY COPENHAGEN,
UKDEL OECD, UKREP BRUSSELS: ROUTINE TOKYD, GTTAWA

FCO TELNO 299: PPEL |NE
FOLLOWING FROM PRIVATE SECRETARY

SECRETARY OF STATE ACCEPTS RECOMMENDAT|ONS
TO PUBLICATION (AS THE LESSER EVIL) IF Oue
AND SUBJECT TO0 THE IMPORTANT PRGV1S0

2. DEPARTMENT SHOULD (NFORM NO 10

IF_THEY HAVE NOT ALREADY DOWE SO,

GREAT IMPORTANT TO THE PUBLIC PRESEN

IS MADE, AND ASSUMES THAT (WHITEHALL DEPART
TOUCH ON THIS

.
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CONFIDENTIAL

FM FCO 091700Z NOVEMBER 1982

TO FLASH AMMAN

TELEGRAM NUMBER 299 OF 9 NOVEMBER

INFO FLASH WASHINGTON, IMMEDIATE PARIS, BONN, ROME, PRIORITY
COPENHAGEN, UKDEL NATO, UKDEL OECD, UKREP BRUSSELS, ROUTINE
TOKYO, OTTAWA

FOLLOWING FOR PRIVATE SECRETARY: EAST/WEST ECONOMIC RELATIONS
(PIPELINE)

1. YOU WILL HAVE SEEN FROM PARAS 8-9 OF WASHINGTON TEL 3612
THAT THE AMERICANS HAVE PROPOSED THAT THE TEXT OF THE SHULTZ

PAPER SHOULD BE PUBLISHED. THE CANADIAN AMBASSADOR AGREED:

THE FRENCH AMBASSADOR AGREED TO RECOMMEND THIS TO HIS GOVERNMENT,
AND. THE OTHER SUMMIT SEVEN REPRESENTATIVES ARE SEEKING
INSTRUCTIONS.

2UP TO NOW WE HAVE BEEN WORKING ON THE ASSUMPTION THAT THE
PAPER SHOULD REMAIN CONFIDENTIAL. GENSCEER HAS ATTACHED
IMPORTANCE TO THIS AND SO HAVE THE FRENCH: AND THE SECRETARY OF
STATE IS COMMITTED TO GENSCHER OVER IT.

3. BUT IN THE LIGHT OF THE WAY, THE NEGOTIATIONS HAVE DEVELOPED
IN WASEINGTON, WE HAVE COME TO THE VIEW THAT IT WOULD ON BALANCE
BE BETTER TO GO FOR PUBLICATION, PROVIDED ALL OUR PARTNERS WERE ~
TO_AGREE, THAN TO HAVE A UNILATERAL PRESIDENTIAL PUBLIC STATEMENT
WHICH RISKS PROVOKING DAMAGING REACTIONS FROM OTHER CAPITALS
(ESPECIALLY PARIS). THE TEMPTATION ON THE PRESIDENT WILL BE TO
CLAIM THAT THE NEGOTIATION HAS PRODUCED MORE THAN IN FACT IT HAS:
AND THE DANGER TO US IS THAT THE PRESIDENT'S STATEMENT MAY GIVE
TEE IMPRESSION TEAT WE ARE ALL COMMITTED TO DOING MORE THAN WE

(IT WAS FOR THIS REASON THAT WE DID NOT MUCH LIKE

FIRST DRAFT OF THE PRESIDENT'S STATEMENT WE WERE

1
CONFIDENTIAL




24761 - 1

GIVEN PRIVATELY BY THE AMERICANS).
4, ANOTHER FACTOR IS THAT THE SHULTZ TEXT, AS THE AMERICANS
HAVE UNDERLINED, IS BOUND TO LEAK ANYWAY. BETTER TO PUT OUT
THE AUTHORISED TEXT IN CAPITALS ON OUR OWN INITIATIVE. PRESS
HANDLING WOULD BE GREATLY SIMPLIFIED.

5. IF PUBLICATION IS AGREED BY ALL THE PARTNERS, THE PRESIDENT
WOULD THEN NEED ONLY TO MAKE A SHORT COVERING STATEMENT.

6. WE HAVE SPOKEN THIS AFTERNOON TO THE GERMAN AND FRENCH
ECONOMIC DIRECTORS. WE JUDGE THAT THE GERMANS MIGHT AGREE TO
PUBLICATION OF THE SHULTZ TEXT BUT THE FRENCH, AT PRESENT, WILL
NOT.

T OUR RECOMMENDATION IS THAT OUR EMBASSY IN WASHINGTON SHOULD
TAKE THE LINE THAT WE COULD AGREE TO PUBLICATION OF THE SHULTZ
PAPER, PROVIDED ALL OUR PARTNERS ARE CONTENT, AND PROVIDED THE
PRESIDENT MAKES A SHORT STATEMENT WHICH DOES NOT PURPORT TO
INTERPRET THE PAPER. IF THE SECRETARY OF STATE APPROVES,
GRATEFUL IF YOU WOULD SEND A FLASH TELEGRAM TO WASHINGTON
ACCORDINGLY.

|  COPIES SENT TO
PYM Nés 10 DOWNING STREET

NNNN

DISTRIBUTION

LIMITED ADDITIONAL DISTN
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SIR J BULLARD

MR EVANS
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CONFIDENTIAL




1, MIFT CONTAINS A TEXT wHICH
TODAY'S MEETING OF ;
\NT TO BE INCLUDED 1M PRESIDENT REACAN'S ANNOUNCEWE

NRAFET STATEMEMT

EMENT TO THE
CONTINGENT Ol THE SATISFACTION

146 OF SANCTIONS

IALL1S SA1D AT TODAYS

AtLL THREE ASPECT

OF SANCTIONS AND PUE
e
THE PUBLIC AMMOUMNCEMENT CN WEDNESDAY,

HAD NO WISH TO RUSH OTHERS 1HTO AGREZMEN ) i
PRESIDENT'S DECISION WA H ON THE LIFTING OF

D UMDOUBTEDLY LEAK. HE

EMENT SHOULD BE M

COMSTRAINT 1S THAT THE PRESIDEN ' NG ONE OF H1S REGULAR SERIES

OF PRESS CONFERENCES ON THURSDAY, } MEER, AT WHICH HE DUES NOT
(HOT) WISH TO AMNOUNCE AGREEMENT TO TH ACKAGE BECAUSE OF THE

OF PRESSURE FOR ELUCIDATION, AT THE SAME TIME, THE WHITE HOUSE
UNL)KELY TO BE ABLE TO AVOID QUESTIONS ABOUT THE NSC'S DECISION.

4. WALLIS SAID HE WOULD LIKE TO KNOQW BY TOMORROW EVENIMS HOW OTHER
GOVERMMENTS REACTED TO THE STATE DEPARTMENT DRAFT POINTS AND HOW TH
INTENDED TO ANNOUNCE THE AGRCEMENT THEMSELVES.

5. MOST OF THE OTHER GOVERKMENTES COMCERNMED, INCLUDING

THE FRENCH THOUGHT 1T WAS RUSHING THINGS TGO MUCH TO EXPE
GOE?RHMEHTS TO RESPOND ON THE QUESTION OF PUBLIC ANNQUHCEMEN

WITHOUT KNOWING WHAT THE AMERICANS INTENDED OH THE LIFTING OF THE
SANCTLONS, N ANY CASE, IT WAS MADE CLEAR AT A SUBSEQUENT COMHMUN-
ITY ROUND=UP SESSION THAT THERE WCULD BE PRACTICAL DIFFICULTIES FOR
SOME. THE ITALIANS POINTED OUT THAT THERE WERE MANY PEOPLE IN THE
ITALIAN COALITION WHO HAD TO RPE CONSULTED. THIS WOULD TAKE TIME

LR}
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INSTRUCTIONS
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JASHINGTON
NGVEMBER
RELATIONS (PIPELINE)
FOLLOW LG

| AM PLEASED TO ANMOUNCE THAT WE AND OUR EUROPEAMN, CANADIAN

AND JAPANESE PARTHERS MAVE JUST REACHED A COMMON UHNDERSTANDING

ON THE FUTURE CONDUCT OF EAST-WEST ECONOMC! RELATIONS, THIS

UNDERSTANDING SHOWS THAT THE WESTERM ALLIANCE 15 FUNDAMENTALLY

UNITED OVER THIS QUESTICN. MORE JMPORTANTLY, 1T WILL SERVE TO

ENSURE THAT IN THE FUTURE OUR ECONOMIC RELATIONS WITH THE

SOVIET UMION WILL BE CONDUCTED IN A WAY THAT PROTECTS OUR

COMMON SECURITY INTERESTS.

AS A RESULT OF INTENSE DISCUSSIONS, CHARACTER1ZED THROUGHOUT BY

500D WILL AND UNITY OF PURPOSE, WE HAVE AGREED ON THE BASIC

CRITEP 1A FOR THE TONTUCT OF EAST-WEST ECONOMIC RELATIONS, A

SET OF CONCRETE ACTIONS, AND A WORK PROGRAM, INCLUDING A SERIES

oF sruttas, TO 1MPLEMENT THIS COMMON APPROACH.

I ICULAR, WE HAYE AGREED MOT TO EHCAGE IN TPADE ARRANGEMENTS

WHICH COULD CONTRIBUTE TO THE NMTLTTARY OF STRATEXTC ADVANTAGE OF

THE USSR OR SERVE TO SUBS1DIZE THE SOVIET ECONOMY. THE WORK

PROGRAM WILL EXAMINE HOW TO |MPLEMENT THESE 3ROAD AGREEMENTS

IN VARIOUS AREAS OF EAST-WEST ECONOMIC RELATIONS. 3ECAUSE WE

AlD OUR PARTHERS ARE UNITED IH OUR BASIC OUTLOOK AXD COMMITTED

TO WORKING TOGETHER =— AS WAS SO EVIDENT IN THESE RECENT

31SCUSSIONS == WE ARE CONFIDENT THAT THE WORK PROGRAM ¥

PRODUCE A DETAILED 3AS1S FOR WESTERYN ECOHOMIC POLICIES

THE EAST WHICH WILL SERVE US FOR THE REST OF THE DECAD

IEYONE.

PRIORITY ATTENTION WILL 3E GIVEN TO TRADE IN HIGH TECHNOLOGY
— ——

PRODUCTS, 1NCLUDING THOSE USED 17 OIL ARD GAS PRODUCTIOM. WE

JILL ALSO STUDY WESTERN ENERGY REQUIREMENTS AND THE QUESTION OF

DEPENDENCE ON ENERGY IMPORTS, WITH PARTICULAR FOCUS ON THE

EUROPEAN SITUATI0N.

IN ADDITION, WE HAVE AGREED O SEVERAL IMMEDIATE ACT]OHS:

-~ FIRST, WE AND OUR PARTHERS WILL STRENCTHEN THE EFFECTIVEMESS

OF OUR EXISTING CONTROLS ON TRANSFER OF STRATEGIC I1TEXS TO

THE SOVIET UHION,

— SECOND, WE WILL ESTABLISH ¥1THOUT DELAY PRCC

MONITORING FINANCIAL RELATIOHNS WITH THE S'JH:T -J‘;?.' :

WORK URGENTLY TO HARMON1ZE OUR EXPORT CREDIT

— THIRD, EACH PARTNER HAS AFFIRMED THAT NG NEW CON

THE PURCHASE OF SOVIET MATURAL 'GAS YILL 5€ S)

DURING THE COURSE OF STUDY OF ALTERNATIVE 30

A

~
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STILL HAPPENING == | POLAND HA

THE ALLMANCE THAT THE SOVIET Ui ioN
NSI3SLE AND RESTRAINED MEMBER OF THE
INTERRATIONAL ORDER, WE DO NOT PLAN TQ WAGE ECOnOMIC WARFARE
AGAINST THE SOVIET UNION, BUT ITS LEADERS MUST UNDERSTAND f;AT
THEIR AGGRESSIVE COMDUCT HAS ORLY STRENGTHENED OQUR COMMoN
RESOLVE AMD DOES NOT SERVE SOVIET IMTEREST,
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DESKBY OF

Fi dioHIJGTOH 0619152

TO IMHEDIATE F C 0

TELNO 3597 OF 6 NQVEMEBER 12332,

MY TELNOS 35924 AND 3595: EAST/WEST ECCNOMIC RELATIONS (PIPELINE)

SINCE MY TELEGRAM UNDER REFERENCE WERE DRAFTED, WE MAVE 2EEN
GIVEN IN STRICTEST CONFIDENCE A COPY OF A DRAFT PRESIDENTIAL
STATEMENT ABOUT THE EXERCISE COVERED IN THE REVISED U.S. NOM=-
PAPER ON EAST/WEST ECONOMIC RELATIOES. IT HAS BEEN GIVEN TO NO
ONE ELSE AND SHOULD QEL REPEAT UOT BE REFZRRED TO IM CONVERSATION
WITH ANY U.S. LET ALOHE AT THIS STACE EURQPEAN OFFICIAL, IT
IS A STATE DEPARTMENT DRAFT WHICH HAS BEEN SUBMITTED TO THE WHITE
HOUSE. IT 1S LIKELY TO BE SUBJECTED TO CONSIDERADBLE AMENDMENT.
BUT IT HELPS TO SHOW THE SORT COF STATEMENT THEY EXPECT THE
PRESIDENT WILL NEED TO MAKE.

—

2. AT FIRST SIGHT A STATEMENT ON THESE LIMES WOULD GIVE US
LITTLE DIFFICULTY, BUT THE FRENCH AHD GERMANS WOULD PROBASLY SEE
CBJECTIONS BOTH AS TO TOME AND SUBSTANCE. THAT IS A BATTLE TO

SE FOUGHT QUT HERE HEXT WEEK,

3. THE OMMISSION OF ANY REFTRENCE IN THE DRAFT STATEMENT TO THE
LIFTING OF SAHCTIONS 15 DESIGNED TC MEET FRENCH O2JECTIONS TO
a3 o : - nh_-__-ﬂ M ay
ARY EXPLICIT LINKING OF THE TWQ QUEST!ONS. THE U.5. FNTENTION

WOULD BE TO ANMCUNCE THE LIFTTICOTF SRACTIONS SEPARATELY.
e ———

L, THEt TIMETAELE THE STATE DEPARTMENT ARE AT PRESENT WORKING O

AS FOLLOWS:~-

8/7 NOVEHBER SUBMISSION OF THE NON-=PAPER 1IN ITS NEAR FINAL
FORM TO PDfSIDEﬂT REAGAM, WITH RECOMMENDATIONS
FOR THE LIFTING OF SSANCTI0NS,

NOVEM3ER {?1 MEETING WITH FOUR TO GIVE DETAILS OF WHAT
RECOMMENDATIONS ON LIFTING OF SANCTIOHS HAVE
3EEH PUT TO PRESISEHNT.

(2) MEETING YITH SEVEN TO REACH FINAL AGREEMENT

LN co -~ - S It e
Ol NON=-PAPER, SUBJECT TO AGREEMENT ON OTH

ELEMENTS 1M PACKAGE,
HOYLHMEER PRESTDENTIAL ANNOUNCE!
UR SGME TINME WEST ECONOMIC RELATIGNS

NTXT Wekr, Ay g [, P =

SELRE |
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oR 770 CONFIDENTIAL

CONF I BENTI AL

Fit WASHINGTON 0519702

TO 1HMEDIATE FCO

TELEGRAM HUMSER 3596 OF & NOVEMBER 1982

INFO IMMEDIATE PAR1S, BOHN, ROME, COPSMHAGEN, UKDEL NATO,
SE

UKDEL QECD, UKREP BRUSSELS.
YQUR GRAM 19264: 3 CONOMIC RELATI!IONS (PIPELINE)

1. THE OBJECTIVES SET QUR IM PARA 4 OF YOU®R TELEGRA
ARE MIORE EXPLICIT THAN THOSE SET QUR
TELHO 1923) AND WE HAYE BEZH THINKING A3
THL "1.
2. THE STATE DEPARTMENT TELL US IN THE STRICTEST CONFIDENC
(SEE MY TELNO 3595) THAT A (AEMORANDUM 1S GQING TO THE PRES
THlS WEEKEND FROM SHULTZ AND LORIGE RECOMMENDING THE LIF
T # R ] ——— e =
OF ALL _THE DEMIAL ORDERS, OF THE JUNE MEASURES AND OF THE BE EMEBER
———— i,
{SASURES IMSOFAR AS THESE APPLY TO FOREIGN FIRMS. THIS WOULH
oy e s
EHABLE FOREIGN FIRMS TO COMPLETE ALL CONTRACTS SIGMED BEFORE 29
— g

DECEMBER 1981, WE UMDERSTAMD THAT SUBJECT TO THE PRESIDENT'S FINAL

——— . i
AGREEMENT THIS MUCH 1S AGREED BETWEEN ALL THE AGENCIES CONCERMNED.

0T

-
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u
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o

1DE}
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WHAT REMAINS IN DISPUTE BETWEEN THE AGENCIES 1S WHETHER THE
ON THE FUTURE EXPORT BY AMERJCAN COMPANIES OF US OIL AND GAS
500DS AMD TECANOLOGY SHOULD REMALH 1M FORCE. STATE AND COMMERCE
DEPARTMENTS ARE RECOMMENDIHG A COMPLETE LIFTING: OTHERS ARE OPPOSED
HOWEVER THIS ARGUMENT COMES OUT, WHAT IS CERTAIN 1S THAT BEYOND
THE OIL AND GAS SECTORS, THE AMERICANS WILL RESERVE THE RIGHT TO
PREVENT THE EXPORT OF AMERICAN GOODS 3Y AMERICAN FIRMS IF THE
ADHMIMISTRATION JUDGES THE PPOPOSED EMD-USE TO BE OBJECTIOMABLE
(A RIGHT WHICH HMG wOULD PRESUMASLY AL30 CLAIM AT LEAST IN TIME OF
WAR). THEY WILL CONTINUE TO REGARD IT7AS FOR FOREIGH CUSTOMERS TO
EHSURE THAT THEIR CONTRACTS CONHTAIN THE APPROPRIATE FORE MAJEURE
CLAUSE.

4. UNTIL WE KNOW WHAT THE PRESIDENT #AAS DECIDED, IT WILL NOT BE
POSSIBLE TO SEE PRECISELY WHERE OUR COMPAMIES STILL STAKD. 2UT THE
LIKELIHOOD ON PRESENMT FORM 1S THAT THEY WILL BE FREED FROM ALL
DENIJAL ORDERS AMD ABLE TO COMPLETE ALL CONTRACTS SIGNED BEFORE 29
DECEMBER IMPORTING THE NECESSARY US GOODS AND TECHROLOGY TO ENASLE
THEM TO DO 50. AS TO FUTURE COHTRACTS, RE-EXPORT LICEXNCES wWCULD

AS BEFORE HAVE TO BE OJTAINED FOR GOODS SUBJECT TO US LICENSIIG
ARRANGEMENTS, NO DOUBT THE STATE DEPARTMENT WOULD ARCUE TD THE
PEESIIENT THAT IT WOULD 3E OPEN FCR THE AMERICANS TO PRESS FOm
GUTUALLY AGREED TIGHTER ARRANMOEMENTS 1M THE STUDIES UNDER 3(A) OF
THE CHULTZ NGH=-PAPER,., BUT AT LEAST UKTIL THOSE STUDIES WERE
CCMPLETED, THEY WOULD REGARD IT AS UP TO THE ANMERICANS TO DECIDE
THEMGELVES WHAT GOODS AND TECHMQLOGY SHOULD B3E UNDER US CONTROLS.
HOW MUCH UNILATERAL FREEDOM OF ACTIOH THEY WANT TO RETA|NM AFTER
THAT wWiLL DEPEND OM THE OQUTCOME OF THE EXAMINATION OF THE NEED

FOR WIDER COLLECTIVE CONTROLS.

C@N'"“‘E TIAL
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SECRET

Foreign and Commonwealth Office
London SWI1A 2AH

4 November 1982

3
e «
Pipeline k'{-

You will have seen from Washington telnos 3555, 3556 and
3557 of 3 November that what may be the critical meeting of
the Summit Seven (plus Commission and Presidency) is to take

place in Washington at 3 pm local time today.

e I

Oliver Wright reports that everybody is now ready to
accept the latest American version of the Shultz paper
(Washington telno 3556) except the French, who are isolated.
In particular, they object to the wording on credits in para-
graph 3(b) of the text, although everyone else 1s ready to
accept it.

There is, therefore, a real possibility that the whole
negotiation will break down because of French intransigence
on a point which, in the view of all their partners, lacks
substance.

The Foreign and Commonwealth Secretary may be able to
speak to M. Cheysson on the telephone later this afternoon.
But, given the timing of the meeting in Washington, and what
is at stake, Mr Pym recommends that the Prime Minister
should personally speak to M. Mitterrand when she is in Paris
later today.

The Prime Minister could make the following points:

: we now seem very close to agreement;

2 i 1§ Americans have moved a long way to meet European
views: e

we understand that all concerned except France
are now ready to accept latest text;

R —
urge France not to stand in way of the consensus
that has emerged;

today's meeting of Seven is critical. If we

lose this opportunity, not only will we risk
failure to achieve lifting of sanctions; we shall
also have lost the chance to put the West's
handling of East-West economic questions on a

more coherent and logical basis. These are two

important prizes.
\{' 7/(;/}/\*\

(R B Bone) G

A J Coles Esq Private Secretary
10 Downing Street

SECRET




8

FOPTX 14/04

GRS 478

PARIS
GRS 478
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FM FCO 141415Z NOV 82
TO FLASH WASHINGTON
TELEGRAM NUMBER 1955 OF 4 NOVEMBER
AND TO FLASH PARIS
AND TO IMMEDIATE BONN
INFO PRIORITY UKREP BRUSSELS, COPENHAGEN
ROUTINE UKDEL NATO, UKDEL OECD, ROME, THE HAGUE, BRUSSELS,
INFO SAVING DUBLIN, ATHENS, TOKYO, OTTAWA

YOUR TELS 3555-7: EAST/WEST ECONOMIC RELATIONS (PIPELINE)

1. WE HAVE THE FOLLOWING COMMENTS ON THE LATEST TEXT AND
DISCUSSIONS. WE HAVE NO OBJECTION TO THE IRISH REFORMULATION

IN THE PREAMBLE (NOR TO THE CONCEPT OF A COMMISSION SIDE LETTER)
THOUGH WE ARE, AS YOU KNOW, CONTENT WITH THE EXISTING WORDING.

WE ENDORSE DENMAN’S OBSERVATION ON THE WORD QUOTE THEREFORE
UNQUOTE IN THE SECOND CRITERION. IN 3(A) WE PREFER THE WORD

QUOTE FOLLOWING UNQUOTE TO THE WORD QUOTE BUILDING UNQUOTE,

BUT CAN EASILY LIVE WITH THE LATTER WORD.

2 ON THE FINAL SENTENCE OF 3(B) WE ALSO HAVE DIFFICULTY

WITH THE LATEST US VERSION, PARTICULARLY WITH THE WORDS QUOTE
BUILDING UPON UNQUOTE FOLLOWED BY THE |TEMISATION, WE WOULD
PREFER THE WORDING QUOTE HAVING IN MIND THE CRITERIA IN

PARAGRAPH 2 ABOVE AND THE AGREEMENTS ALREADY REACHED IN THE 0QECD
EXPORT CREDITS CONSENSUS ARRANGEMENT, THEY WILL WORK URGENTLY
FURTHER TO HARMONISE NATIONAL EXPORT CREDIT POLICIES FULLSTOP
UNQUOTE. WE COULD AGREE TO THE DELETION OF THE REFERENCE TO

THE OECD CONSENSUS BUT IF IT STAYS WE WOULD PREFER TO DELETE

THE WORDS QUOTE BUILDING UPON UNQUOTE,

3. |F THESE FORMULAE CONTINUE TO CAUSE PROBLEMS YOU HAVE
DISCRETION TO FLOAT (YET ANOTHER) MORE GENERALISED VERSION

WHICH TRIES TO AVOID THE AMERICAN OBJECTIONS TO MERE STUDIES

AND THE FRENCH BROAD OBJECTIONS TO HARMON | SATION: QUOTE THEY

WILL WORK URGENTLY FOR GREATER CONSISTENCY OF NATIONAL POLICIES

IN THE EXPORT CREDIT FIELD FULLSTOP UNQUOTE.

L, THE EXTENDED DEFINITION OF NATIONAL CREDIT POLICY AS PROPOSED
3Y THE FRENCH IS A NON=STARTER. THE GERMAN ECONOMIC DIRECTOR
TOLD HIS FRENCH COUNTERPART THIS MORNING THAT THE GERMAN
GOVERNMENT FOUND THE FRENCH FORMULATION UNACCEPTABLE. NEITHER
COULD WE ACCEPT ANY EXPLICIT COMMITMENT TO HARMONISE NON-
OFFICIAL CREDITS.

5. | HOPE TO SPEAK TO CHEYSSON ON THE TELEPHONE LATER TODAY, AND WE
ARE RECOMMENDING THAT THE PRIME MIN|STER SHOULD STRESS TO PRESIDENT
MITTERRAND THIS EVENING, WHEN THEY MEET IN PARIS, THE DANGER OF LOS-
ING THE OPPORTUNITY OF AGREEING A TEXT, WHICH ENABLED US TO ACHIEVE
THE LIFTING OF SANCTIONS, AND THE ESTABLISHMENT OF A STRATEGY

FOR THE CONDUCT OF EAST/WEST ECONOMIC RELATIONS.

6. HOWEVER, WE (LIKE PAYE) ARE DISTURBED BY THE " IMPLICATIONS

OF EAGLEBURGER’S REMARKS TO BORCH (PARA 1@ OF YOUR TEL 3557 ).

THEY COULD MEAN THAT THE AMERICANS INTEND IN RETURN FOR AN AGREED
TEXT ONLY TO RELEASE EXISTING REPEAT EXISTING CONTRACTS FROM THELE
DECEMBER 1981 AND JUNE 1982 MEASURES, AN ABLY TO LIFT

THE DENIAL ORDERS. THIS WILL NOT BE S! £

PURFOSES. )N REMAINS AS IN M

LAVE AMEBICAN PRECIS!”H On TilS POINT.

.
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FM WASH|NGTON 040100Z NOV 82
TO IMMEDIATE F C O
TELEGRAM NUMBER 3557 OF 3 NOVEMBER
INFO PRICRITY PARIS, 30NN, ROME, COPENHAGEN, UKDEL NATO, UKDEL OECD,
UKREP BRUSSELS
IUFO ROUTIMNE TOKYO, OTTAWA, BRUSSELS, THE HAGUE
INFO SAVING ATHENS, DUBLIN, LUXEMBOURG

MIPT: EAST-WEST ECONOMIC RELATIONS (PIPELINE)

—

EC MEETINGS

1. AT THE MEETING OF THE FOUR WITH THE PRESIDENCY AND THE COMMI|-
SSION, AND SUBSEQUEMNTLY WITH ALL COMMUNITY REPRESENTATIVES, BORCH
REPORTED ON HIS CALL TODAY ON EAGLEBURGER, WHO HAD PROV)DED A
REVISED VERSION OF THE US NON=-PAPER., THIS INCORPORATED THE EUROQPEAN
PROPOSALS FOR THE FIRST CRITERION, BUT OMITTED [N THE SECOND
CRITERION THE WORD QUOTE THEREFORE UNQUOTE. EAGLEBURGER HAD

UNDERL PNED THAT THE US WOULD NOT. PRE-JUDGE THE DEFINITION OF THE
WORD QUCTE SUBSIDIZE UNQUOTE. THE NCN-PAPER HAD ALSO ACCEPTED THE
FRENCH SUGGESTION FOR A QUALIFICAT-1ON OF THE COMMON LINE OF ACTION
IN SECTION 2.2., BUT BEL)EVED THAT SPELLING THIS OUT (AS PROPOSED
BY THE FRENCH) IN SECTION 1 WAS UNNECESSARY,

2. IN)SECTION 3(A) THE US NON=-PAPER HAD REPLACED QUOTE FOLLOWING
CN UNQUOTE WITH QUOTE BUILDING ON UNQUOTE. FT ALSO CONTAINED A
REDRAFTED F.INAL SENTENCE IN SECTION 3(B). IN THIS CONTEXT, EAGLE=-
BURGER HAD REFERRED TO THE CONSIDERABLE ACCOMMQDAT!IONS MADE BY THE
US TOWARDS EUROPEAN WISHES, HE PERSONALLY HAD BEEN SURPRISED THAT
THE JBHIRISTRA[ION COULD ACCEPT THE PRESENT LANGUAGE, WHICH HAD
BEEN REVIEWED AT THE HIGHEST LEVEL. (LATER DISCUSSION ESTABLISHED
THAT THE PRESENT LANGUAGE WAS SHULTZ'S OWN WORK) HE HOPED THAT THE
ENTIRE PAPER WOULD NOw BE ACCEPTABLE TO THE EUROPEANS,

3. THE ITALIAN AMBASSADOR, REPORTING ON SPADOLINI'S DISCUSSIONS
HERE, ARGUED THAT THE NON-PAPER REPRESENTED THE US BOTTOM-LINE.

US OFFICIALS HAD ALSO EMPHASISED THEIR NEED TO MAKE CLEAR IN
PUBLIC THE GENERAL SENSE OF THE UNDERSTANDING, AND THEIR INTENTIOM
THE FOLLOWING DAY TO ANNOUNCE THE LIFTING OF SANCTIONS WITHOUT
DRAWING ANY LINK BETWEEN THE TWO STEPS.

It SUPPORTED HIS STRONG PLEA THAT THE PAPER SHOULD NOW BE ACCEPTED
SY THE COMMUNITY. THE GERMAN AMBASSADOR TOOK THE SAME LINE. HE
WOULD ADV-ISE H1S GOVERNMENT NOT TO PROPOSE NEW CHANGES. WE WERE
SAFE TO ACCEPT THE PAPER SINCE IN DOING SO WE WERE NOT SUBSCRIBING
TO NEW COMMITMENTS.

CONFIDENTIAL




4o HOWEVER, THE FRENCH AMBASSADOR COULD HOT JOIN THIS CONSENSUS.
ON SECTION '3(2) HE MADE )T CLEAR THAT HIS GOVERMMENT NEEDED TO
OMIT THE PHRASE QUOTE BUILDING UPON THE AGREEMENT ALREADY REACHED
IN THE OECD EXPCRT CREDITS CONSENSUS ARRANGEMENT UNQUOTE. IF THE
AMERICANS FOUND THIS HARD TO ACCEPT, THE FRENCH, WHILE STILL
OMITTING THIS PHRASE, WOULD BE READY TO ADD AFTER QUOTE HARMON 1 ZE
FURTHER UNQUOTE THE FOLLOWING: QUOTE OFF|CIAL AND NON=OFF | C 1AL
GUARANTEED AND NON-GUARANTEED CREDITS CONCERNING INTEREST RATES,
MATURITIES, DOWN-PAYMENTS AND FEED UNQUOTE. IN AN AT TIMES HEATED
DYSCUSSION, THE GERMAN AMBAGSADOR MADE KT CLEAR THAT THE SECOND
PROPOSAL WOULD BE UMACCEPTABLE |N BONK. VERNIER=-PALL1EZ EQUALLY
STUCK TO HIS GUNS IN REFUSTNG TOHAVE ANy REFERENCE TO THE OECD
ARRANGEMENT, ON THE GROUNDS THAT THIS WOULD PREJUDGE THE EXERCISE
AND LIMIT IT TO THE SAME RANGE OF DISCUSSIONS AS WAS CURRENTLY
CONDUCTED WITHIN THE OECD. AFTER |T HAD BEEM POINTED ouT THAT THE
PHRASE QUOTE BUILDING UPON ETC UNGUOTE HAD BEEN A CANADIAN SUSGEST-
JON (MY TELHO 3502, PARA 2), IT YAS AGREED THAT THE PRES|IDENCY
WOULD SEEK US AGREEMENT TO DELETE THE PHRASE, PROVIDED THAT THE
FRENCH AMBASSADOR COULD SECURE AGREEMENT |N PARIS ToO THE FORMULA
QUOTE WORK URGENTLY TO HARMON|ZE ETC UNQUOTE,

5« THE FRENCH ALSO OBJECTED TO THE OMMISSION OF THE QUOTE THEREFORE
UNQUOTE IN THE SECOMD CRITERION, ALTHOUGH OTHER COMMUMITY REPRESE-
NTAT)VES EMPHAS|SED THAT SHULTZ HAD MADE )T PLAIN THAT THIS OMISS|ON
WAS A US SINE Qua NON, VERNIER-PALLIEZ ARGUED THAT A DEFINITION,
IMPLIED BY QUOTE THEREFORE UNQUOTE, WAS REQUIRED OF THE WORD QUOTE
SUBSIDIZE UNQUOTE, THE REST OF US TOOK STROMG ISSUE, HOTING THAT

WE HAD ALREADY HAD AM UNDERTAKING FROM THE US SIDE THAT THEY wOULD
NOT TRY TO ENFORCE OM US THEIR INTERPRETATION OF SUBSIDIZING. AT
THE SAME TIME, WE COULD NOT EXPECT TO FORCE OURS ON THEM, DENMAN
(COMMISSION) SAID THAT IT “OULD 3E HARD,TO EXPLAIN TO EUROPEAN
COMPANIES THE CONTINUATION OF SANCTIONS AGAINST THEH ON THE GROUNDS
THAT WE COULD NOT AGREE TO AMIT THE WORD QUOTE THEREFORE UNQUOTE,
OTHER AMEASSADORS ARGUED STRONGLY THAT WE COULD HOT HOPE TO SUCCEED
IN THE PRESENT EXERCISE IF AT THIS STAGE WE CONTINUED TO PRODUCE A
RAFT OF NEW PROPOSALS FOR THE AMER |CANS.

6. FINALLY, THE FRENCH AMBASSADOR RESISTED THE STRONG ARGUMENTS OF
ALL OTHER COMMUM)TY REPRESENTATIVES TO ACCEPT THE US PROPOSAL OF
QUOTE BUILDING ON UNGUOTE AT THE SEGINNING OF SECTION 3(A). HE
ARGUED THAT THIS IMPLIED, |& A WAY UNACCEPTABLE TO FRANCE, THAT
THE EXERCISE WITHIN COCOM MIGHT GO BEYOND THE CONCLUSIONS OF THE
HIGH-LEVEL MEETING.. | POINTED QUT THAT 3Y ACCEPTING THE REST OF

THY SUB-SECTION, WHICH HAD ALREADY SEEN AGREED, THE FRENCH HAD
DE?]HED THE MEANING OF GUOTE BUILDING ON UNQUOTE. HOWEVER VERNIER-
PALLIEZ REMAINED OBDURATE ON THE RETENT)ON OF GUOTE FOLLOWING OM
UNQUOTE.

~
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7. SUMMING UP THESE DISCUSSITNS, 30RCH SAID THAT HE WOULD RECO!UEMD
TO THE PRESIDENCY, AND HE HOPED OTHERS WOULD REPORT TO THEIR CAP{-
TALS, THAT THERE WAS GENERAL AGREEMENT WITHIN THE COMMUNITY THAT

WE SHOULD OHLY PROPOSE ESSENTIAL CHANGES, THAT THE HUMBER OF CHANGES
WAS IMPORTANT, AND THAT ALL EXCEPT THE FRENCH FELT THAT ONLY OHE
CHANGE (IN SECTION 3(3B)) WOULD BE BEST. VERMIER-PALLIEZ UNDERTOOK
TO REPORT THIS TO PARIS, EXPRESSING PESSIMISM A30UT THE RESULT. I
INTERVENED TO UNDERLINE THE NEED FOR ALL PARTICIPANTS TO BE AWARE
OF THE RESULTS OF FAJLURE TO REACH AGREEMENT WITH THE AMER JCANS.
SANCTIONS WOULD NOT BE LIFTED, NOR WOULD WE ACHIEVE AN OVERALL
CONSENSUS ON OUR APPROACH TO ECONOMIC RELAT]ONS WITH THE

EAST. I#f OTHER WORDS, THE TWO MAIH AIMS OF THE ENTIRE EXERCISE
WOULD HAVE BEEN LOST. I: RECEIVED STRONG SUPPORT FROM MY ITALIAN

AND GERMAN COLLEAGUES AND FROM THE COMMISS)OM. HERMES SAID THAT

H1S GOVERNMENT WOULD REGRET DEEPLY ANY FAILURE TO REACH AGREEMENT
WHEN 1T WAS SO CLOSE.

8. IN THE SMALLER MEETING, THE PRESIDENCY HAD ALREADY REFERRED BACK
TO THE IR1SH PROBLEMS WITH THE INTRODUCTORY PASSAGE (MY TELNO 3528
PARA 2). IN ADDITION TO THE PRESENTATION TO THE US OF THEIR RESER-
VAT-JONS MENTIONED YESTERDAY, THE IRISH NOW WISHED TQ REDRAFT A
SECTION OF THIS PASSAGE |} THE NON-PAPER AS FOLLOWS: GQUOTE

<« AMERICA AND REPRESENTATIVES OF CANADA, THE FRG, FRANCE, {TALY,
JAPAN AND THE UK ON THE SUBJECT OF EAST-WEST RELATIONS, IN WHICH
REPRESENTATIVES OF THE EUROPEAN COMMUNITY ALSO PARTICIPATED, A
CERTAIN NUMBER OF CONCLUSIONS HAVE BEEN REACHED ON BEMALF OF THE
(UNDERLINE LAST WORD) GOVERNMENTS REPRESENTED. UNQUOTE. INITIALLY,
THERE WAS SOME RELUCTANCE AMONG THE FOUR AND THE COMMISSION TO

ACCEPT YET ANOTHER REVISION OF THE PRESENT MON-PAPER,

9. FOLLOWING FURTHER DISCUSSION WITH THE TEN, HOWEVER, IT WAS
AGREED THAT THIS FORMULATION COULD CLARIFY THE POSITION OF OTHER
COMMURITY GOVERNMENTS, NOT MEMBERS OF THE SUMMIT SEVEN AND THERE-
FORE NOT DIRECTLY PARTUCIPATING IN THE PRESENT EXERCISE. THE
LANGUAGE WOULD BE SUBMITTED TO CAPITALS FOR URGENT STUDY AND APPRO-
VAL, AND (:}¥ POSSIBLE) PROPOSED TO EAGLEBURGER TOMORROW AFTERNOON.
IT WAS ALSO AGREED THAT WE SHOULD CONSIDER URGENTLY THE SUGGESTION
THAT THE COMMISSION, IN A SIDE-LETTER TO THE US, WHICH WOULD DRAW
Ol THE LUXEMBOURG CONCLUSIONS, SHOULD POINT OUT THAT COMMUNITY
COMPETENCE APPLIED TO CERTAIN AREAS COVERED IN THE MON-PAPER AMD
THAT [N THOSE AREAS NORMAL COMMUNITY DECISIONS AND PROCEDURES WOULD
APPLY TO THE FOLLOW-UP ON AND PARTICIPATION }N PRESENT DECISIONS.
DENMAN UNDERTOOK TO PRODUCE APPROPRIATE LANGUAGE ALONG THESE LINES.

10. AT THE END OF THE MEETING BORCH MENTIOMED TWO FURTHER POINTS
RAISED WITH HIM EARLIER BY EAGLEBURGER:

l«  THE LATTER'S HOPE THAT ALL WERE CLEAR THAT IN THE ANALYSIS

OF OTHER HIGH TECHNOLOGY ITEMS TO WHICH SECTION 2.4 REFERRED, THE
US DID NOT INTEND TO FORCE ON OTHERS THEIR OWN |NTERPRETATJON OF
QUOTE SECURITY INTERESTS UNQUOTE OR OF QUOTE OTHER HIGH TECHNOLOGY

3
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KTEMS UNQUOTE. COMVERSELY, THE US WOULD NOT ACCEPT A VETO FROM
OTHERS ON THE US INTERPRETATIONS. (IN OTHER WORDS, THERE COULD
CONT/INUE TO BE, AS IN COCOM, DIFFERENT NATIOMAL INTERPRETATIOHNS).
I'he ON THE LIFING OF SANCTIONS, EAGLEBURGER HAD NOTED THE MNEED TO
DISCUSS THE PRACTICAL STEPS WITH THE FOUR. HOWEVER HE HAD ALSO
NOTED THAT WE COULD NOT EXPECT THE TOTAL ABSENCE OF US CONTROLS

ON EXPORTS IN THE FUTURE. HE HAD |INDICATED TO BORCH THAT THE US
WOULD WISH TO REMOVE RETROACTIVE SANCTIONS, BUT HE EXPECTED THERE
TO BE FURTHER DISCUSSION ON EXTRATERRITORIALITY AT A LATER STAGE.

11. IN DISCUSSION OF THESE POINTS, IT WAS AGREED THAT THE FIRST,
BUT NOT THE SECOND, COULD BE COVERED AT THE NEXT (AND PERHAPS
LAST) MEETING OF THE SEVEW PLUS TWO W!TH EAGLEZBURGER TOMORROW
AFTERNOON AT 1500 HOURS. PRI!OR TO THAT THERE WILL BE A COMMUNITY
COORDIHATION MEETING AT 12C0 kCOM.

F C O PASS SAVING ATHENS, DUBLIN, LUXEM3OURG
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MIPT: EAST-WEST ECONOMIC RELATIONS (PIPELJNE)

1. FOLLOWING 1S TEXT OF REVISED VERS!ION, DATED TODAY, OF US
NON-PAPER: e _

DURING CONVERSATIONS IN WASHINGTON BETWEEN THE SECRETARY
OF STATE OF THE UNITED STATES OF AMERICA AND REPRESENTATIVES OF
THE EEC, CANADA, THE FEDERAL REPUBLIC OF GERMANY, FRANCE,
FTALY, JAPAN AND THE UNITED KINGDOM OM THE SUBJECT OF EAST-WEST
RELATIONS, A CERTAIN NUMBER OF CONCLYSIONS HAVE BEEN REACHED O
BEHALF OF THEIR GOVERNMEKTS. THE SUMMARY OF THESE FOLLOYS.

1. THEY RECOGNIZE THE NECESSITY OF CONDUCTING THEIR
RELATIONS WITH THE USSR AND EASTERN EUROPE ON THE 3ASI!S
GLOBAL AKD coagasnsﬁET?E‘PoETt?'besrcuza 70 SERVE THEIR
FUNDAMENTAL SECURLTY INTERESTS. THEY ARE PARTICULARLY
CONSCIOUS OF THE NEED THAT ACTION 1N THE ECONOMIC FIELD B
CONSISTENT WITH THAT CLOBAL AND COMPREHENSIVE POLICY AND THUS
BE BASED\ON A COMMON APPROACH, THEY ARE RESOLVED TOGETHER TO
TAKE THE NECESSARY STEPS TO REMOVE DIFFERENCES AND TO ENSURE
THAT FUTURE DECISIONS BY THEJR GOVERMMENTS ON THESE ISSUES ARE
TAKEN ON THE BASIS OF AN ANALYS{S OF THE EAST-WEST RELATJONSHIP




THAT FUTURE DECISIONS BY THEIR GOVERMMENTS ¢ 5E ISSUES ARE
H ~WEST RELATIOHSHIP
€ INTSRESTS ANEE

TAKEN Ol THE 3ASIS OF AN ANALYSIS OF
RS A WHOLE, WITH DUE REGARD FOR THEIR
I8 A SPIRIT OF MUTUAL TRUST AND COX

2, THE FOLLOWING CRITERIA 3H
DEALINGS OF THEIR COUNTRIES WiTH
EUROPEAN COUNTRIES:

—— THAT THEY WILL HOT UNDERTAKE TRADE ARRANGE® Ech, OR
AKE- STEPS, WHICH CONTR}3UTE HE MILITARY OR STRATESIC
ADVANTAGE AND CAPABILITIES OF THE USSR.

-~ THAT AT IS HOT 1% THEIR INTEREST TO SUBSIDIZE THE
SOVIET ECOHOMY: TRADE SHOULD 3E CONDUCTED 14 A PRUDENT MANNEPR
Wi THOUT PREFERENT)AL TREATMENT.
= THAT IT TS NOT THEIR PURPOSE TO ENGAGE IN ECONOMIC
WARFARE AGAINST THE COV!E UH1OH. TO BE COMSISTENT WITH OUR
BROAD SECURITY INTERESTS, TRADE WITH THE USSR MUST PROCEED,
INTER ALJA, CN THE BASIS OF A STRICT BALAHCE OF ADVANTAGES.

IT 1S AGREED TO EXAMINE THOROUGHLY 1IN THE APPROPRIATE
30DIES HOW TO APPLY THESE CRITERIA, TAX|HG INTQ ACCOUMT THE
VARIQUS ECONOMIC AND POLITICAL PROBLEMS INVOLVED, WITH THE VIEW
TO AGREEING ON A COMMON LINE OF ACTION AN THE SPIRIT OF
PARAGRAPH ONE AND THE ABOVE CRITERIA. THEY WILL PAY DUE
ATTENTION IH THE COURSE OF THIS WORK TO THE QUEST}ON OF HOW
BEST TO TAILOR THEIR ECONOMIC RELATIOHS WITH EASTERN EURCPEAN
COUNTRIES TG THE SPECIFIC SITUATION OF EACH OF THEM,

RECOGN1Z1HG THE DIFFERENT POLITICAL AND ECOHOMIC CONDITIOHS
THAT PREVAIL 4N EACH OF THESE EASTERN EUROPEAN COUNTRIES.

THE OVERALL ANALYSIS OF ECONOMIC RELATIONS WITH THE USSR
AND THE EASTERN EUROPEAN COUHTRIES WILL TOUCH I# PARTICULAR ON
THE FOLLOWING AREAS:

— STRATEGIC GOODS AND TECHNOLOGY OF MILITARY

SI1GNIF ICANCE (COCOM)
OTHER H1GH TECHNOLOGY }TEMS:
CREDIT POLICY:
ENERGY:
AGR ICULTURAL PRODUCTS.

1M THEIR ANALYSIS OF OTHER HIGH TECHNOLOGY ITEMS, IT IS

ACREED TO EXAMINE IMMEDIATELY WHETHER THEIR SECURITY INTERESTS

i

REQUIRE CGHTROLS, TO BE IMPLEMENTED 1N AN AGREED AND
ASPROPRIATE MANNER, ON THE EXPORT TO THE SOVIET UNIOR AHD

EASTERN EUROPE OF ADVAKCED TECHNOLOGY AND EQUIPMENT TO BE

JOINTLY DETERMINED. THIS IMMEDIATE EXAMINATION OF WHETHER THE (R

SECURITY INTERESTS REQUIRE CONTROLS, TO BE JMPLEMENTED I AN

AGREED AND APPROPRIATE MANHER, ON THE EXPORT TO THE SOVIET

THE ECCNOMIC
Ut 1ON ARD EASTERMN
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URION AND EASTERH EUROPE OF ADVANCED TECH4OLOGY AND EQUIPMERT
‘ Ll INCLUDE TECHNOLOGY AND EQUIPHENT WiTH DIRECT APPLICATIONS

Q -‘r. OfL AND GAS SECTOR. e

I THE FIELD OF ENERGY, THEY WILL IHITJATE A STUDY OF

THEIR PROJECTED ENERGY REQUIREMENTS AND DEPENDENCE UPON |MPORTS

OVER THE NEXT DECADE AND BEYOND AND POSSIBLE MEANS OF MEETING

THESE REQUIREMENTS, WITH PARTICULAR ATTENTION BEING GIVEX TO

THE EUROPEAN EMERGY SITUATION. THE STUDY WiLL BE CONDUCTED

UNDER THE AUSPICES OF THE OECD.

3. AS AN -IMMEDJATE DECISICH AND FOLLOWING DECISIONS
ALREADY MADE, THEY HAVE FURTHER AGREED ON THE FOLLOWING:

(A) BUILDIRG ON THE CONCLUSIONS OF THE HIGH-LEVEL

MEETING, THEY wILL WORK TOGETHER WITHIN THE FRAMEWORK OF THE

COORDINATING COMMITTEE (COCOM) TO PROTECT THEIR CONTEMPORARY
SECURITY INTERESTS: THE LIST OF STRATEGIC )TEMS WILL BE
EVALUATED AND, 1F NECESSARY, ADJUSTED. THIS OBJECTIVE WILL BE
PURSUED AT THE COCOM REVIEW NOW UNDER WAY. THEY WILL TAKE THE
NECESSARY MEASURES TO STRENGTHEN THE EFFECTIVENESS AND

RESPONSIVENESS OF COCOM AND TO ENAANCE THEIR NATIONAL MECHANISMS

2 ME

AS HECESSARY 70 ENFORCE COCOM DEC1S10HS.
(B) IT WAS AGREED AT VERSAILLES THAT THE DEVELOPMENT

OF ECONOMIC AND FINANCIAL RELATIONS WITH THE SOVIET UNIGN AND
EASTERN EURGCPE WOULD BE SUBJECT TO PERIODIC EX POST REVIEW. THE
RECESSARY PROCEDURES FOR TH!S PURPOSE WiLL SE ESTABLISHED
WITHOUT DELAY. HAVING [N MIND THE CRITERIA I} PARAGRAPH TWO
ABOVE AND BUILDING UPON THE AGREEMEMTS ALREADY REACHED IN THE
QECD EXPORT CREDITS CONSENSUS ARRANGEMENT, THEY WILL WORK
URGENTLY TO HARMON|ZE FURTHER NATIONAL CREDIT POLICIES COVERING
MITEREST RATES, MATURLTIES, DOWN PAYMENTS AMND FSES,

(C) THEY HAVE |INFORMED EACH OTHER THAT DURING THE COURSE
OF THE STUDY ON ENERGY REQUIREMENTS, THEY WILL NOT SIGN, OF
APPROVE THE SIGNING BY THE)R COMPAMIES OF, NEW COMTRACTS WITH
THE SOVIET UNION FOR THE PURCHASE OF NATURAL GAS.

FCO PLEASE PASS SAVING ATHEKS DUZL IR LUXEMBOURG

WRIGHT

MHEN
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MY TELNO 3528: ZAST-WEST ECONCMIC RELATIONS (PIPELINE)

1. THE AMERICAKS PROVIDED THE PRESIDENCY THIS HORNING WITH A
FURTHER REVISION OF THEIR NON-PAPZR (TEXT N MIFT)., THIS wAS 3
DISCUSSED IN MEETJHGS OF THE FOUR PLUS TWO, AND OF THE TEN LATER
TODAY (DETAILED REPORT )4 MY SECOHND IFT)e

2. THE FRENCH ARE NOW WHOLLY ALONE 1N 3EING UNASLE TO ACCEPT THE

HON-PAPER IN ITS PRESENT FORM. THEY STILL H&vﬁi;ggLPVATl’“S oN

THREE POINTS, THE MOST IMPORTANT APPARENTLY 3£14G THE LAST SENTENCE

OF SECTION 3(B) ON POSSIBLE HARMCNISATION OF CREDITS. THE?E 15,

HOYEVER, NO GUARANTZE THAT THEIR POSITION ON TWO LESS |MPORTANT S
POINTS WiLL CHANGE ZEFORE THE MEETIHG WITH EAGLEBURGER SCHESUL E\
FOR 1500 HOURS LCCAL TOMOR AT wHICH (AS MY GERMAN COLLEAGUE

PUT IT) WE SHALL MAKE A LAST DITCi EFFORT TO REACH FULL ACREEMENT.

3. IT 15 POSSIBLE THAT THE AMERJCANS CAN BE BROUGHT TO ACCEPT ONE
FURTHER CHANGE IN THE CREDITS SECT)ON AND THAT THE FRENCH ALSO
WILL BE DRAGGED RELUCTANTLY [NTG AGREEMENT ON THIS. HOWEVER,

THE AMER.JCANS HAVE ALREADY MADE GREAT EFFORTS TO COME THIS FAR




Ja 1S ROUGHT TO ACCEPT ONE
FURTHER © HAT THE FRENCH ALSO
‘ ILL BE DRA g ' MENT ON THIS. HOWEVER,
6!; AMER ICANS HAVE ALREADY MADE EFFORTS TO COME THIS FARSS
AND JUDGING FROM THE LATEST PRIVATE COMMENTS BY SHULTZ AND
' EAGLEBURGER, I CANNOT SEE THEM MAKING ANY FURTHER CONCESSIONS OF
SUSSTANCE. THE FRENCH, ON THE OTHER HAND, HMAVE GOT ALMOST ALL
THEY WANTED AND APPEAR TO BE STRAINING AT A GNAT. IF THEY REJECT
THE PRESEHT, WEAKER COMMITMENT TO WORK URCENTLY TO HARNMCHIZE ETC,
THE AMERICANS (AND NO DOUBT THE REST OF US) MUST CONCLUDE THAT
THEY HAVE HOT BEEN SERIOUS ABOUT THE EXERCISE FROM THE START,
DESPITE THEIR PROTESTATIONS TO THE CONTRARY. FURTHERMORE, THEIR
REFUSAL TO ACCEPT ANY REFERENCE TO THE OECD ARRANGEMENT 15 HARDLY
LOGICAL SINCE, EVEN IF THIS PHRASE WERE OMITTED, THE ARRANGEMENT
WOULD HAVE TO BE A PRIME SURJECT FGR DISCUSSIGH 14 THE URGENT WORK
Ol HARMONISATION OF CREDIT POLICIES WHICH THE HON-PAPER
LNVFSAG:S.

P
H

4. YCUR PREVIOUS INTERVENTICON WITH CHEYSSON (YOUR TELNO 586

TQO PARIS) WAS GF MUCH YALUE |X MOVING THE FRENCH FOEM#RD._l‘EEEE__
THAT IN THESE CIRCUNSIEEEEE_I CAN DC NOTHING BUT RECOMMEND THAT
YOU HAVE ANOTHER, FINAL GO AT HI#M. THE ARGUMENTS WILL ALRZADY BE
FAMILIAR. BUT { STILL SEE SOME POINT IN REEMPHASISING THE DANCER
THAT WE WILL LOSE THE WHOLE EXERCISE (NCT TO MENTION THE LIFTING
OF SANCTIONS) IF FRENCH OFFICIALS CONTINUE TO REMAIM WEDDED TO
PCINTS WHICH, IN THE VIEW OF THE REST OF THEIR COMMUNITY PARTHERS

AND THE SUMMIT SEVEN, CONTAIN NG REAL SUBSTANCE.

5. EAGLEBURGER TOLD THE DANISH AMBASSADOR TODAY THAT HE WOULD BE
LEAYING WASHINGTON FOR TWO WEEKS ON SATURDAY. ALTHOUGH D)SCUSS10N
COULD OF COURSE COWTINUE 18 HIS &BS:FCE | DO NOT DCUBT THAT HIS
PERSONAL EFFORTS HAVE CONTRIRBUTED HEAVILY TO THE PROGRESS WE HAYE
HADE IH BRINGING THE AMERICANS Aﬁudhu TO QUR POIAT OF VIEW. )
THEREFORE HOPE THAT WE CAN WRAP UP AT LEAST AGREEMENT ON THE
OH~PAPER 3Y THE WEEKEND.

5. WE HAVE YET TO TOUCH M SU3STANTIVE TERHS ON PUBLIC HANDL ING
ANY AGREEMENT, ALTHOUGH THE POSITION OF YARIOUS PARTICIPANTS 1S
ALREADY FAIRLY CLEAR. M FURTHER D1SCUSSION (OF WHICH THERE wWAS
NOME TODAY BETWEEN COMMUKITY REPPESENTA TIYES), ! SHALL BEAR I¥

MIND THE POINTS MADE 1IN TELECON J THOMAS/D THOMAS TODAY,

FCO PASS SAVING ATHENS LUXEMEBOURS AND DURLIY

Wik JGHT




CONFIDENTIAL

PRIME MINISTER
EAST/WEST ECONOMIC RELATIONS

I have seen Francis Pym’s minute of 28 ,Bﬁtober and also the
subsequent redraft of the American paper which is currently under
discussion. I fully agree with the line Francis proposes. While
there are risks In accepting the paper, our essential ihterests
have been protected, and this does appear to be the only way out
of the present impasse.

I am copying this to Cabinet colleagues and Sir Robert Armstrong.

Ax‘iim o

London, SW1H OET LORD COCKFIELD

Department of Trade
1 Victoria Street

\
\

2. November 1982

CONFIDENTIAL
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1
b Minasfis O

————

To ue what nas

ﬁgﬂL% hﬁaq,

FCS/82/173

SECRETARY OF STATE FOR -TRADE

MU zqﬁo

Protection of Trading Interests Act (PTI)

i Thank you for your letter of yesterday. 1 agree,
subject to the views of others, that a Direction should
be issued to §E§EO' It is awkward to do so during the
current talks in Washington which we hope will resolve
this dispute. But having already agreed to issue
Directions to British companies with existing contracts
I do not think it would be right for us to refrain from

doing so now.

2. I am copying this minute to the Prime Minister, to
Patrick Jenkin, and to Sir Robert Armstrong.

&
T

-

(FRANCTS PYM)

Foreign and Commonwealth Office

29 October 1982
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COVERING SECRET ?L#"'

Foreign and Commonwealth Office
Prs Muunbix London SWIA 2AH

Mo (o ot <6 29 October 1982
ha US noa- chy(,?r Ly eflYeedn D

T 29 o

Pipeline

We discussed before despatch Bonn telno 924, a copy of
which I attach for ease of reference. Jeremy Thomas had
the point very much in mind when he met his Whitehall
colleagues this morning in MISC(64) to agree the line Sir O
Wright should take at this evening's meeting in Washington
of the Seven economic summit countries (plus Presidency
and CommT==ion).

You will see from the attached telegram of
instructions, which has been agreed interdepartmentally,
that we think the latest American redraft is helpful on
this point; the Americans have moved some way to meet the
European concerns. But to emphasise our determination not
to be dragged down a slippery slope on this issue, the
Ambassador has been instructed to repeat what he told Mr
Shultz on 24 October, namely that we could not_commit our-
selves to the outcome of the studies which the paper
envisages.

I understand that the officials represented at the
MISC(64) meeting will be briefing their Ministers
accordingly.

/
(% 1 #vier
o | f
.’J
/
Ir'r 4
\“‘--__,—-

¢

(B J P Fall)
Private Secretary

A J Coles Esq
10 Downing Street

COVERING SECRET
PERSONAL AND CONFIDENTIAL
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DESKBY 2909302
FMgBONN 2907302 OCT 82
MMEDIATE FCO
TELEGRAM NUMBER 924 OF 29 OCTOBER

FOLLOWING PERSONAL FROM PRIVATE SECRETARY FOR BONE (PRIVATE OFF ICE)

PIPEL INE
1. THE PRIME MINISTER HAS SEEN THE SECRETARY OF STATE'S MINUTE OF
28 OCTOBER AND THE TEXT OF THE US PAPER CIRCULATED WITH IT. THE
ONE POINT ON WHICH SHE HAS EXPRESSED SOME CONCERN 1S THE=
COMMITMENT IN RELATION TO OIL AND GAS TECHNOLOGY. WHILE SHE
. RECOGNISES THAT THIS IS ONLY A COMMITMENT TO EXAMINE SHE DOES NOT
—— WISH US TO GET INTO A POSITION WHERE WE MIGHT LATER BE OBLIGED TO-
“° PUT BRITISH FIRMS AT A DISADVANTAGE VIS A VIS THEIR EUROPEAN
COMPET ITORS. e
2. AS | UNDERSTAND WHAT 1S LIKELY TO EMERGE FROM THIS EXERCISE,
THE DANGER SEEMS UNLIKELY TO ARISE IN PRACTICE. BUT 1T IS (MPORTANT

THAT THE DEPARTMENTS OF ENERGY, iNDUSTRY AND TRADE DHUULU BE

= SATISFIED THAT WE CAN PLAY THE HAND IN A WAY WHICH AVO1DS. |T.f =
SUBJECT TO THE DEPARTMENT'S VIEW | THINK IT WOULD BE HELPFUL IF .

e

—~- CONTACT COULD BE MADE IN THE COURSE OF TODAY TO MAKE SURE THAT WE
- HAVE A GAME PLAN WITH WHICH WE ARE BROADLY CONTENT. THIS"MAY ALREADY
~—~ HAVE BEEN DONE_ AT OFF ICIAL LEVEL BUT THE VITAL Poanf'3§:6§7todase

- THAT THE MINISTERS CONCERNED SHOULD BE ON BOARD.. ;

."’3_. PLEASE COP! TO COLES {NO 10).;_ 57

(S\.:. /; (l\:_.LI‘\.L_,\\.k

ENT AT 2 SLmS- ®
SEN 908122 Ay B

e
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SECRET IMMEDIATE
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GRS
SECRET

FMFCO | 6/ FM FCO 291645Z OCT 82

PRE/ADD | 7 TO IMMEDIATE WASHINGTON

TEL NO . TELEGRAM NUMBER
AND TO INFO PRIORITY UKREP BRUSSELS, COPENHAGEN, ROME, PARIS,
UKDEL OEED, BONN, UKDEL NATO
ROUTINE OTTAWA, TOKYO, BRUSSELS, THE HAGUE
AND INFO SAVING DUBLIN, ATHENS
YOUR TELS 3490-1 EAST/WEST ECONOMIC RELATIONS (PIPELINE)
8 Officials have examined inter-departmentally the latest
version of the Shultz text. (Your tel 3491) You should
continue to be guided by my tels 1862-3 and 1878. We wish to
resolve this problem as rapidly as possible. You should
repeat your earlier statement (para 11 of your tel 3443) of
the con&?ti%ns on which we can accept this paper - that it is
in exchange for the Lifting of sanctions, and without any
commitment on the outcome of the studies. (For your own
information only, we are determined to avoid any commitments

under which our companies might eventually suffer any

~tompetitive disadvantage in the oil and gas technology field.)

NNNN ends Catchword

telegram i 2

File number Der Distribution
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2 At your meeting today the Americans should be invited to
explain the reasoning behind the latest changes to the Shultz
text (which, as Thomas said, we generally welcome).

3. We note the third criterion has reverted to its original
wording. We can accept this (or the alternative if others
prefer) provided the fourth criterion, to which we attach the
greatest importance, stays unaltered. We are content with the
deletion of quote and obligations unguote.

4, We welcome the less specific wording of analysis area ii).
5 The promotion of 3(D) to the preambular section is helpful,
if only presentationally, in that it sets it apart from the
other studies. We believe that the existing wording safeguards
our interests, (a) by the proposal being for an examination;
(b) by the reference to this being quote whether or not unquote
there should be any new controls; and (c) by this being quote
jointly determined unguote.

6. On 3(B) we welcome the reference to the criteria (including
the last ore) replacing the earlier reference to quote not
subsidising unquote. We could accept a specific, limited,
reference to French difficulties (para 2 of UKREP Brussels

3982 to FCO).

T We assume the rewording of 3(C) is to meet French and

Italian susceptibilities. We can accept it.

-

B Our basic aims on extraterritoriality (para B(C) of my tel

“
1862) remain unaltered. You should seek an insertion of an

appropriate reference in the text, perhaps in the context of

the overall analysis, or encourage the Commission or Canadians
to do so, if this seems tactically better.

9. If the discussion makes sufficient progress towards a final
text you should ask the Americans how they envisage delivering
the package: both as regards the timing of the Lifting of

sanctions in exchange for the agreed text, and announcing the

|

gk S —
a i L

agreement.




agreement. It is essential that any American public statement
should not go beyond the wording of the text, or imply in any

way that we have entered into commitments as to the outcome of

the studies. We remain opposed to the publication of the full

text 1tself.
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TOKYO, OTTAWA, UKDEL OECD (PERSONAL FOR HEADS
FOLLOW|ING PERSONAL FOR BULLARD/J THOMAS

WMIPT AND TELECON J THOMAS/PRAITHWAITS: EAST-WEST ECONOMIC RELATIONS
(PIPELINE)

1. FOLLOWING 1S REVISED YERSION OF TODAY'S DATE OF US NON-PAPER:

1. QUR GOVERNMENTS RECOGMIZE THE NECESSITY OF CONDUCTING THEIR
RELATIONS WITH THE USSR ON THE BASIS OF A GLOBAL AND COMPREHENSIVE
POLICY DES|GNED TO SERVE QUR OWMN FUNDAMENTAL SECURITY INTERESTS.
THEY ARE PARTICULARLY CONSCIOUS OF THE NEED FOR A COMMON APPROACH

IN THE ECONOMIC FIELD, WHERE ACTIONS MUST 2E COORDINATED WITHIN THE
FRAMEWORK OF THEIR GLOBAL STRATEG THEY ARE RESCLVED TOGETHER TGO
TAKE THE NECESSARY STEPS TO REMOVE ”‘FrE°L’"'2.AYJ TG ENSURE THAT
FUTURE DECISIONS BY THEIR SOVERNMENTS ON THESE JSSUES ARE TAKEN ON
THE BASIS OF AN ANALYS|S OF THE EAST-WEST RELATIOHSHIP AS A WHOLE,
WITH DUE REGARD FOR THE|R RESPECTIVE INTERESTS AND IN A SPIRIT OF
MUTUAL TRUST AND CONFIDENCE,

2, THEY AGREE THAT THE FOLLOWING CELIEiIi SHOULD RN THE ECONOMIC
DEALINGS OF THEIR COUNTRIES WITH THE SOVIET UNION AND EASTERN
EUROPEAN COUNTRIES.

-— THAT THEY WILL NOT UNDERTAKE TRADE ARRANGEMENTS WHICH CONTRIBUTE
TO THE MiL]LA-RY CAPABILITIES OF THE USSR,

— THAT IT 1S NOT IN THEIR INTEREST TO SUSSIDIZE THE SOVIET ECONOMY:
TRADE SHOULD BE CONDUCTED IN A PRUDENT MANNER W|THOUT PREFERENT!AL
TREATMENT .

— THAT THEY WILL TAKE NO STEPS THAT CONTRIBUTE TO THE STRATEGIC
“ADVANTAGE OF THE SOVIET UNI]ON,

—= THAT IT 1S NOT THEIR PURPOSE TO ENGAGE IM ECONOMIC WARF
THE SOVIET UNION. TRADE WITH THE SOVIET UMION AND EASTERN
SHMOULD PROCEED OM THE BASIS OF A STRICT BALANCE OF ADVANTA

AGAINST
E

ARE
EUR
GES

THEY AGREE TO EXAMINE THOROUGHLY HOW TO APPLY THESE CRITERIA, TAKING
INTO ACCOUNT THE VARIOUS ECONOMIC AND POLITICAL PROBLEMS INVOLVED,
WITH THE VIEW TO AGREEING ON A COMMON LINE OF ACTION. THEY WILL PAY
DUE ATTENTION IN THE COURSE OF THIS WORK TO THE QUESTION QOF HOW BEST
TO TAILOR THEIR ECONOMIC RELATIONMS WITH EASTERMN EUROPEAN COUNTRIES
TO THE SPECIFIC SITUATION OF EACH OF THEM, RECOGNIZING THE DIFFERENT
POLITICAL AND ECONOMIC COMDITIONS THAT PREVAIL IN EACH OF THESE
EASTERN EUROPEAN COUNTRIES.

SECRET




SECRETL

JILL TOUCH 1N PARTICULAR
) TECHNOLOGY OF MILITARY 3

JGY

IN THEIR ANALYSIS OF OTHER HIGH TECHMNOLOGY JTEMS
NMENTS AGREE TO EXAMINE IMMEDJIATELY WHETHER THEIR Y

REQUIRE CONTROLS ON THE EXPORT TO THE SOVIET UNION AN STERN EUPOPE
OF ADVANCED TECHNOLOGY AND EQUIPMENT, TO 3E JOINTLY DETERM|MED, BUT
INCLUDIMNG CONTROLS OM TECHNOLOGY WITH DIRECT APPLICATIOM TO THE OIL
AND GAS SECTOR. ANY ACTIONS AS A CONSECUEN OF THE EXAMINATION wWOULD
BE AGREED UPOM AND IMPLEMENTED WITHIN A FR WORK TO EE AGREED.

IN THE FIELD OF ENERGY, THE EUROPEAN GOVERNMENTS, AS THEY ARE
HEAVILY DEPEHDENT ON [|MPORTS OF ENERGY, WILL _INITIATE A STUDY
PROJECTED EUROPEAN ENERGY REQUIREMENTS OVER THE HEXT DECADE AND
BEYOND AND POSSIBLE MEANS OF MEETIMG THOSE REQUIREMENTS. THE
UNITED STATES WILL PARTICIPATE IN THIS STUDY. 1T WILL Z2E PREPARED
UNDER THE AUSPICES OF THE 0ECL.

Jo AS AN IMMEDIATE H AND FOLLOWING DECISIC
THEY HAVE FURTHER A ON THE FOLLOW)MNGS

(A) THEY WILL WORK HER WITHIN THE FRAMEWCRK OF THE COORDINATING
COMMITTEE (COCOM) TO PROTECT THE CONTEMPORARY SECURITY INTERESTS OF
THE ALLIANCE, THE LIST OF STRATEGIC |TEMS WILL 2E EVALUATED AND, IF
NECESSARY, ADJUSTED. THIS OBJECTIVE WILL 2E PURSUED AT THE COCOM
REVIEW MOW UMDER WAY., THEY FURTHER AGRES TO TAKE THE MECCSSARY
MEASURES TO STRENGTHEN THE EFFECTIVEMESS AND RESPONSIVENESS OF

COCOM AND TO EMHANCE THEJR NATIONAL MECHANISMS AS NECESSARY TO
ENFORCE COCOM DECISIONS.

(B) 1T WAS AGREED AT VERSAILLES THAT THE DEVELOPMENT OF ECONOMIC AND
FINANCIAL RELATIONS WITH THE SOVIET UNION AND EASTERN EUROPE WOULD
BE SUBJECT TO PERIODIC EX POST REVIEW. THE ALLIES ARE ACPEED ON THE
NEED TO ESTABLISH WITHOUT DELAY THE NECESSARY MECHANISM FOR THIS
PURPOSE. HAVING IN MIND THE CRITERIA IN PARACRAPH TWG ABOVE, ALLIED
GOVERNMENTS WILL ALSO ESTABLISH THE MEANS TO HARMON|ZE HATIONAL
POLICIES WITH RESPECT TO THE EXTENSIOM OF CREDITS, COVERING INTEREST
RATES, MATURITIES, DOWN PAYMENTS, AND FEES.

(C) ALLIED GOVERNMENTS HAVE |NFORMED EACH OTHER THAT DUFING THE
COURSE OF THE STUDY ON ENERGY REQUIREMENTS, THEY WILL NOT S1GN, OR
APPROVE THE SIGNING BY THEIR CCMPANIES, OF MEW CONTRACTS WITH THE
SOVIET UNIOYN FOR THE PURCHASE OF NATURAL GAS,

R [COPI;E;?5§EE-EB'EB'IU'TKEEIEN3 STREET )
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DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWI1H OET Telephone 01- 215 7877

Fromthe Secretary of State

The Rt Hon Francis Pym MP
Secretary of State for g
Foreign and Commonwealth Affairs 2 October 1982

You will remember that on 2 August I issued a Direction under s.1(3)
of the Protection of Trading Interests Act to Baker 0il Tools UK
Ltd, ordering them not to comply with the US embargoes in respect

of oil and gas equipment to the USSR.

A new case, involving a sister company of Baker, has come to my
attention very recently. The company is SEACO North Sea Sales
Services Limited (SEACO), an o0il and gas equipment supply company
located in Aberdeen, which employs about 100 people. This company,
previously all-British, was acquired by the US-based Baker
Organisation in June, before the Presidential embargo announced on
22 June. The company is now therefore a US subsidiary. It has two
small pre-existing contracts, totalling some £800,000, for the
supply of replacement sets of lubricating equipment to the Russians
for o0il and gas related activities. The company must be ready to
deliver by 30 October or face loss of the contract. The Russians
will not extend the deadline any further. Precise date of delivery
depends on the arrival of a ship, but will probably be some time
next week. The equipment is now ready for despatch. If 17 do nok
issue a S.1(3) Direction, I understand that the company will almost
certainly break their contract with the Russians. The Russians

have told them that in that event, they would not only claim




Fromthe Secretaryof State

damages (against which SEACO , under a contract made under Swedish
law, would have no defence); they would also award the contract to
a Canadian competitor whom the US regulations cannot reach. SEACO
believe that if that happened, it would wreck their chances of
doing business with the Russians in future. (SEACO are relying on
future business with the USSR in their plans for rapid expansion).

However, SEACO have told us that if it came to the point the Group
would sacrifice SEACO rather than face the 1likelihood of US
sanctions in the form of a Denial Order against all the overseas
subsidiaries, and the risk of personal penalties on the US
management. But if I issue a S.1(3) Direction, and so provide
SEACO with a defence in US law of 'foreign sovereign compulsion',

it is clear that the company will fulfil the contract.

The only difference between this case and the previous one where I
have given Directions under the PTI Act is that the equipment in
question is not known to be destined for the Siberian pipeline
project. The equipment is sold to the Russians who then do what

they like with it afterwards.

After due consideration, I believe that a Direetion under S.1(3) of
the PTI Act should be given to SEACO, and quickly. If you agree, 1
should be grateful if you could 1let me know by midday on 29
October, so that the company may be informed before the weekend. I
apologise for the very short notice; the company themselves only

realised the position they were in a few days ago.

I am copying this letter to the Prime Minister, to Patrick Jenkin,

and to Sir Robert Armstrong.
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PRIME MINISTER QJ{‘IED

East/West Economic Relations (Pipeline)

1. We agreed this morning that it would be helpful if I
were to set out briefly how things now stand on the pipeline

issue.

2. The seven Economic Summit countries (plus EC Presidency
and Commission) met in Washington on 22 October and our
Ambassador deployved the line which we had agreed in Cabinet
on the previous day. In particular Sir O Wright underlined
that while we were prepared to accept Mr Shultz's paper as
providing a general orientation for an overall approach to
the problem, we were not committing ourselves to the outcome

of thestudies which the paper envisaged.

3. Following that meeting, the Americans redrafted the Shultz
paper and I attach a copy of the redraft for ease of

reference. The most important change was that they had made

the criteria in para 2 (which none of the Europeans had liked)
much more balanced and less prejudicial than they were in the
original paper. For example, a new criterion had been added,
spelling out that it was not our purpose to engage in economic
werfare against the Soviet Union. These new criteria have thus
made the points of difficulty for us in the rest of the paper
(particularly credits and advanced technology) easier to accept.
We therefore gave our Ambassador the discretion to accept this
new version (including the passages in brackets) on the clese Cleas”

understandingg

(a) that our acceptance of the studies was without

commitment on their outcome; and

/(b) that
SECRET
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that the Americans would 1lift their measures
(including the Denial Orders) once the paper

was agreed.

4, George Shultz discussed the redraft with the British,
French and German Ambassadors on Sunday 24 October.

Oliver Wright spoke to his instructions and Shultz formally
confirmed our understandings as outlined above. This is

an important point, because Shultz has thus specifically
recognised that Britain cannot be led down the slippery
slope of prior commitments to the outcome of studies that

have yet to be undertaken.

5. The French have maintained their reservations on
credits, on the principle of not entering into new
contracts for gas supplies while the energy studies
proceed, and on the examination of possible new controls
on advanced technology. But when I spoke to Claude
Cheysson in Luxembourg on Monday, he recognised that, in
the interests of getting the US measures lifted, it was
important to get on with the exercise as rapidly as

possible. That, at least, was a step forward.

6. The German and the Italian positions seem close to
our own. The Japanese are particularly sensitive over
the technology point, but will not hold out againsit their
other Summit partners. On the whole, the Community has

proved helpful.

7. We heard yesterday that the State Department is

proposing to hold a further meeting of the Seven plus

in Washington tomorrow. They aim to circulate

beforehand a second revision of their paper to take some
account of the French concerns. Our officials will be
meeting to consider that redraft and any further instructions

to Sir O Wright that may prove necessary. But if the text

/does
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does move further in the French direction, it should

prove easier for us, and our European partners.

8. Like Arthur Cockfield, I am very conscious that this
is a difficult exercise. I recognise that we must not
be manoeuvered into accepting commitments which we
believe fundamentally mistaken and potentially damaging
in order tc¢ achieve our aim of getting President Reagan
to 1ift. But I am equally conscious th&t we have to
offer the President a credible package. I also believe
that all our essential interests have been skilfully

safeguarded by Oliver Wright.

9. I cannot pretend that the outcome is assured. Much
still depends upon the French. I am clearer, however,
than when I last reported to my colleagues, that the

US Administration does %&iﬁ to find a way out of this
sterile dispute. I am & persuaded that this course
offers us the best prospect of getting the US measures
lifted. If we can bring it off, we shall not only have
brought great relief to our firms. We shall also have
given the Alliance a more coherent basis for framing

sensible policies over East-West economic relations.
10. We have, of course, been working closely with all
the Departments concerned during these negotiations and

will continue to do so.

11. I am copying this minute to Cabinet colleagues,

4
)

and to Sir Robert Armstrong.

( FRANC é PYM)

Foreign and Commonwealth Office

28 October 1982 SECRET
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SOVIET ECONOMY, ALLIED GOVERNMENTS WILL ALSO ESTABLISH THE MEANS
TO HARMONIZE NAT)OMAL POLICIES WITH RESPECT TO THE EXTENSION OF
CREDITS, COVERIMG INTEREST RATES, MATURITIES, DOWN PAYMENTS, AND
FEES., (END SQUARE BRACKETS)
(C) (BEGIN SQUARE BRACKETS) DURING THE COURSE OF THE STUDY ON
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POLICIES UNQUOTE ON CREDITS WHICH MAY BE WHERE THE HEART OF THE
FRENCH DIFFICULTY LIES

o

6. EAGLEBURGER ALSO THIMKS IT IS GCING TO BE REMELY DIFFICULT

TO SHIFT THE AMERICAN POSITION BACK AKY FURTH ON THE LAST POINT
IN THE SHULTZ MON=PAPER (PARAGRAPH 3D) FOR AN IMMEDJATE
STUDY ON WHETHER THE SECURITY IRTERESTS OF THE ALLIED GOVERNMENTS
E n

REQUIRED CONTROLS ON EXPORTS OF STRATEGICALLY SIGHIFICANT ADVANCED
TECHNOLOGY AND EQUIPMENT, INCLUDING CtIL AND GAS TECHNOLOGY. WHEN
THEY ORIGINALLY PUT FORWARD THIS )DEA THE|R SUGGESTION WAS THAT UuE
SHOULD AGREE NOT SIMPLY TO STUDY THE QUESTION BUT TO IMPOSE CONTROLS
ON SUCH EXPORTS. EAGLEBURGER WOULD CLEARLY HAVE GREAT DIFFICULTY IN
GETTING AGREEMENT HERE TO FURTHER DILUTION OF THIS COHCEPT.

7. ALTHOUGH THEREFORE TODAY'S MEETING WAS AGA|IN MODERATELY
ENCOURAGING, THE AREAS OF DISAGREEMENT WERE LEFT JUDICIOUSLY
IMPREC1SE. PERHAPS THE MOST |IMPORTANT THING 1S THAT THE PROCESS 1S
STILL IN TRAIN. BUT A LOT OF CONCESSIONS STILL REMAIN TO BE MADE ON
ONE SIDE OR THE OTHER IF WE ARE TO FIMISH UP WITH AN AGREEMENT THAT
WiLL ENASLE THE AMERICANS TO LIFT THE SAMCTIONS.

3. THERE WILL BE ANOTHER MEETING OF THE SEVEN PLUS THE PRES|DENCY
AND THE COMMISSION, LATER MEXT WEEK TO GO OVER THE AMERICANM
REDRAFT. OUR OWN POSITION 1S SUFFICIENTLY FLEXIBLE TO EMABLE US

IN THE MEANTIME TO ENABLE TO CONTIHUE TO PROMOTE AN AGREEMENT THAT
WIiLL NOT DAMAGE QUR OWN INTERESTS. BUT IT WILL BE IMPORTANT TO
AVOID GETTING LOCKED INTO A COMMUMITY POSITION NEXT WEEK. | HOPE
THAT AT THE COUNCIL MEETING IN LUXEMBOURG ON 25 OCTOBER WHEN THE
PRESIDENCY AND THE COMMISSION WILL MAKE A REPORT ON TODAY'S
DISCUSS10NS, THE DISCUSSION CAN 3E CONFINED TO TAKING NOTE OF THE
PROGRESS MADE, IN THE MOST POSITIVE TERMS THAT CAN BE MUSTERED.
FOR THIS IT MAY BE HELPFUL THAT THE AMERICANS DO HNOT EXPECT TO
CLﬁQULﬁTE THEIR REVISED DRAFT MORE WIDELY-JUNTIL AFTER 1T HAS BEEN
DISCUSSED BY THE FOUR. '
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TO PRIORITY FCO

TELEGRAM NUMBER 3358 OF 15 OCTOBER

INFO PRIORITY MOSCOW, UKDEL NATO, UKREP BRUSSELS, PARIS, BONM

[NFO SAVING OTHER EC POSTS, OTTAWA 'A’{
PRESIDENT REAGAN ON GRAIN SALES TO USSR

1. THE PRESIDENT TOOK TO BREAKFAST RADIO NETWORKS IN THE M|D-WEST

THIS MORNING TO ANNOUNCE THAT US REPRESENTATIVES AT THE 28-29 OCTOBER
CONSULTATIONS WITH THE RUSSIANS IN VIENNA WOULD BE AUTHORISED TO

OFFER AN ADDITIONAL 15 MILLION TONNES OF GRAIN ABOVE THE & MILLION
ALREADY GUARANTEED. THE TOTAL OF 23 MILLION TONNES OFFERED WILL BE

THE SAME AS IN THE LAST FISCAL YEAR WHEN, DESPITE THE ADMINISTRAT-

ION'S PREDICTIGNS OF RECORD SALES, THE RUSSIANS BOUGHT ONLY 14

MILLIONS TONNES. THERE IS WIDESPREAD SCEPTICISM HERE ABOUT

SECRETARY OF AGRICULTURE BLOCK'S PREDICTION THAY THE USSR wWiLL BUY
UP TO 20 MILLION TONNES IN THE CURRENT FISCAL YEAR,

2. APART FROM CONTAINING THE EXPECTED ANNOUNCEMENT OF ADDITIONAL
SALES AUTHORISATION, THE PRESIDENT'S SPEECH WAS LARGELY A REHASH

OF HIS 3 AUGUST SPEECH IN IOWA TO THE MATIONAL CORM GROWERS'!

ASSOC IATION, ANNOUNCING THE FURTHER ONE YEAR EXTENS|ON OF THE US-USSR
GRAIN AGREEMENT., HIS PRINCIPAL THEME WAS THE NEED FOR THE US TO
RESTORE ITS REPUTATION AS QUOTE A RELIABLE SUPPLIER UNQUOTE AND
REGAIN ITS SHARE OF THE USSR MARKET WNTCH HAD BEEN THROWN AWAY

AS A RESULT OF THE CARTER EMBARGO. IF THE SOVIETS WERE WILLING TO
CONTRACT FOR THE ADDITIONAL QUANTITIES IN NOVEMSER AND THESE WERE
SHIPPED WITHIN 180 DAYS FROM THE DATE OF THE CONTRACT THE US WOULD,
THE PRESIDENT PROMISED, QUOTE EXTEND TO THEM....THE SAME ASSURANGES
OF RELIABLE DELIVERY THAT THE & MILLION METRIC TONS ARE AFFORDED
UNDER ARTICLE Il OF THE AGREEMENT. UNQUOTE.

3. THOUGH THE PRESIDENT DID NOT MENTION SANCTITY OF CQEIRACT NOR
OVERTLY REFER TO AMY DISTINCTION BETWEEM SALES OF GRAIN AND PIPELINE

TECHNOLOGY TO THE SOVIETS HE DID SAY~IN AN ATTEMPT TO MEET
ANTICIPATED CRITICISHM QUOTE THAT BY OFFERING TO SELL THE SOVIETS

MORE GAIN WE ARE SENDING A WEAK SIGNAL UNQUOTE - QUOTE THAT'S WRONG =
WE'RE ASKING THE SOVIETS TO™ETVE US CASH ON THE LINE FOR THE FOOD
THEY BUY. WE'RE NOT PROYVIDING THEM WITH ANY SUBSIDIES OR PUMPING

ANY WESTERN CURRENCIES INTO SOVIET POCKETS UNGUOTE. IN AN INDIRECT
REFERENCE 10 THE CARTER ADMINISTRATION, HE WENT OM: QUOTE IT'S

ALWAYS SEEMED IRONIC TO ME THAT MANY PEOPLE WHO ARE SO QUICK TO
SACRIFICE THE INTERESTS OF FARMERS 11l AN EFFORT TO SEEM TOUGH

ARE UNWILLING TO DO THE REAL THINGS WE NEED TO SEND A SIGNAL OF
NATIONAL WILL AND STRENGTH UNQUOTE. THE TWO GRAIN EMBARGOES HAD
COINCIDED WITH REDUCED COMMITMENT TO A STRONG NATIONAL DEFEMNCE,

QUOTE WE'RE NOT MAKING THAT MISTAKE N 19282 UNQUOTE, SAID THE
PRESIDENT. QUOTE WE HAVE OUR PRIORITIES STRAIGHT. UNQUOTE m

et o AL T |

i e’ s 4 b 3L
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4. IN WHAT MAY BE AN IMPLICIT REFERENCE TO THE POSSIBLE INTRODUCTION
OF EXPORT SUBSIDIES IF THE US DOES NOT GET SATISFACTION ON AGRICUL=-
TURE IN THE GATT MINISTERIAL, THE PRESIDENT ALSO SAID, THAT THE
ADMINISTRATION WAS UNITED IN SPEAKING OUT AND ACTING AGAINST QUOTE
THE UNFAIR TRADE PRACTICES OF OUR COMPETITORS ABROAD UNQUOTE AND
WAS CHALLENGING OTHERS IN NEGOTIATIONS, QUOTE PARTICULARLY OUR
FRIENDS IN EUROPE AND JAPAN UNQUOTE TO MATCH US COMMITMENT TO

QUOTE MORE OPEMN AGRICULTURAL MARKETS,..IF THEY'RE NOT WILLING TO
PLAY BY THE RULES OF THE GAME.,.WE MUST AND WE WILL COUNTER WITH
STRONG MEASURES OF OUR OWN TO PERMIT AMERICAN FARMERS TO REAL 1 ZE
THE BENEFITS OF THEIR EXTRAORDINARY PRODUCTIVITY, UNQUOTE

5. THE PRESIDENT'S SPEECH IS MADE AGAINST A BACKGROUND OF DECLINING
US AGRICULTURAL EXPORTS (BOTH BY VOLUME AND VALUE) AND DEPRESSED
FARM INCOMES COUPLED WiTH RECORD HARVESTS AND GAIN STOCKS.

REPUBL ICAN CANDIDATES IN A NUMBER OF MID-WEST GUBERNATORIAL

AND HOUSE ELECTIONS ARE IN DIFFICULTIES AND USDA HAVE COME UNDER
STRONG PRESSURE TO ANNOUNCE MEASURES FOR EXPORT STIMULATION. THE
STATE DEPARTMENT EMPHASIZE THAT THERE HAS BEEN NO CHANGE IN THE
TERMS OF THE GRAIN AGREEMENT. PRIVATELY THEY EXPECT SOVIET
PURCHASES TO BE CLOSER TO LAST YEAR'S LEVEL (14 MILLION TONNES)
THAN TO BLOCK'S PREDICTIONS.

6. TEXT OF SPEECH TOGETHER WITH A LESS THAN USUALLY OBJECTIVE
FACT SHEET FOLLOWS BY BAG (TO TRED).

FCO PASS SAVING:
ATHENS, BRUSSELS, COPENHAGEN, DUBLIN, LUXEMBOURG, ROME, THE HAGUE,
OTTAWA.
{REPEATED AS REQUESTED)
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CONFIDENTIAL

15 October 1982

US OIL AND GAS MEASURES: PIPELINE

The Prime Minister was grateful for the
minute of 11 October by the Foreign and
Commonwealth Secretary and has noted its
contents,

Roger Bone, Esq.,
Foreign and Commonweglhh Office.
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I attach a copy of a letter which our

Secretary of State has received in connection
with the John Brown Engineering case and of the
reply which he has sent. You will see that

Mr Younger has undertaken to show the
correspondent's letter to the Prime Minister.
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A M RUSSELL
Private Secretary
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US O0il and Gas Measures: Pipeline

1. Since sending you my minute of 14,Séptember I have held a
series of bilateral and multilateral meetings in New York and
Canada with the American Secretary of State and European and

NATO colleagues. These culminated in the meeting of NATO Foreign

Ministers at La Sapiniere near Montreal, of which the outcome is
recorded in FCO telno 260 to UKDEL NATO (copy enclosed).

2. Shultz's summing up in paragraph 9 of the telegram puts a

—————— = g r
somewhat American gloss on the outline agreement reached in

earlier discussions at the official level 6g;ween the Americans

and their closest allies including ourselves. But it was clearly

understood to be an oral statement only. In my view it represents

. - - - - - - "(
a significant advance in reconciling American and Eupopean
~~

| S—
thinking and opens the door to the kind of comprehensive policy
towards the Soviet Union and Eastern Europe for which I have been

arguing for some time.

3. The next steps will be further meetings in NATO, OECD and

elsewhere to decide how the various pieces of work mentioned by
SHET?E are to be organised and to fix a rough timetable. Our
objectives must be to participate constructively in this work and
at the same time to promote the legitimate interests of British
firms. Shultz, as he made clear to me in New York, is trying to
put together a package which, if the Allies endorse it, will
enable him to persuade the President to 1ift sanctions, possibly
even before the mid-term elections in November. It iéﬁtoo early

to say how near he may be to his objective, but we are doing

what we can to keep up the momentum.

4, I am copying this minute to OD collgg ua;) the Secretary of

State for Industry and Sir R Armstrong.

>
Foreign and Commonwealth Office (FRANCIS PVM)
11 October 1982
CONFIDENTIAL




CONFIDENTIAL
27025 - 1

00 WASHINGTON DESKBY 0417302 _ E \
GRS 1820 -_'#d_,,_,ﬂ——:;T""

qe !

CONFIDENTIAL /
DESKEY WASHINGTON 041730Z

FM FCO 041545Z OCT 82

TO IMMEDIATE UKDEL NATO

TELEGRAM NUMBER 260 OF 4 OCTOBER g
INFO IMMEDIATE WASHINGTON, PRIORITY BONN, PARIS, UKDEL OECD, TOKYO,
ROUTINE OTHER NATO POSTS.

INFORMAL WEEKEND, LA SAPINIERE, 2-3 OCTOBER.

SUMMARY.

1. A VERY USEFUL MEETING. DISCUSSION WAS LARGELY DEVOTED TO EAST/
WEST RELATIONS, IN PARTICULAR THOSE ECONOMIC ASPECTS. THANKS MAINLY
TO A SENSITIVE AND EFFECTIVE PERFORMANCE BY SHULTZ, AGREEMENT WAS
REACHED ON A SERIES OF CRITERIA TO FORM THE BASIS OF AN ALLIANCE
APPROACH TO THE ECONOMIC ASPECTS OF EAST/WEST POLICY, AND ON THE
INITIATION OF STUDIES ON A NUMBER OF INDIVIDUAL ASPECTS OF
EAST/WEST ECONOMIC RELATIONS. THERE WAS VIRTUALLY NO DISCUSSION
OF THE PIPELINE AS SUCH. THERE WAS GENERAL ACKNOWLEDGEMENT OF TEE
NEED FOR STRONG DEFENCES, AND OF THE CENTRAL ROLE OF ARMS CONTROL
NEGOTIATIONS IN MAINTAINING PUBLIC SUPPORT FOR ALLIANCE POLICIES.
THERE WAS ALSO AGREEMENT THAT THERE SHOULD BE MORE COOPERATION
AGAINST ‘INTERNATIONAL TERRORISM.

DETAIL.

2. SHULTZ SAID THAST BECAUSE OF THE SOVIET ARMS BUILD UP AND SOVIET
BEHAVIOUR AROUND THE WORLD, THE EAST/WEST RELATIONSHIP WAS

STRAINED AND TENSE. NATO'S BROAD MILITARY STRATEGY REMAINED
EFFECTIVE: DETERRENCE WAS WORKING, AND THE ASLLIANCE WAS ON THE
RIGHT TRACK. AS FAR AS NON-MILITARY ASPECTS OF THE EAST/VEST
RELATIONSHIP WERE CONCERNED, ECONOMIC CONTACTS BROUGHT CERTAIN
SPECIFIC BENEFITS, FOR EXAMPLE TO AMERICAN FARMERS AND IN

1
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PERMITTING HUMAN CONTACTS. BUT THE EVIDENCE SUGGESTED THAT THERE
WERE IMPORTANT PROBLEMS. A LOT OF EAST/WEST TRADE WAS IN GOODS OF
DIRECT MILITARY VALUE, AND THE SOVIET MILITARY BUILD UP WAS BEING
ACCELERATED BY THE ACQUISITION OF TECHNOLOGY FROM THE WEST =
INCLUDING THE US. HE HOPED IT WOULD BE POSSIBLE TO ADDRESS THIS AT
THE FORTHCOMING COCOM MEETING. SOME AREAS - EG ENERGY - WERE OF
SPECIAL STRATEGIC IMPORTANCE. WHY SHOULD THE WEST GIVE THE SOVIET
UNION THE TECHNOLOGY IT NEEDED FOR THE DEVELOPMENT OF ITS ENERGY
RESOURCES? HE COULD, MOREOVER, -SEE NO *‘REASON FOR PROVIDING
SUBSIDIES TO THE SOVIET ECONOMY. CREDIT TO THE SOVIET ECONOMY HAD
EXPANDED RAPIDLY, INCREASING THE CAPACITY OF THE EAST TO EXERT
LEVERAGE ON THE WEST. THIS ARGUED FOR RESTRICTING FURTHER CREDITS.
ON GAS, THE SOVIET UNION MIGHT GET INTO A QUASI MONOPOLY POSITION
WHICE WOULD ENABLE IT TO GO TO WESTERN EUROPEAN CUSTOMERS AND OFFER
ENERGY PRICES LOW ENOUGH TO DETER THE CUSTOMER FROM DEVELOPING ITS
OWN ALTERNATIVE SOURCES OF ENERGY. GIVEN THE LOVER CURRENT LEVEL OF
ENERGY DEMAND, THIS COULD PRODUCE AN UNDESIRABLE DEGREE OF -
DEPENDENCE ON SOVIET SUPPLIES. AS FAR AS EVENTS LIKE POLAND WERE
CONCERNED, HE ACCEPTED THAT THE WEST'S PRACTICAL ABILITY TO AFFECT
THE SITUATION WAS VERY LIMITED. THE WEST WOULD PERHAPS BE WISE

TO AVOID SETTING STANDARDS FOR EASTERN BEHAVIOUR WHICH WERE

NOT GOING TO BE MET.

3. ON INTERNATIONAL TRADE, SHULTZ RECALLED THAT THE RECESSION

OF THE 1930S HAD BEEN MADE FAR WORSE BY EXTREMES OF PROTECTION,
NOT LEAST IN THE US. SINCE THE Wﬁﬂ; THE OPEN MARKET IN TRADE,
TECHNOLOGY AND IDEAS HAD MUCH EXPANDED WORLD TRADE. BUT WITH THE
DECLINE IN THE REAL- VALUE OF WORLD TRADE IN RECENT YEARS, THERE
WERE RENEWED CALLS FOR PROTECTIONISM. IN THE US, 'THE ADMINISTRATION
WAS UNDER PRESSURE IN CONGRESS AND FROM INDUSTRY. THE SITUATION
WAS GETTING WORSE. ONE THIRD OF NON-COMMUNIST WORLD TRADE WAS NOW
OUTSIDE GATT. SCIENTIFIC ADVANCE WAS CHANGING THE NATURE OF TRADE,
AND NOW THERE WAS AN OPPORTUNITY FOR POSITIVE THINKING. LACK OF
CONFIDENCE WAS BEING PRODUCED BY UNCERTAINTY IN WORLD TRADING
CONDITIONS. ALL THIS MADE THE FORTHCOMING GATT MINISTERIAL MEETING
VERY IMPORTANT, BUT IT WAS NOT BEING TAKEN SERIOUSLY ENOUGH OR

2
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ADEQUATELY PREPARED FOR. WHILE THIS FELL OUTSIDE NATO'S FIELD, IT
WAS VERY RELEVANT TO THE ALLIANCE.

4. I DREW ATTENTION TO THE WIDER CONTEXT. IT RELATED ABOVE ALL TO
SECURITY AND STABILITY, WHICH WERE THE PREREQUISITE OF GREATER
PROSPERITY‘ THE FIRST PRIORITY MUST BE STRONG ENOUGH DEFENCE TO
DETER AGRESSION, BALANCED BY THE MAINTENANCE OF A DIALOGUE ON ARMS
CONTROL, CSCE, HUMAN RIGHTS, ETC: IT WAS VITAL TO DEMONSTRATE TO
OUR PUBLICS THAT WE WERE DOING OUR BEST TO ACHIEVE SECURITY AT A
LOWER COST. IT WAS IMPORTANT THAT THE ALLIES BE SEEN TO BE
MAINTAINING AN EAST/WEST DIALOGUE IF THEY WERE TO RETAIN PUBLIC
SUPPORT FOR THE FORTHCOMING DEPLOYMENT OF CRUISE MISSLES. SHULTZ
HAD ADDED AN ECONOMIC DIMENSION TO OUR STRATEGIC THINKING:

THERE WERE CLEARLY A NUMBER OF PRESSURE POINTS THROUGH WHICH WE
COULD INTENSIFY THE ECONOMIC DIFFICULTIES OF THE SOVIET UNION, AND I
STRONGLY FAVOURED FULL AND POSITIVE CONSIDERATION OF THIS ISSUE

AND ITS IMPLICATIONS. THIS WOULD TAKE SOME TIME, AND SHOULD BE

SEEN AS A LONG TERM POLICY ISSUE. MEANWHILE IT WAS VITAL THAT

THE ALLIES SHOULD NOT BE DEFLECTED FROM THE CENTRAL REQUIREMENT FOR
ADEQUATE DEFENCE.

5. CHEYSSON AGREED. ECONOMIC AND POLITICAL ASPECTS OF POLICY MUST
BE INCORPORATED INTO A STRATEGY BASED ON OVERALL SECURITY. IT WAS
IMPORTANT TO CONSIDER THE ROLE OF JASPAN (A THEME TO WHICH HE
REVERTED LATER MORE THAN ONCE): THE OECD WOULD BE HELPFUL IN THIS
CONTEXT. HE POSED THE QUESTION OF WHETHER THE WEST, IN ITS ECONOMIC
STRATEGY, SHOULD DISTINGUISH BETWEEN THE SOVIET UNION AND ITS
SATELLITES: THE WEST HAD BEEN ABLE TO ENCOURAGE TEE PROCESS OF
LIBERALISATION BY GRANTING CREDIT FASCILITIES TO POLAND, AND IT
WOULD BE WRONG TO FOREGO THE OPTION OF ENCOURAGING CHANGE IN THIS
WAY AGAIN. THERE WAS, HOWEVER, A CONTRADICTION IN TRYING TO MAKE
THINGS DIFFICULT FOR THE SOVIET UNION, WHILE HELPING THE SOVIET
ECONOMY INDIRECTLY THROUGH THE EASTERN EUROPEAN ECONOMIES.

HE DID NOT KNOW THE ANSWER, AND THIS WAS NOT THE RIGHT SETTING TO
LOOK FOR IT. THE OECD, OR PERHAPS BILATERAL CONTACTS, VWOULD BE
BETTER. NO PREFERENTIAL TREATMENT SHOULD BE GIVEN TO THE SOVIET

3
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UNION. THE UNDERSTANDING REACHED AT VERSAILLES ON MONOTORING
HAD NOT BEEN IMPLEMENTED AS IT SHOULD HAVE BEEN, SECTOR BY SECTOR.

6. COLOMBO SAID THAST WE MUST NOT DELUDE OURSELVES: THE ALLIANCE
WAS NOT IN GOOD SHAPE. EAST/WEST RELATIONS REPRESENTED THE CRISIS
POINT. GUIDELINES WERE NECESSARY. WESTERN BELIEF IN DETENTE HAD LED
TO A NEGLECT OF MILITARY CAPABILITY, RESULTING IN SOME IMRALANCE:
WHILE DETENTE MUST STILL BE PURSUED, MILITARY CONSIDERATIONS MUST
BE FED INTO THE MIX (HE APPEARED TO BE IMPLYING THAT A GREATER
WESTERN MILITARY EFFORT WAS NECESSARY). THE QUESTION WAS WHAT
PLAC? ECONOMIC MATTERS SHOULD HAVE IN RELATIONS WITH THE EAST. HE
WONDERED WHETHER IT WOULD BE POSSIBLE TO GUIDE OECD ON THE BASIS
OF VIEWS EXPRESSED AT THIS MEETING. ENERGY TECHNOLOGY SHOULD BE
STUDIED IN A MORE TECHNICAL FORUM. ACTION MUST NOT BE POSTPONED:
THERE WAS A RISK THAT FARMING OUT WORK TO OTHER AGENCIES MIGHT
PRODUCE DELAY.

T. VAN AGT SPOKE OF THE PAHAMOﬂNT IMPORTANCE OF SECURITY, AND THE

CRUCIAL ROLE OF ARMS CONTROL. ECONOMIC MEASURES HELD OUT THE
PROSPECT OF CURBING SOVIET MILITARY CAPABILITY AND INFLUENCE:
BUT THEY WOULD NOT HAVE ANY EFFECT ON SOVIET BEHAVIOUR. HE
AGREED THAT SUBSIDIES AND THE TRANSFER OF TECHNOLOGY TO

THE SOVIET UNION WERE WRONG. BUT TO TRY TO PUT PRESSURE ON
THE RUSSIANS WOULD DO NO GOOD, AND WOULD DAMAGE THE WESTERN
IMAGE IN THE EYES OF THE REST OF THE WORLD. WE COULD NOT

WIN AN ECONOMIC WAR, WE SHOULD NOT START ONE.

8. MACKEACHEN WELCOMED SHULTZ'S MESSAGE THAT SECURITY DID NOT
DEPEND ON MILITARY FACTORS ALONE. THE STRENGTH OF THE

ALLTANCE DEPENDED ON THE VIABILITY OF WESTERN ECONOMIC
INSTITUTIONS. HE TOO WONDERED WHETHER IT WAS RIGHT TO WAGE ECONOMIC
WAR ON THE SOVIET UNION. SHULTZ DENIED THAT THE KIND OF IDEAS HE
HAD BEEN DISCUSSING BORE ANY RESEMELANCE TO AN ECONOMIC WAR.

9. OPENING DISCUSSION THE FOLLOWING MORNING, SHULTZ, READING
FROM WRITTEN NOTES, SUMMARISED WHAT HE BELIEVED TO BE THE COMMON

]
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VIEW OF THE MINISTERS PRESENT. ALLIED GOVERNMENTS MUST CONDUCT EAST/
WEST RELATIONS ON THE BASIS OF & COMPREHENSIVE STRATEGY, INCLUDING
ECONOMIC ASPECTS. THERE WERE THREE CRITERIA WHICH SHOULD GOVERN
WESTERN ECONOMIC DEALINGS WITH THE SOVIET UNION WITH EASSTERN
EUROPE :

(I) TRADE.SHOULD NOT CONTRIBUTE ACTUALLY OR POTENTIALLY TO THE
MILITARY CAPABILITY OF THE SOVIET UNION:

(II) IT WAS NOT IN THE WESTERN INTEREST TO SUBSIDISE THE SOVIET
ECONOMY THROUGH TRADE: e

(III) THE WESTERN COUNTRIES SHOULD TAKE NO STEPS WHICH CONTRIRUTE TO
THE STRATEGIC ADVANTAGE OF THE SOVIET UNION.

THERE SHOULD BE A THOROUGH EX&EINATION OF HOW THESE CRITERIA SHOULD
BE APPLIED, TOUCHING IN PARTICULAR ON STRATEGIC GOODS AND

TECHNOLOGY OF MILITARY SIGNIFICANCE: HIGH TECHNOLOGY OF STRATEGIC

IMPORTANCE, INCLUDING OIL AND GAS EQUIPMENT: OTHER TRADE, INCLUDING
AGRICULTURE AND FOOD STOCKS: CREDIT POLICY: AND ENERGY. ON ENERGY,
THE EUROPEAN ALLIES SHOULD MAKE A STUDY OF THEIR PROJECTED ENERGY

REQUIREMENTS OVER THE NEXT DECADE AND BEYOND AND OF HOW THESE
MIGHT BE MET.

TEE STUDY, IN WHICH THE US WOULD PARTICIPATE, MIGHT BEST BE
CONDUCTED UNDER OECD AUSPICES. THE MINISTERS SHOULD AGREE
IMMEDIATELY ON FOUR POINTS:

(I) A REVIEW OF THE LIST OF STRATEGIC ITEMS SHOULD BE PUT IN HAND
AT THE COCOM REVIEW MEETING ON & OCTOBER. THEY SHOULD DO WHAT IS
NECESSARY TO MAKE COCOM MORE EFFECTIVE AND RESPONSIVE AND SHOULD
IMPROVE TEEIR NATIONAL MACHINERY IN WHATEVER WAY WAS NEEDED

TO ENFORCE COCOM DECISIONS:

(1II) MACHINERY (PERHAPS INVOLVING OECD FINANCE MINISTERS) SHOULD
BE SET UP AT ONCE TO CARRY OUT THE PERIODIC EX-POST REVIEW OF
ECONOMIC AND FINANCIAL RELATIONS WITH THE SOVIET UNION AND EASTERN
EUROPE AGREED ON AT VERSAILLES. WE SHOULD ESTABLISH THE MEANS y
TO HARMONISE OUR POLICIES ON CREDITS, IN ORDER NOT TO SUBSIDISE
THE SOVIET ECONOMY:

(III) WHILE THE ENERGY STUDY WAS BEING CASRRIED OUT, THE ALLIES

SHOULD EXERCISE RESTRAINT IN CONCLUDING NEW CONTRACTS FOR SOVIET
NATURAL GAS: = g

5
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(IV) THE ALLIES SHOULD CONSIDER IMMEDIATELY WHETHER CONTROLS WERE
NEEDED ON EXPORTS TO THE USSR AND EASTERN EUROPE OF TECHNOLOGY OF
STRATEGIC IMPORTANCE. WHAT WOULD CONSTITUTE SUCH TECHNOLOGY SHOULD
BE JOINTLY DECIDED, BUT SHOULD IN ANY CASE INCLUDE TECHNOLOGY
DIRECTLY RELATED TO THE OIL ANDD GAS SECTOR. ANY DECISIONS
EMERGING FROM THIS- STUDY WOULD BE IMPLEMENTED IN A COCOM RELATED
FRAMEWOERK.

10. FURTHER DISCUSSION REVEALED UNANIMOUS ACCEPTANCE OF THE
APPROACH OUTLINED BY SHULTZ. SEVEDRAL DELEGATIONS, NOTABLY THE
FRENCH, DISCOURAGED THE US FROM TRYING TO REACH AGREEMENT ON. A
TEXT THERE AND THEN, AND NO TEXT WAS THEREFORE CIRCULATED.

OTHER ISSUES.

11. PEREZ LLORCA SAID THAT SPAIN WOULD REMAIN IN THE ALLIANCE,

BUT THAT THE SPANISH GOVERNMENT WOULD HAVE TO WORK FOR THIS

IN SPAIN: THE ALLIANCE COULD HELP THEM TO DO THIS. IN

THIS CONTEXT HE MENTIONED TWO ISSUES =~ COCPERATION OVER

TERRORISM, ASND THE ACCELERATION OF SPAIN'S EC ACCESSION
NEGOTIATIONS. TURKMEN ALSO REFERREL TO TERRORISM AS A FACTOR TO BE
TAKEN INTO ACCOUNT IN ASSESSING WESTERN SECURITY. THE ALLIES SHOULD
RECOGNISE TURKEY'S ACHIEVEMENT IN CURBING TERRORISM AT HOME, AND
HER SITUATION AS A TARGET OF TERRORISM ABROAD. THIS SHOULD BE
FURTHER DISCUSSED IN NATO. LUNS INDICATED THAT HE WAS FULLY

SEIZED OF THIS NEED. CHEYSSON SAID THAT SINCE TERRORISTS WERE
ARMED BY EASTERN EUROPE THE SUBJECT HAD ‘ACQUIRED AN EAST/WEST
CONNOTATION.

12. SEE MIFT FOR TEXT OF NOTES USED BY LUNS AT PRESS CONFERENCE.
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TO FLASH OTTAWA ,/yckﬂ,
TELEGRAM NUMBER 324 OF 2 OCTOBER

AND TO PRIORITY UKMIS NEW YORK WASHINGTON PARIS BONN UKI
UKREP BRUSSELS.

FOR SECRETARY OF STATE'S PARTY.
UKMIS TELS 1543 AND 1544: FOLLOWING FOR PRIVATE SECRETARY.
1. FOR EASE OF HANDLING WE ARE MAKING THIS TELEGRAM CONFIDENTIAL.
2. WE HAVE NOT TODAY (SATURDAY) CONSULTED W
AGAIN. BUT AS YOU WILL HAVE SEEN FROM OUR TEL 820 TO UKMIS NEW |YORK,
ALL CONCERNED CONSIDERED THE TEXT AT THAT STAGE BROADLY ACCEPTABLE.
THIS LATEST VERSION WOULD WE THINK MEET OUR MAIN CONCERNS VERY WELL,
PROVIDED THAT THE OUTSTANDING POINTS IN SQUARE BRACKETS CAN BE
RESOLVED IN A MANNER THAT TAKES ACCOUNT OF THE STICKING POINTS
WHICH WE HAVE ALREADY REGISTERED.
3, ON THE UNDERSTANDING THAT THE CRITERIA IN PARA 2 ARE ILLUSTRATIVE
ONLY, WE CAN ACCEPT THEM AS A BASIS FOR FURTHER STUDY. THERE IS
LEARLY SCOPE FOR DISAGREEMENT IN INTERPRETING THE THREE U.S.
PRINCIPLES: THE FRENCH ARE MUCH MORE PROMISING BUT COULD PERHAPS

IMPROVED AND/OR EXTENDED.

WE SEE NO DIFFICULTY WITH THE REST OF PARA ND WOULD NOT OBJECT
TO LIFTING THE BRACKETS AFTER ENERGY. WE
ANALYSIS.
5. WE ARE HAPPY WITH PARA 3(A) INCLUDING THE PASSAGE IN
6. PARA 3(B) IS ACCEPTABLE, INCLUDING THE PASSAGE IN THE FIRST

SRACKETS.

7. PARA 3(C) IS ACCEPTABLE.

ACCEPT A STUDY BUT

= &

CONTROL UNOUOTE. THIS REMAINS A STICKING POINT FOR US AND
IT

THE DEPARTMENTS OF TRADE AND INDUSTRY ATTACH GReA IMPORTANCE TO

A
9. WE WELCOME THE FOOTNOTE ABOUT THE EUROPEAN COMMUNIITES.

PYM
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EAST/WEST ECOMNOMIC RELAT]ONS
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(D) ALLIED GOVERMMENTS AGREE TO SQUARE BRACKETS BEGIN STUDY
WHETHER THEIR SECURITY INTERESTS REQUIRE CONIROLS ON SQUARE
BRACKETS EMD SQUARE BRACKETS BEGIN COMTROL SQUARE BRACKETS EHD
THE EXPORT TO THE SOVIET UNION AMD EASTERN EUROPE OF CERTAIN
ADVANCED TECHMOLOGY AND EQU{PMENT, TO BE JOINTLY DETERMIMED, WITH
DIRECT APPLICATION TO THE OIL AMD GAS SECTOR. ACT|ONS WOULD
BE AGREED UPON AMD IMPLEMENTED WITHIN THE COCOM FRAMEWORK.

(FIRST SQUARE BRACKETS U.S. SECOND SQUARE BRACKETS FRG
AND UK. FRANCE BRACKETS ENTIRE PARAGRAPH)

HOTE: THE
THE COMPETENC|

OCTOBER 1, 1982
MEW YORK

ENDS
2. FCO PLEASE ADVANCE AS IN MY IMMEDI|ATELY PRECEEDING TELEGRAM

RSO [ADVANCED AS REQUESTED]
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TO |MMED|ATE FCO
TELEGRAM NUMBER 1543 OF 1 OCTOBER

INFO IMMEDIATE OTTAWA (FOR SECRETARY OF STATE' PARTY) BOMNN, PARIS,

WASHINGTON, UKDEL NATO (PERSOHAL FOR AMBASSADOR/MINISTER).
MY TELNOS 1532 AND 1533: EAST/WEST ECUHOM\C RELAT |ONS

FROM BULLARD

1, THIS EXERCISE TOOK A HEW TURN OVERMNIGHT AS A RESULT OF

—

MADE TO RECONCILE THE FRENCH AMD AMERICAN POSITIONS WHICH HAD
SO FAR APART YESTERDAY. WHEHN - 5 MEETING BEGAN ANDREANI
ULATED A NEW DRAFT WHICH PRESENTED THE ITEMS ON THE AMER|CAN
TO THE EXTENT THAT THESE WERE ACCEPTAELE TO THE REST OF THE
AS DECISIONS TO BE TAKEM [IMMED|ATELY BUT [N THE CONTEXT OF
OLVE BY THE FOUR GOVERHMENTS TO COMDUCT RELATIONS WITH

Vi

ET UNIOH OW THE BASIS OF AN AGREED AMD COMPREHEHSIVE

m
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|[;cn_uu|.gu THE ECONOMIC DIMENSION I WAS AGREED TO WORK
FREMCH DRAFT. |IT HELPED ( JEAL THAT BURT HAD BEEN

) TO WASHINGTOMN O BUSINE NMECTED WITH CONFIRMATIOH
NATE, LEAVING THE AMERICAN CHAIR TO BE TAKEN BY THE MUCH

m
<O o T c‘
= — =< D
m
=
m rr|

CTIVE EAGLEBURGER,

2 MIFT CONTAINS THE FINAL VERSION OF THE PAPER WHICH IT WAS
AGREED TQ RECOMMEND TO THE FOQUR FOREIGMN MINISTERS. THERE WAS A
GENERAL SENSE THAT IT WAS BETTER TO SPELL QUT THE DIFFERENCES OF
APPROACH BY MEANS OF SQUARE BRACKETS, RATHER THAT TRY TO CONCEAL
THEM BY YERBAL FUDGING.

3. COMMENT. THE PAPER SEEMS TO ME TOQ TAKE ACCOUNT OF THE
SIGNIFICANT POINTS IN YOUR TELMNO 820, FOR WHICH MANY THANKS.

IT ALSO OPENS THE WAY TO THE KIND OF COMPREHENSIVE POLICY TOWARDS
THE EAST FOR WHICH THE SECRETARY OF STATE HAS BEEN ARGUING 1IN
RECENT MOMTHS. WHETHER IT GIVES THE UNITED STATES ENOUGH FOR
SHULTZ TQ BE ABLE TO PERSUALDE THE PRES|IDENT TO LIFT THE AMERI|ICAN
MEASURES AGAINST THE SOVIET UNION IS DOUSTFUL: EAGLEBURGER WAS

m m
e |
m U

PESSIMISTIC. : Vi

STRUCTIONS FROM CHEYSSON TO HIS POLITICAL DIRECTOR THAT Al EFFORT

YOU




4, YOU WJLL NO DOUBT
BRIEF ING WHICH HE MAY
UNDERSTANDING AHMONG P
MINISTERS WOULD PROBADLY
HERE, BUT NOT TO DISCUSS IT 1IN
COULD BEST BE CONCEMNTRATED FOR
A GROUP OF FOUR COMPRISING THE
DEPARTMENT .

)

WANT

THONSON

FURTHER
TING, THE
AE FORE IGN
=R PREPARED
THA {THER WORK
NG >H INGTON IN
HE STATE

AND

MR THOMAS, MR GILLMORE,

HEAD/TRED.

[ADVANCED AS REQUESTED]

LIMITED
HD/PLANNING STAFF
HD/EESD
HD/TRED
HD/ECD (E)
PS

PS/FUS

MR EVANS

MR WRIGHT
MR THOMAS
MR GILLMORE
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HD/PLANNING STAFF
HD/EESD
HD/TRED
HD/DEFENCE D
HD/ERD
HD/ECD (E)
HD/NAD

P3

PS/PUS

MR EVANS

MR GOODISON
MR THOMAS

MR GILIMORE
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TELEGRAM NUMBER 1533 OF 30 SEPTEMBER 1982

INFO IMMED|ATE BONN, PARIS, WASHINGTON, UKDEL NATO (PERSOMNAL
FOR AMBASSADOR/MINISTER).

FOLLOWING FROM PRIVATE SECRETARY
MIPT: EAST/EST ECONOMIC RELATIONS

FOLLOWING IS TEXT OF QUADRIPARTITE DRAFT PAPER AS AT 2300
HRS 30 SEPTEMBER.
BEGINS

THE GOVERMMENTS OF RECOGNIZE THE NECESSITY OF
DEVELOPING A COMMON POLICY ON ECONOMIC RELATIONS WITH THE
USSR. THEY NQTE WITH REGRET THE D|FFERENCES WHICH HAVE
DEVELOPED AMONG THEM [N THIS AREA, HOTWITHSTANDING THE BROQAD
AREAS OF AGREEMENT REACHED AT THE RECENT SUMMIT MEETINGS (M
BONN AND YERSAILLES.

THEY ARE RESOLVED TQ TAKE THE NECESSARY STEPS TO REMOVE
THESE DIFFERENCES WITH THE LEAST POSSIBLE DELAY, ENSURING
THAT FUTURE DECISIONS BY THEIR GOVERHMENTS ON THESE |ISSUES
WILL BE MADE ON THE BASIS OF A COMMON ASSESSMENT OF THE
EAST-WEST RELATIONSHIP AND WITH DUE REGARD FOR THE IMTERESTS
CF THE BROADER COMMUNITY,

TO THIS END, THEY ARE IN FULL AGREEMENT ON THE NEED
FOR JOINT ACTION IN THE FOLLOWING FIELDS:

(A) THEY WILL WORK TOGETHER WITHIN THE FRAMEWORK OF
THE COORDINATING COMMITTEE (COCOM) TO PROTECT THE
CONTEMPORARY SECURITY INTERESTS OF THE ALLIANCE. THE LI(ST
OF STRATEGIC ITEMS WOULD BE EVALUATED AND, IF NECESSARY,
MODIF IED. THIS OBJECTIVE WILL BE UNDERTAKEN AT THE COCOM
REVIEW MEETING BEGINNING OCTOBER 4 (N PARIS, AND FOLLOWED
UP AT THE HIGH LEVEL MEETING SCHEDULED FOR EARLY 1983.

THEY FURTHER AGREE TO TAKE THE NECESSARY MEASURES TO
STRENGTHEN THE EFFECTIVENESS AND RESPONSIVEMESS OF COCOM
AND TO EMHANCE THEIR NATIONAL MEASURES AS MECESSARY TO
ENFORCE COCOM DECISIONS.

(B) IT WAS AGREED AT VERSAILLES THAT THE DEVELOPMENT OF
ECONOMIC AND FINANCIAL RELATIONS WITH THE SOVIET UNIOM AND
EASTERN EUROPE WOULD BE SUBJECT TO PERIODIC EX POST REVIEW.
THE ALLIES ARE AGREED ON THE NEED TO ESTABLISH WITHOUT
DELAY THE NECESSARY MECHANISM FOR THIS PURPOSE, (TQO EMSURE
THAT THERE IS NO SUBSIDIZATION OF SOVIET ECONOMIC DEVELOPMENT).
ALLIED GOVERMMENTS WILL ALSO ESTABLISH THE MEANS TO MANAGE

SECRET
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THE EXTENSION OF CREDITS, COVERING INTEREST RATES, MATURITIES,
DOWN PAYMENTS, AND FEES. (ALLIED GOVERNMENTS WILL ALSO EST&BLISH
THE MEANS TO MANAGE THE EXTENSION OF PUBLIC AND PRIVATE CREDITS,
HARMONIZING NATIONAL POLICIES TO THE EXTENT POSS{BLE, TAKING
INTO CONSIDERATION INTEREST RATES, MATURITIES, DOWN PAYMENTS,
FEES, AND VOLUMES),

(CJ SO AS NOT TC GIVE THE USSR AN UNDES|RABLE STRATEGIC.
ADVANTAGE THE ALLIED GOVERNMENTS AGREE TO CONTEOL (OR TO STUDY
WHETHER THEIR SECURITY INTERESTS REQUIRE CONTROLS ON) THE EXPORT
TO THE SOVIET UNION AND EASTERN EUROPE OF CERTAIN ADVANCED
TECHNOLOGY AND EQUIPMENT (TO BE JOINTLY DETERMINED) WITH DIRECT
APPLICATION TO THE OIL AND GAS SECTOR.- ACT IONS WOULD BE
AGREED UPON AND IMPLEMENTED WITHIN THE COCOM FRAMEWORK o

(D) THE EUROPEAN GOVERNMENTS, WITH U,S. PARTICIPATION,

WILL INITIATE A STUDY ON ENERGY WHICH WILL FOCUS ON PROJECTED
EUROPEAN ENERGY REQUIREMENTS OVER THE NEXT DECADE AND BEYOND

AND POSSIBLE MEANS OF MEETING THOSE REQUIREMENTS, THIS STUDY

WILL BE PREPARED UNDER THE AUSPICES OF THE OECD, DURING THE
COURSE OF THIS STUDY, ALLIED GOVERNMENTS WOULD EXERCISE RESTRAINT
WITH REGARD TO ENTERING [NTO ANY NEW CONTRACTS WITH THE SOVIET
UNION FOR THE DELIVERY OF NATURAL GAS.

(E) GIVEN THE COMPLEXITY OF THE |SSUES INVOLVED, SUCH
DECISIONS CAN BE EFFECTIVE ONLY |F THEY ARE BASED ON A
COMPREHENS | VE ANALYSIS OF THE NATURE AND CONDITIONS OF THE USSR
AND OF EAST-WEST RELATIONS. CONSEQUENTLY, THE ALLIES ALSO AGREE
TO INITIATE A BROADER EXAMINATION OF EAST-WEST ECONOMIC AND
POLITICAL RELATIONS IN AN EFFORT TO SHAPE ECONOMIC POLICY (M
LIGHT OF THE EVOLVING NATURE OF THE OVERALL RELATIONSH(P
BETWEEN EAST AND WEST. AS PART OF THIS STUDY, THE ALLIES WILL
EXAMINE HOW BEST TO TAILOR ECONOMIC POLICY SO THAT THE
POLITICAL SITUATION IN VARIOUS EASTERN EUROPEAN COUNTRIES
CAN BE AFFECTED IN DIRECTIONS COMSISTENT WITH THE [INTERESTS
OF THE ALLIANCE.

ENDS

F C O PLEASE ADVANCE COPJ|ES TO: PS, PS/PUS, MR EVANS, MR WR IGHT,
MR THOMAS, MR GILLMORE, HEAD/EESD, HEAD/PLANNING STAFF,

HEAD/TRED,

THOMSON

JADVANCED AS REQUESTED)
LipirCD
HD| PLAMNING STAEE
Hd) EESD
Hd) TRED

Ps
ﬂypus
HR Lupwns

D
Hd) DEF MR &GoODISON

Hd) ERD
Hd|Ecd(E)
HD} cesel uniT
HD) wED P
Hd) mAD ,....:.-,r-.—--—

s et i \""#

HR THbO 11PS
HR GI1LLMoRE
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TELEGRAM NUMBER 1532 OF 30 SEPTEMBER 1982

INFO IMMED{ATE BONN, PARIS, WASHINGTON, UKDEL MATO (PERSONAL
FOR AMBASSADOR/MINISTER).

MY TELNO 1502: EAST/WEST ECONOMIC RELATIONS

1. THE FOUR POLITICAL DIRECTORS SPENT SOME HOURS TODAY SEEK|ING
TO CARRY FORWARD THE CONCLUSIONS OF THE MINISTERIAL DINNER ON
29 SEPTEMBER.

2. BURT (US), SPEAKING IN GREAT CONFIDENCE, SAID THAT SHULTZ HAD
CONCLUDED FROM HIS TALKS THIS WEEK THAT A BREAKTHROUGH ON THE
PIPELINE PROBLEM WAS WITHIN REACH. HE PROPOSED THAT THE FOUR
FOREIGN MINISTERS SHOULD AGREE WITHIN THE NEXT FEW DAYS ON A
SERIES OF STEPS WHICH COULD BE JUSTIFIED FOR THEIR OWN SAKE.
THIS WOULD ALLOW PRESIDENT REAGAN TO LIFT THE CURRENT US NATIONAL
SANCTIONS, THE LINK WOULD BE THERE BUT IT WOULD BE ESSENTI!AL
THAT NEITHER THE US NOR THE EUROPEAN ALL|ES SHOULD DRAW
ATTENTION TO IT. BURT URGED THAT THE PRESENT OPPORTUNITY BSE
GRASPED LEST |T SLIP FOR EVER. HE CIRCULATED A DRAFT (MY TELNO
1510, NOT REPEATED) WHICH SET QUT THREE GENERAL PRINCIPLES (NO
CONTRIBUTION TO SOVIET MILITARY CAPACITY, ACTUAL OR POTENTIAL:
NO SUBSIDIES TO THE SOVIET ECONOMY: NO CONTRIBUTION TO THE
STRATEGIC ADVANTAGE OF THE SOVIET UNION) AND WENT ON TO COMM|T
GOVERNMENTS TO THE FOLLOWING:
A. ACTION IN COCOM TO FOLLOW UP DECISIONS ALREADY TAKEN:
B. SETTING UP MECHANISMS TO MONITOR AND MANAGE CREDITS, COVERING

INTEREST RATES, MATURITIES, DOWN PAYMENTS AND FEES;
C. CONTROL OF ADVANCED TECHNOLOGY AND EQUIPMENT IN THE OIL

AND GAS SECTOR:
D. EUROPEAN GOVERNMENTS, WITH US PARTICIPATION, TO STUDY

FUTURE EUROPEAN ENERGY REQUIREMENTS, DURING WHICH TIME NO

NEW CONTRACTS FOR SOVIET GAS WOULD BE CONCLUDED:

EXAMINING EAST-WEST ECONOMIC AND POLITICAL RELATIONS,

INCLUDING HOW BEST TO TAILOR ECONOMIC POLICY SO AS TO

INFLUENCE THE SITUATION IN EASTERN EUROPE.

3« BULLARD (UK) EXPRESSED SURPRISE, THE CONSENSUS AT THE
MINISTERIAL MEETING HAD BEEN TO COMMISSION A STUDY OF POLITICAL
AND ECONOMIC RELATIONS WITH THE EAST, IN WHICH PROBLEMS SUCH

AS THE PIPELINE COULD BE PUT INTQ CONTEXT. THE 3 US PRINCIPLES

B o
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WERE NOT SO INNOCUQUS AS THEY SEEMED. TO SEEK INSTANT COMM|T-
MENTS ON THE LINES PROPOSED BY BURT WOULD INVOLVE JUMPING TO
THE CONCLUSIONS WHICH THE STUDY WAS INTENDED TO LEAD TO. BULLARD
CIRCULATED AN OUTLINE FOR THE STUDY ON THE FOLLOWING LINES:
le WESTERN OBJECTIVES
I1« CHANGE OF LEADERSHIP IN THE SOVIET UNION
111. WEAKNESSES OF THE SOVIET ECONOMY
IV. ECONOMIC CHOICES FACING THE SOVIET LEADERSH|P
Ve IMPACT OF WESTERN TRADE AND TECHNOLOGY TRANSFERS
VI. TASKS AND OPPORTUNITIES FOR THE WEST
VIl. MECHANISMS, EXISTING AND POTENTIAL
Viil. RECOMMENDATIONS FOR WESTERN POLICY.

4, ANDREAN! (FRANCE) AGREED WITH BULLARD. FRANCE HAD NO WISH

TO DRAG HER FEET BUT IT WOULD BE |MPOSSIBLE TT REACH SIGNIF|CANT
DECISIONS WITHIN A FEW DAYS, HE CIRCULATED A DRAFT {NTRODUCTION
WHICH SAID IN EFFECT THAT UNILATERAL DECISIONS BY IND!VIDUAL
MEMBERS OF THE ALLIANCE SHOULD N FUTURE BY AVOIDED, THAT ANY
ACTION SHOULD BE BASED ON AN ANALYSIS OF THE TOTAL SITUATI|ON,

THAT AN EFFORT SHOULD BE MADE TO HARMONISE VIEWS ON WESTERN
STRATEGY TOWARDS THE SOVIET UMION AND THAT MEANWHILE ''THE CLIMATE
OF TRUST AND MUTUAL RESPECT MUST BE RESTORED'' (|E THE

AMER ICAN NATIONAL MEASURES MUST BE LIFED).

5. PFEFFER (FRG) WAS |ILL AT EASE, NO DOUBT ON ACCOUNT.OF THE
POLITICAL SITUATION IN GERMANY. HE WAS READY TT WORK ON THE UK
OUTLINE BUT ACKNOWLEDGED THAT SHULTZ HAD ASKED FOR RECOMMENDATIONS .
OF SOME SORT WITHIN A FEW DAYS.

6. AFTER FURTHER SKIRMISHES IT WAS AGREED TO ACCEPT A LESS
CONTROVERS |AL PREAMBLE AND TO EXAMINE THE FIVE LINES OF ACTION
SUGGESTED BY THE UNITED STATES (PARA 2 ABOVE).

7. POINT A CAUSE NO GREAT DIFFICULTY., ON POINT B, IT WAS AGREED
TO PROPOSE THE SETTING UP OF A MECHANISM TO CONDUCT THE PERIODIC
REVIEWS OF EAST WEST ECOHOMIC AND FINANCIAL RELATIONS WHICH HAD
BEEN ENYISAGED AT YERSAILLES. THIS WAS AS FAR AS THE FRENCH AND
GERMANS WOULD GO BEYOMD THE ACTUAL LANGUAGE OF VERSAILLES.
ANDREAM| IN PARTICULAR WAS CATEGORICAL IN REJECTING ANY MECHAMISM

TO MANAGE EXPORT CREDITS.

8. POINT C PROVYED CONTENTIOUS. THE AMERICANS WERE DETERM|NED

TO SECURE A COMMITMENT TO CONMTROL THE SALE TO THE EAST OF CERTAIN
HIGH TECHNOLOGY EQUIPMENT IN THE QIL AND GAS FIELD, WHETHER OR
HOT IT WAS ON THE COCOM LIST: AS EXAMPLES THEY MENTIONED
SUBMERS|BLE PUMPS AND AUTOMATIC BLOW-OUT PREVENTERS. THE UK AND
FRAMCE POINTED OUT THAT ACTION ON THESE LINES COULD RECREATE
THE ALLIANCE PROBLEM WHICH HAD ARISEN OYER THE PIPELINE. [N

ANY CASE THE QUESTIOM WHETHER IT WAS |IN THE INTEREST OF THE
WEST TO FACILITATE DEVELOPMENT OF SOVIET ENERGY RESOURCES OR

TO OBSTRUCT IT HAD SCARCELY BEEN DISCUSSED, MUCH LESS DEC|DED.
THE FRG WERE READY TO STUDY THE PROBLEM, BUT WITHOUT COMMITMENT,

- SECRET -2- /9
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9. ON D, THE FRENCH COULD NQT ACCEPT ANY REFERENCE TO THE 1EA.
THE FRG COULD UNDERTAKE TO DISCOURAGE CONTRACTS, BUT NOT TO

ABSTAIN FROM SIGNING THEM., THE UK WAS NOT MUCH AFFECTED In
PRACTICE.

10. POINT E WAS NOT REACHED,

11. MIFT CONTAINS DRAFT AS IT NOW STANDS, WITHOUT SOME OF

THE NUMEROUS SQUARE BRACKETS. WE SHOULD BE GRATEFUL FOR ANY
FURTHER COMMENTS, IF POSSIBLE BY 1300 GMT OM 1 OCTOBER WHEN
DISCUSSION IS TO BE RESUMED WITH THE AIM OF FINALISING A PAPER

OF RECOMMENDATIONS FOR THE FOUR FORE |GN MINISTERS TO TAKE WITH
THEM TO THE INFORMAL NATO WEEKEND MEETING IN CANADA,

F C O PLEASE ADVANCE COPIES TOs3 PS, PS/PUS, MR EVANS, MR WR |GHT,
MR THOMAS, MR GILLMORE, HEAD/EESD, HEAD/PLANNING STAFF, HEAD/TRED

THOMSON

LIHITED JADVANCED. AS REQUESTED)
"D’ PprAmnmive STARR
Hd) cESD

nd) TRED

) DEFP
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HD) RCD ()
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HR &ooDIsON

HR ThHoMAS
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TELEGRAM NUMBER 1477 OF 28 SEPTEMBER,

INFO IMMEDIATE BONN PARIS AND HASniNGTQH (PERSONAL FOR AMBASSADORS)
INFO PRIORITY ROME, MOSCOW, UKDEL NATO (PERSOUNAL FOR AMBASSADORS).

FOLLOWING FROM PRIVATE SECRETARY.
UNGA: BILATERAL WITH US SECRETARY OF STATE: PIPELINE.

1. THIS SUBJECT WAS TAKEN IN RESTRICTED SESSION, WITH THE SECRETARY
OF STATE AND SHULTZ ACCOMPANIED ONLY BY BURT AND MYSELF.SHULTZ BEGAN
BY SAYING THAT MR PYM'S HAD EBEEN THE MOST CONSTRUCTIVE VOICE ARQUND
ON THIS SUBJECT, AND WENT ON TO REPORT THE RESULTS OF HIS LENGTHY
TETE-A-TETE WITH CHEYSSON. MAIN POINTS ARE AS FOLLOWS:

| o CHEYSSON HAD NOT BEEN PREPARED TO DISCUSS THE PIPELINE AS SUCH,
ON WHICH HE SAID THAT THE TWO SIDES COULD ONLY HAVE REPEATED
ANOWN ARGUMENTS. BUT, PROVIDED THAT THE PIPELINE COULD BE LEFT
TO ONE SIDE AS AN UNRELATED BONE OF CONTENTION, HE WAS PREPARED
TO SEE FURTHER DISCUSSION OF PARTICULAR ASPECTS OF EAST WEST
ECONCMIC RELATIONS.

CHEYSSON HAD EXPRESSED STRONG CRITICISM OF SOVIET POLICY ON
AFGHANISTAN, POLAND AND THE ARMS BUILD UP, AND HAD WELCOMED THE
STRONG US DEFENCE GESTURE.

ON COCOM, THE FRENCH COULD SUPPORT AN EFFECTIVE REVIEW OF THE
COCOM LIST AND A STRENGTHENING OF THE COCOM ADMINISTRATIVE
MACH INERY «

ON CREDIT, CHEYSSOUN AGREED IN PRINCIPLE THAT WESTERN COUNTRIES
SHOULD NOT SUBSIDISE THE SOVIET ECONOMY. HE WOULD BE PREPARED
TO AGREE TO SOME SORT OF MACHINERY TO MANAGE THE FLOW OF _
CREDIT TO THIS ENDe (’’MANAGE’’ WAS SHULTZ’S WORDs HE AGREED
IN RESPONSE TO A QUESTION THAT CHEYSSON MIGHT NOT HAVE WISHED
TO GO FURTHER THAN ?’MONITOR??).




MORE GENERALLY, CHEYSSON COULD AGRE! ) SETTING UP SOME MECHAN-
ISM TO MONITOR EAST WEST TRADE.

ON OIL AND GAS EQUIPMENT, SHULTZ HAD ARGUED FOR A LIST OF
CRITICAL ITEMS THE WITHHOLDING OF WHICH WOULD HAVE A STRONG
IMPACT ON THE SOVIET ABILITY TO GENERATE FOREIGN CURRENCY. HE
ACCEPTED THAT THIS WAS A DISTINCT PURPOSE FROM THAT OF COCOM,
BUT THOUGHT THAT A STRENGTHENED COCOM MACHINE MIGHT POSSIBLY
DEAL ALSO WITH ITEMS ON THE OIL AND GAS LIST.

HE WAS NOT SURE HOW FAR CHEYSSON WOULD BE PREPARED TO GO ON
THIS POINT, BUT HE HAD APPEARED GENERALLY FORTHCOMING.

GAS. SHULTZ HAD EMPHASISED THE DANGER THAT THE RUSSIANS MIGHT
PURSUE PRICING POLICIES DESIGNED TO MAKE UNATTRACTIVE THE
SEARCH FOR NEWWRESOURCES IN WESTERN EUROPE. HE HAD PROPOSED
THAT THE QUESTION BE STUDIED, AND THAT THERE SHOULD BE COMMIT-
MENT NOT TO ENTER INTO FURTHER AGREEMENTS FOR THE PURPOSE OF
SOVIET GAS IN THE MEANTIME. THE AMERICANS WOULD PARTICIPATE IN
SUCH A STUDY, BUT THOUGHT THAT THE LEAD SHOULD COME FROM THE
EUROPEAN SIDE. CHEYSSON SEEMED GENERALLY IN AGREEMENT.

CHEYSSON HAD RAISED THE QUESTION CF SUBSIDISED SALES OF FOQOD
PRODUCTS FROM THE UNITED STATES. SHULTZ COMMENTED THAT, ON AN
ANALOGY WITH CREDIT, THE US SHOULD HAVE NO DIFFICULTY IN AGREE-
ING TO NON-SUBSIDISATION.

2« SHULTZ DREW FROM THIS THE CONCLUSION THAT THERE WAS A MAKINGS OF
A PACKAGE ON EAST WEST ECONOMIC RELATIONS.: TO MEET THE SUSCEPTIBIL=
ITIES OF THE FRENCH IT COULD NOT BE PRESENTED AS A QUID PRO QUO FOR
AN AMERICAN LIFTING OF PIPELINE SANCTIONS. BUT, |IF HE COULD SHOW THE
PRESIDENT THAT THE ALLIES WERE AELE TO AGREE ON SUCH A PACKAGE, HE
THOUGHT THAT THE PRESIDENT WOULD BE PREPARED TO LIFT SANCTICONS. HE
DID NOT RULE OUT THE POSSIBILITY OF THIS BEING DONE BEFORE THE
MID-TERM ELECTIONS. PROCEDURELY, THE NEXT STEP SHOULD BE FOR THE
FOUR TO TAKE THINGS FORWARD, AND FOR THE ITALIANS AND JAPANESE TO

BE BROUGHT INTO THE PICTURE.

3¢ IN RESPONSE, THE SECRETARY OF STATE REGRETTED THAT THE FRENCH
POSITION MADE IT IMPOSSIELE FOR US TO TACKLE THE PIPELINE QUEST ION
DIRECTLY: THE SANCTIONS WERE A MATTER OF GREAT CONCERN TO US AND
WERE HAVING AN UNEXPECTEDLY HARSH IMPACT ON JOHN BROWN. BUT HE WAS
READY TO BUILD ON WHAT THE FRENCH COULD BE BROUGHT TO ACCEPT AND TO
SUPPORT FURTHER WORK IN THE FOUR« HE HOPED THAT THE FOUR MINISTERS
WOULD ALSO GO FURTHER AND INSTRUCT POLITICAL DIRECTORS TO LOOK MORE
GENERALLY AT WHAT SHOULD BE THE MAIN ELEMENTS OF WESTERN POLICY IN
EAST WEST RELATIONS IN THE YEARS AHEAD. THESE QUESTIONS WERE OF
IMPORTANCE TO THE ALLIANCE AS A WHOLE, BUT THE FRENCH WOULD BE

MORE LIKELY TO COOPERATE EFFECTIVELY IN THE FOUR.

k. SHULTZ, WHO WAS CLEARLY IN A HURRY TO PUSH AHEAD, EXPRESSED
CONCERN THAT VON STADEN WOULD FEEL OBLIGED TO TAKE A VERY CAUTIOUS
LINE AT THE QUADRIPARTITE MEETING ON 29 SEPTEMBER. A SUBSEQUENT
BILATERAL MEETING BETWEEN THE SECRETARY OF STATE AND VON STADEN
TENDED TO CONFIRM THIS.

THOMSON

ENDS

PYM
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PRIME MINISTER

US OIL AND GAS MEASURES (PIPELINE)

I have seen your minute of)yg/September to Francis Pym agreeing

with the proposals outlined in his minute and enclosure to you of
14 September. I am in general agreement with these proposals,
subject to the following reservations. I fully accept that we
should maintain our efforts to find a solution to the present

pipeline dispute with the US. Nevertheless we should not be

——

1
proposing anything more than cosmetic gestures to get the US to

“’
withdraw its retroactive interference with existing European
contracts in pursuit of a policy that we and our European allies

do not share.

2 As to the details set out in the enclosure, I have some

hesitation about the proposals on credit. Tﬁére really seems to

be little more we can do in this field without disadvantaging

-

British exporters. Whatever is eventually decided upon must
\___ e
therefore be capable of widespread adoption, eg by the OECD

.
=

countries.

3 On the COCOM issue I would simply say that I strongly support

the earlier Ministerial exchanges (not to all) that we should




only concede progress on the Technology Note (item B(iv) of the

T
enclosure) as a quid pro quo for US acceptance of an improvement

of certain other COCOM mechanisms. I suggest that the reference

to the Technology Note should therefore be deleted.

4 Quite apart from the issue of principle referred to in
paragraph 1 above, it is very clear that any commitment to
restrict sales of oil and gas equipment to the USSR would block

out a number of British companies such as Rolls Royce, GEC,

Ruston Gas Turbines etec, from a market they have already informed

(-

us they consider important to them. I am sure we shall be in

__
good company in eschewing any commitment since the French, German

T T e T T T e e e S I e e e e T LSO N Rl
and Italian Governments will have similar interests to protect

and will not want to concede anything on this.

—

e

5 I see from Gerard Vaughan's minute to you of 17 September

that he shares some of my reservations and I hope therefore that

we may have a further opportunity to assess the scope of the

package before any proposals.éfe.bdgu?émfﬁé"ﬁgfaau-nq

) I am sending copies of this to members of 0D and Sir Robert

Armstrong.

_ G
P

P J

21 September 1982

Department of Industry







PRIME MINISTER

US OIL AND GAS MEASURES (PIPELINE)

In Lord Cockfield's absence I am responding to the minute of
g;k’September from the Foreign Secretary.

2 Subject to the detailed points below I can agree to the use
of the list of possible measures prepared by officials as
guidelines in contacts with the other Europeans to establish
whether it could form the basis of a package. I assume that
before any package is put to the Americans, Ministers will have a
further opportunity of considering the details.

a) It seems improbably that the French . given their present
unwillingness to compromise and their attitude at Versailles,
will be prepared to concede much if anything on credits.

The substance of the American demands has in any event already
been achieved. European Governments have taken steps to
reduce their exposure on USSR borrowing for prudential reasons
and the minimum rate of interest for officially financed credit
for the USSR have been raised in OECD from 83% in November to
12.4% for credit exceeding 5 years. The fall in domestic
interest rates should eliminate the element of interest rate
subsidy in the UK for new business and we have placed limits
on our exposure in the USSR and increased ECGD premiums.

If our firms are not to be placed at a competitive disadvantage
we would need to secure the widest possible agreement in

EEC and OECD on any further significant restrictions on credit
for the USSR, but the changes which have already been made
will make agreement on further restrictions hard to achieve
particularly if these were perceived as part of a deal with
the USA. We can make considerable play with the movement
which has already been made towards the American position,

but we should be very cautious about proposing any further
significant restrictions.

b) There has already been Ministerial correspondence about

the Technology Note (item B (iv) of the package) acceptance

of which would extend COCOM control to know-how. We are
prepared to accept it in principle but have delayed doing so in
practice as a means of bringing pressure on the




3

Americans to accept a proposal which we put forward at

the end of 1981 for placing a strict timetable on the
handling of requests for exemptions from the COCOM rules.
OQur proposal, which has the support of all other COCOM
members, was intended to curb the recent American practice
of using delaying tactics to block requests for exemptions
contrary to the normal practice of COCOM. The Americans
have made their acceptance of our proposal conditional

on the installation of advanced communication equipment

in COCOM. We are now proposing (item B(iii) of the
package) that we should agree the installation of this
equipment and this should open the way to our acceptance
of the Technology Note. We do not see that any useful
purpose would be served by abandoning our present position
on Technology Note. Item B(iv) of the package should
therefore be deleted.

c) We could not support any restrictions on oil and gas
equipment to the USSR. GEC and Rolls Royce see good
prospects for exports and have already made their c¢eoncern
known about such a possibility.

I am copying this to OD colleagues, the Secretary of State

for Industry and Sir Robert Armstrong.

2t

Gerard Vaughan







F 17 SEPTEMBER
MINISTER’S PRIVATE SECRETARY

ATYOD

HY AMBASSADOR IN WASHINGTON YESTER JIDENT REAQAN’S
OAL WAS TO BRING ABOUT AN IMPROVEMENT IN THE POLISH SITUATION
BY MAKING THE RUSSIANS PAY A PRICE OVER THE P NE. BUT
HE ADDED THAT THE US WAS ALSO WORRIED ABO THE BOOST THE
PIPELINE WOULD GIVE TO SOVIET HARD CURRENCY EARNINGS AND
EFFECT THIS MIGHT HAVE ON SOVIET DEFENCE EXPENDITUR
THELESS WEINBERGER STRESSED THAT THE DISPUTE SHOULI
THE SPECIAL BILATERAL RELATIONSHIP, OR DISRUPT NATO.
WRIGHT WILL DISCUSS THE PIPELINE WITH SHULTZ THIS AFTERNQOI
(FRIDAY) .
5. TALKS WITH TINDEMANS : MY MEETING WITH TINDEMANS IN BRUSSELS ]
ON 16 SEPTEMBER WAS FRIENDLY BUT NOT ESPECIALLY PRODUCTIVE.
THE MAIN TOPICS COVERED WERE TRANSATLANTIC RELATIONS, POLAND,
THE MIDDLE EAST AND THE FALKLANDS. ON THE EC BUDGET, TINDEMANS
AGREED WITH US OVER 1982 REFUNDS AND SAID THAT THE COMMISSION
SHOULD MAKE PROPOSALS OF ITS OWN ACCORD ON THE BUDGET F ¢
AND BEYOND. ON OTHER ISSUES HIS VIEWS COINCIDED MORE OR LE
WITH OUR OWN, BUT HE NOTED THAT PRESSURE TO EASE THE ARMS
EMBARGO ON ARGENTINA WAS DEVELOPING, TINDEMANS MENTIONED HIS
CONCERN THAT THE WAY DUTCH POLICY ON INF EVOLVED WOULD HAVE AN
IMPORTANT IMPACT ON BELGIAN OPINION.
2 NAMIBIA:z THE SOVIET ACTING PERMREP AT THE UN HAS WRITTEN
TO THE SECRETARY GENERAL COMPLAINING THAT THE AMERICANS AND
SOUTH AFRICANS ARE QUOTE ILLEGALLY UNQUOTE LINKING THE NAMIBIAN
NEGOTIATIONS WITH THE PRESENCE OF CUBAN TROOPS IN ANGOLA. THE
LETTER ALLEGES THAT THE AUTHORITY OF THE UN 1S BEING UNDERMINED
BY ATTACHING CONDITIONS TO THE IMPLEMENTATION OF THE UN PLAN,
AND BY THE WAY THE NEGOTIATIONS ARE BEING CONDUCTED WITHOUT UN
MEMBER STATES BEING PROPERLY INFORMED.
OUR PRELIMINARY ASSESSMENT 1S THAT THIS PROBABLY DOES NOT (NOT)
EPRESENT A MORE OVERT AND ENERGETIC SOVIET ATTEMPT TO UNDERMINE
THE NAMIBI AN NEGOTHATIONS, BUT- 48 DESIGNED TO WARN THE WEST, THE
SECRETARI AT AND THE FRONT LINE STATES THAT THE RUSSIANS ARE
KEEPING A CLOSE WATCH ON THE POSITION., WE EXPECT THEM TO
EXPLOIT ANY OPPORTUNITIES FOR MISCHIEF MAKING, EG. AT THE
SECURITY COUNCIL DEBATE ON 24 SEPTEMBER ABOUT THE UN ARMS
EMBARGO AGAINST SOUTH AFRICAJQ
RM HESS: HESS WAS ADMITTED TO THE BRITISH MILITARY HOSPITAL
ON 15 SEPTEMBER. HE HAS PLEURISY BUT 1S RESPONDING TO TREATMENT.
HIS SISTER WAS ALLOWED TG VISIT HIM ON 16 SEPTEMBER, HIS 1S
EXPECTED TO REMAIN IN HOSPITAL UNTIL AT LEAST 2¢ SEPTEMBER.
5. THE MIDDLE EAST:
(1) LEBANON: THE ISRAELIS HAVE REFUSED TO COMPLY WITH THE US
DEMAND THAT THEY SHOULD WITHDRAW FROM WEST BEIRUT (LIKELY TO BE
ECHOED BY THE SECURITY COUNCIT LATER TODAY). AMIN GEMAYEL HAS
BEEN NOMINATED BY THE KATAEB AS THE PRESIDENTIAL CANDTDATE.
NO DATE HAS YET BEEN SET FOR NEW ELECTIONS.
(11) ARAB/ISRAEL: THERE HAS BEEN NO APPROACH YET FROM THE
ARAB COMMISSION FOLLOWING UP THE FEZ SUMMIT. MR HURD HAD A
GOOD TALK WITH KING HUSSEIN, WHO 1S KEEN TO RESPOND TO THE
REAGAN PROPOSALS BUT SO FAR LACKS SAUDI AND PLO SUPPORT.
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New York Meeting on Pipeline

Background

)= The Foreign Ministers of the United Kingdom, United States,

France, Italy and West Germany are to meet in New York towards the

end of this month.

Mr. Suzuki may express interest in the Japanese Foreign Minister

taking part.

Line to Take

2, We have just heard that this long-delayed meeting will indeed
take place towards the end of this month. France, initially

reluctant, has now agreed to take part.

3 There have been considerable difficulties in arranging the
meeting which the United Kingdom wanted some time ago. We can
certainly ask the other participants about Japan's inclusion:
But they may see difficulties. Some European countries, €.9.;
Netherlands, which are affected by US measures, will not be

present. Nor will the European Commission.

4, There may well be a need for wider consultation after this
preliminary meeting in New York. We could be in touch with

Japan later.

5 All the participants in the New York meeting are (a) involved
in a particular project (Siberian pipeline) (b) have had US
denial orders issued against particular shipments. Japan not

quite in the same situation?
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rom the Privaie Secretary 15 September 1982

US 0il and Gas Measures (Pipeline)

The Prime Minister has seen the minute of 14 September
by the Foreign and Commonwealth Secretary. Mrs Thatcher is
sympathetic to the approach proposed by Mr. Pym, namely that
the Europeans should try to agree upon a package of measures
affecting the Soviet Union which could be offered to the
Americans in exchange for their withdrawal of the retroactive
application of the measures they have taken in respect of the
pipeline. Subject to the views of OD colleagues, she agrees
that discussions could commence with the other Europeans to
establish whether the list annexed to Mr. Pym's minute could
form the basis of a possible package. If difficulties arise
in formulating an agreed position on the proposal, the Prime
Minister would like to be consulted during her visit to the
Far East.

I am copying this letter to the Private Secretaries to
members of OD, the Secretary of State for Industry and Sir Robert
Armstrong.

F.N. Richards, Esq.,
Foreign and Commonwealth Office.
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US 0il and Gas Measures (Pipeline)

1. We agreed in Cabinet onzg/éeptemher to maintain our efforts

to achieve a solution to the problem acceptable both to the United
States and to the European Governments concerned.

2. As you know, I shall be discussing the problem, and broader
questions of East/West economic relations with George Shultz and
my French, FRG and Italian colleagues at a meeting in New York

at the end of this month.

Sis A possible solution to our dispute with the Americans would

be for the Europeans to agree a package of measures affecting

the Soviet Union in the fields Shultz has suggested - cregﬁt,

COCOM, oil and gas equipment, and alternative energy sources -

which could be offered to the Americans in exchange for their
withdrawing the retroactive application of their measures of
December and June. Although we must clearly not offer measures
which qﬁ@%ig the interests of our exporters, we would need to

of fer eggggh to enable President Reagan to present them to the
American public as a significant contribution by the Europeans

to the exercise of pressure on the Russians. This will not be easy.
Our European partners, particularly the French, are inclined to
argue that it is not for us to offer concessions to the Americans.
I nevertheless believe that this approach offers the best available
possibility of resolving this damaging transatlantic dispute.

4. I enclose a list of possible measures, which has been agreed

inter-departmentally at official level. It is the maximum that

officials think the UK could, or should offer without prejudice
to our legitimate commercial interests. You will see that officials
have not thought it right to offer concessions on future sales

< Jof
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of oil and gas equipment to the Soviet Union.
o

5._—?_Tnvite colleagues to agree that this list should, as
appropriate, be used as our guideline in our contacts with the
other Europeans to establish whether it could form the basis
of a possible package.

6. I am copying this minute to OD colleagues, the Secretary

of State for Industry and Sir Robert Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office

14 September 1982
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'Further restriction of credits to the Soviet Union'

Establishment of information and monitoring systems (eg.
half-yearly review meetings, quarterly exchanges of
statistical information).

Agreement, where appropriate, to reduce the level of
exposure and increase premium charges.

In cases of official financing to apply strictly Consensus
minima of 12.15 - 12.4%

To 1limit official support to 75% of total value.

To try to prevent side financing in excess of 10% of contract
price. — A

Not to exceed Franco-Soviet protocol terms:
Under FF30M - 5 years credit
FF30 - 100M - 7 years credit
Over FF100M - 8 and half years credit

No official support for credits financing local costs.

'Further tightening of COCOM regulations'

Agreement in principle that the COCOM List should be
extended to cover new advanced technology items;
details will of course have to be settled in the List
Review (examples:iitems on robotics and hovercraft)

Work on strengthening COCOM system to be speeded up

(ie. Export Controls Sub-Committee) including facilitating
enforcement by cutting out unnecessary items during course
of List Review.

Agreement to consider favourably US proposals to improve
communications within COCOM.

Acceptance of Technology Note. 7

Repeat our agreement to 'conduct special sessions in order
to receive and exchange reports from military and defence
specialists' (HLM IITI (iii).

An undertaking to be flexible on procedure during List
Review discussions.

Readiness to implement a tighter regime for cases for Poland
and the Soviet Union (eg. a no general exceptions policy for
Poland, a reduction of the permitted exceptions for the
Soviet Union).

'Restricting prospective sales of oil and gas equipment to
the Soviet Union'

CONFIDENTIAL
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D. 'Examining alternative energy sources'

We can refer to existing IEA stu f gas security issues
Repeat NAC undertaking to 'reflect' on East/West trade issues

including energy: Invite Americans to suggest how this might
be pursued.

CONFIDENTIAL
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M FCO 131415Z SEP 82

TO PRIORITY MOSCOW

TELEGRAM NUMBER 504 OF 13 SEPTEMBER

INFO SAVING UKMIS NEW YORK, UKDEL NATO, WASHINGTON, BONN, PARI

SOVIET AMBASSADOR'S CALL

e POPOV PAID HIS INTRODUCTORY CALL ON ME THIS

MORNING BEFORE RETURNING TO MOSCOW FOR CONSULTATIONS, AND
THE JOINT COMMISSION.

2. HE OPENED BY MAKING A PREPARED STATEMENT ON UK-SOVIET

RELATIONS. 1IN THE SOVIET VIEW THESE WERE
IMPORTANT NOT JUST IN THEMSELVES BUT ALSO FOR THEI!
WIDER INTERNATIONAL EFFECT. THE SOVIET SIDE DID NOT

CLOSE ITS EYES TO DIFFERENCES OF OPINION BUT SAW NO
REASON WHY RELATIONS SHOULD BE FROZEN. POPOV

REFERRED TO BREZHNEV'S WORDS ON UK-SOVIET RELATIONS

AT THE 25TH CPSU AND TO THE FOREWORD TO THE RECENTLY PUBLISHED
SIOGRAPHY OF BREZHNEV IN THE UK. THE SOVIET UNION

HAD BETTER RELATIONS WITH THE FRG AND ITALY NOT TO
SPEAK ABOUT FRANCE.

3. POPOV REMARKED ON THE 'REALISTIC' BRITISH POSITION
ON THE SIBERIAN GAS PIPELINE PROJECT. HE HOPED FOR
PROGRESS AT THE JOINT COMMISSION. TRADE WITH THE UX
HAD NOT EXPANDED AT ANYTHING LIKE THE SAME RATE AS

THAT WITH THE FRG OR ITALY.

4. I AGREED WITH POPOV THAT UK-SOVIET RELATIONS WERE
IMPORTANT. I WISHED TO DO WHAT T COULD TO IMPROVE
THEM, BUT THIS WOULD HAVE TO BE ON THE BASIS OF

NOT WORDS. I REFERRED TO THE LOSS OF CONFIDENCE

FROM THE SOVIET INVASION OF AFGHANISTAN AND ACTIV




IN CONNECTION WITH THE IMPOSITION OF MARTIAL LAW IN
POLAND. THE SOVIET RECORD IN FAILING TO TMPLEMENT

ITS COMMITMENTS UNDER THE CSCE HAD ALSO CAUSED CONCERN.

FEELING ABOUT SUCH CASES AS SCHARANSKY, SAKHAROV AND

NUDEL WENT DEEP. COULD THE SOVIET UNION NOT DO SOMETHING

IN THESE CASES WHICH WOULD HELP RESTORE CONFIDENCE? AS

THE CONTINUING BUILD UP OF SOVIET MILITARY CAPABILITY WAS
DISTURBING. NATO MEMBER STATES WERE DEDICATED TO PEACE. THEIR
FORCES WERE DEFENSIVE AND NO THREAT TO THE SOVIET UNION. I HAD
MADE SOME PRACTICAL SUGGESTIONS FOR THE IMPROVEMENT OF EAST-WEST
RELATIONS IN MY SPEECH IN DENMARK ON 10 SEPTEMBER. I HOPED THEY
WOULD BE STUDIED IN MOSCOW. (COPY OF SPEECH BY BAG).

5. POPOV APPEARED FLUSTERED BY REFZRENCES TO SAKHAROV

ETC AND CLAIMED THAT IT WAS_A PURELY INTZRNAL MATTER

WHAT THE SOVIET UNION DID WITH CRIMINALS AND WHETHER

Lol

L
™
:

THEY WERE CONFINED WHER i i NO CONTACT WITH THE
WESTERN PRESS. HE RETUR! HO! ; HE DESIRE TO
IMPROVE RELATION NI [RENGTHEN PE 2 (NOFUN ETC).

6. UNDER BILATERAL BUSINESS I ME] NED STD

RATES AND TELEPHONE COMMUN . WITH THE SOVIET
UNION.

s THE HMEETING ENDED WITH POPOV UNDERTAKING TO REPORT
TO GROMYKO BEFORE MY LUNCH WITH HIM IN W YORK. 1IN
THIS CONNECTION HE AS 1 CLARIFICATICN OVER QUR
POSITION ON

REAGAN PROPOSAL

REALISTIC BASIS

WITH THE BASIC

AND THE RIGHTS OF TH ; NIANS: THE Pt POSITION
CLOSE, THOUGE NOT i




Sinclair Stz
Clydebank,

G8L 1AL,
11th September

Rt. Hon. George Younger, M.P.,
Secretary of State for Scotland,
Scottish Office,

New St. Andrew's House,

Ste James Centre,

Edinburgh, EH1l 35X.
Dear lir. Younger,

Would you be kind enough to thank the Prime
Minister, Mrs, Thatcher, on our behalf for her valiant defence
of J.B.E, (Clydebank).

We hore and pray that her efforts will be successful.

I enclose a copy of a letter forwarded by Rev. Stewart
Borthwick and myself to President Reagan as representatives of the
local clergy.

With every kind wish,
Yours respectfully,

(Rev.) James lcShane,

Les 'II'U; Skfwdf

Chairman, Clydebank Campaign
on Employment,
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FM WASHINGTON 0923007 SEP 82
TO IMMEDIATE FCO
TELNO 2993 OF 9 SEP 32

HD TO IMMEDIATE COPENWAGEN DESKBY 100500
INFO PRIORITY PARIS BONN ROME

PP PARIS

MY TELNO 2982,
TEMPORARY DEMIAL ORDER AGAINST JOHMN BROWN ENGINEERING.

1. MURPHY (JBE’'S US COUNSEL) HAS TOLD SECOND SECRETARY (COMMERCIAL)
THAT THE DEN!AL ORDER AGAINST JBE = BY LIMITING THE LIST OF
SUBSIDIARY COMPANIES = WAS TAILORED TO MINIMISE THE DAMAGE TO THE
FIRM'S lnrgaggrs. IT WAS '"'AS EXPECTED AND HOPED FOR'®, ESSENTIALLY,
IT HIT TWO JBE CONTRACTS (APART FROM THE SIBERIAN PIPELINE). ONE

FOR A PETROCHEMICAL PROJECT IN_SCOTLAND AND THE OTHER FOR A SEPERATE
(UNDEF INED) PROJECT IN ALGERIA. AS TO THE FIRST, MURPHY, HAVING
SPOKEN IN ADVANCE TO DEPUTY ASSISTANT SECRETARY DENYSYK, BELIEVED
THERE MIGHT BE A LOOPHOLE IM THE COMMERCE DEPARTMENT REGULATIONS
WHICH WOULD ALLOW JEE TO CONTINUE TO IMPCRT THE US TECHHOLOGY
REQUIRED. 1% THE ALGERIAM CGMTRACT, THERE WAS A FORCE MAJEURE CLAUSE
RELATING TO US EXPORT CONTROL DIFFICULTIES WHICH COULD PROVIDE A
DELAY OF SOME 6 MONTHS WHILE JBE SORTED THINGS OUT:

CLERK PLEASE INFORM FRANCIS RICHARDS

AS APPROPRIATE TO BULLARD JC THOMAS GOWLLAMD (TRED)
SE PAS3 BY 120?0»’" TO PS/LORD COCKFIELD, PS/MR REES
UNDERLAND, AYLING AND SOURKE (DOT)
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FROM WASHINGTON 092145Z SEP 82,

TO FLASH F C O

TELEGRAM NUMBER 2986 OF 9 SEPTEMBER
AND TO FLASH COPENHAGEN

INFO PRIORITY PARIS, BONN, ROME.

MY TELEGRAM NO 2981: SIBERIAN PIPELINE: COMMERCE SECRETARY

BALDRIGE'S STATEMENT. rv\S:ﬂ—'

1. FOLLOWING IS FULL TEXT OF BALDRIGE'S STATEMENT GIVEN AT HiS
PRESS CONFERENCE TODAY:

BEGINS:-

| WANT TO EXPLAIN THE STATUS OF THE ACTIONS we HAVE TAKEN SO FAR
REGARDING THE PIPELINE SANCTIONS.

1) ON AUGUST 26 WE ISSUED TEMPORARY DENIAL ORDERS AGAINST
DRESSER FRANCE AND CREUSOT-LOIRE., THESE ORDERS ARE TEMPORARY
SO THAT WE CAN HAVE TIME TO (NVESTIGATE AND MODIFY THEM IF
NECESSARY. THOSE TEMPORARY ORDERS PROHIBITED EXPORT OF ALL U.S.
PRODUCTS, SERVICES AND TECHNOLOGY TO THOSE TWO COMPANIES.
ON SEPTEMBER 7, BASED ON FACTS DETERMINED (N OUR CONTINUING
INVESTIGATIONS OF THOSE TwO COMPANIES, WE PROPOSED MODIFYING THE
TEMPORARY ORDERS TO COVER U.S. OiL AND GAS RELATED PRODUCTS,
SERVICES AND TECHNOLOGY AND TO HAVE THE SANCTIONS EXTEND TO
THEIR HOME-COUNTRY SUBSIDIARIES TO ASSURE COMPLIANMCE WiTH THE ORDER.




IN THE DRESSER CASE, THE TEMPORARY ORDER HAS BEEN AMENDED AND
-W0W APPLIES ONLY TO OIL AND GAS RELATED PRODUCTS, SERVICES AND
TECHNOLOGY, IN THE CREUSOT-LOIRE CASE, THE MODIFICATIONS ARE
° PENDING SO SUBMISSIONS BEING PREPARED CAM BE REVIEWED.

2) ON SEPTEMBER &4 WE ISSUED A TEMPORARY DENIAL ORDER
AGAINST NUOVO PIGNONE OF [TALY AND ITS ITALIAN SUBSIDIARY, INSO,
THAT ORDER ALSO COVERS OIL AND GAS RELATED EQUIPMENT, SERVICES
AND TECHNOLOGY.

3) TODAY WE HAVE ISSUED A TEMPORARY DEMIAL ORDER AGAINST
JOHN BROWN ENGINEERING LTD. OF SCOTLAND AND ITS THREE UNITED
__.._.—-———\
KINGDOM SUBSIDIARIES. AS WITH THE OTHERS, THE TEMPORARY ORDER
PROHIBITS EXPORT OF ALL U.S. GAS AND OIL RELATED EQUIPMENT,
SERVICES AND TECHNOLOGY. s

THE MOD|FICATION GF THE SANCTIONS, AFTER OUR INVESTIGATIONS,
FULLY MAINTAINS THE GOALS LAID OUT BY THE PRESIDENT REGARDI[NG
OIL AND GAS SANCTIONS IMPOSED ON THE SOVIETS WITHOUT UNDULY
HARMING OUR ALLIES AND FRIENDS, AND 1S CONSISTENT WITH THE FACTS
DETERMINED THUS FAR IN OUR [NVESTIGATIONS OF THESE CASES.

| WANT TO SAY A WORD ABOUT PRESIDENT REAGAN'S PUKPOSE N
MPLEMENT ING THESE FOREIGN POLICY EXPORT CONTROLS, AND H|S RESOLVE
TO MAINTAIN THEM THROUGHOUT THIS CRISIS IN POLAND.,

THE SANCTIONS WERE |MPOSED BECAUSE OF THE SOVIET UNION'S
COMPLICITY IN THE EVENTS OVER THE PAST 9 MONTHS IN POLAND, WHICH
HAVE RESULTED IN THE JAILING OF MANY THOUSANDS OF INNOCENT,
PATRIOTIC CITIZENS AND THE FORCED SOLITARY CONFINEMENT OF
LECH WALESA: THE [MPOSITION OF MARTIAL LAW, AND THE BREAKDOWN IN
COMMUNICAT IONS BETWEEN THE MILITARY GOVERNMENT, THE CHURCH, AND
SOLIDARITY.

PIPELINE SANCTIOMS WERE SELECTED BECAUSE WE KNEW WITH A
FAIR AMOUNT OF CERTAINTY THAT THE SOVIET UNION WOULD PAY A
HIGH COST IN TIME, MONEY AND EFFORT I|F PREVENTED FROM OBTAINING
U.S. PRODUCTS AND TECHNOLOGY RELATED TO PIPELINE CONSTRUCTION,

COULD ANY OTHER SANCTIONS HAVE BEEN SELECTED ? POSSIBELY.
BUT THIS WAS THE QUICKEST, SUREST WAY TO EXACT A PENALTY ON THE

SOVIETS FOR THEIR ACTS.

THE PRESIDENT INTENDS, HAS INTEMDED, AND WILL INTEMD TO

- O DN () o¥a AL A - a ~




THE PRESIDENT INTENDS, HAS (NTENDED, AND WILL INTEMND TO
SEE THE PROCESS OF POLISH NATIONAL RECONCILIATION BEGIN. AS WE,
IN THE COMMERCE DEPARTMENT, WILL CONTINUE TO ADMINISTER THE
REGULATIONS WHICH IMPLEMENT THAT POLICY AS FAIRLY AS POSSIBLE,

eNDS.

2. Mol F.T. CONTAINS HMAIN POINTS WHICH AROSE IN QUESTIONS
AFTERWARDS,

RESIDENT CLERK PLEASE |INFORM FRANCIS RICHARDS.

ADVANCE AS APPROPRIATE BULLARD, J C THOMAS, GOWLLAND (TRED)

FCO PLEASE PASS BY 10/0700Z PS/LORD COCKF|ELD, PS/MR REES,
GRAY, SUNDERLAND, AYLING, BOURKE (DOT).

WR IGHT
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10 DOWNING STREET

From the Private Secretary 9 September 1982

SOVIET PIPELINE

In his minute of 8 September your Secretary of State

described the cases of two firms to whom it might be

necessary to issue directions in the near future under

Section 1(3) of the Protection of Trading Interests Act.

As you know, Lord Cockfield discussed this question briefly
with the Prime Minister in the margins of another meeting
here yesterday. Mrs. Thatcher is content with the proposed

action.

John Rhodes, Esq.,
Department of Trade.
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Fromthe Secretary of State

CONFIDENTIAL
The Rt Hon Francis Pym MC MP
Secretary of State for

Foreisn and Commonwealth Affairs
Foreign and Commonwealth Office .
Downing Street
-0OnNaon

SW1A 2AL _ ¥ September 1982

'-\N.

Since 1 issued Directions to John Brown Engineering and three
other firms under Section 1(3) of the Protection of Trading

Interests Act, we have received information about a number of
i

other firms that look as though they might be placed in difficulties
__—_-

by the United States action over o0il, gas and related equipment

for the USSR. Several of these will almost certainly need Directions

in dué course if they are to avoid having to default on thelr ==
S —rTTy

contra Es, but I would hope to delay action as long as possible

S

so as to avoid prejudicing the atmosphere in our discussions with

the United States.

Unfortunately, there are two cases where it is not possible to

wait any longer. The first involves the Walter Kidde Company of

Northolt, a wholly owned subsidiary of a Unlted States_company,

—— %

making fire- flghtlng equipment for use on the West Siberian

Pipeline. The parent company has instructed the subsidiary to
———

cease work on the order which is worth £9.5m (compared with
T —
annual sales for the company of £15m in all). It is unlikely

that the company would survive the payment of penalties for
non-delivery (due to begin later this month). There are currently

some 700 employees on the payroll. The other case concerns

N
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Andrew Corporation, communications equipment,

branch of an American firm and are

through a French sister company, to
gh Thomson's contract (signed in January) is
- - I
television and communications system which

Pipeline operations, the

that the goods concerned are
embargo. homson require Andrew to supply by next
The employment consequences are small - only twenty-four

people out o workforce of 240 are engaged on this contract -

but I do not fee -hat this should deter me from making a Direction.

I would not propose making Directions to Kidde or Andrew under
Section 1(3) of the P Lct before the expected denial order has
been issued to John Brown Engineering. If that order is limited
in scope, but still, as seems likely, hits JBE business outside
the Soviet Union, the issuing of two further Directions - we have
already made four - would be an appropriate immediate response.
Not necessarily the definitive response: we will need to consider
that carefully but urgently once we are clear about the precise

terms of any United States action against JBE.

I am consulting colleagues on a limited basis, as we agreed.

Unless I hear by 5.00 pm today that there is disagreement with my
proposal, I will issue a Direction as soon as we have confirmation

of United States action against JBE. The situation of the companies,

as well as my own departure for New Zealand on Thursday, compels

U

1 W, ( N

i .| |ln. \ '\:m

this regrettably tight timetable.

| W

LORD, COCKFIELD
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Foreign and Commonwealth Office

London SWI1A 2AH

1 September 1982

Doer Wl

US Oil and Gas Measures (Pipeline)

The Prime Minister will wish to know before her visit
to Scotland and meeting with John Brown where we now stand
on President Reagan's measures against the Soviet Union
which have affected John Brown and other British and
European companies, We have of course seen John Witlock's
letter to Tim Flesher of 31 August.

Following exchanges last week between Mr Pym and
Mr Shultz we are arranging a meeting in London on Eriday
3 September, of sgnior officials of the four European countries
concerned, to prepare for subsequent meetlngs of the Four with
the Americwns We hope that senior officials of the Five will
peet early next week, followed shortly thereafter by a meeting
of the five Foreign Ministesr. The latter would be in two
stages - the first part soon in London, the second later this
month in New York in the margins of the UN General Assembly.
This two-stage approach is to avoid raising expectations of the
first Ministerial meeting unduly. But we must keep up the
momentum,

The French are showing signs of dragging their feet, and
have asked that decisions on a meeting with the Americans
should await the European meeting on Friday. DBut Mr Pym has
sent a message last night to M. Cheysson and to Herr Genscher
and Signor Colombo stressing the urgency of the matter.

Our intention is to press our European partners hard on
Friday to agree on a set of specific proposals, perhaps
involving credits and COCOM, which will give the Americans
enough for Them to withdraw the r ive a ication of
fheir measures, but which will not involve any surrender on
the points which are of key importance to British and other
European interests, We believe that such a package can be
constructed, and we are in touch widkthe DOT and the other
Departments concerned about the details. Wr Pym believes that

the current Transatlantic atmosphere 1s very damaging to the
Alliance and should be put right as a matter of urgency.

/The Prime
CONFIDENTIAL
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The Prime Minister may wish to reassure John Brown that
we are doing all we can to protect the company's interests
and solve the wider problems that President Reagan's measures
may have posed. She may wish to point out that by issuing
directions under the Protection of Trading Interests Act we have
acted quickly and effectively to protect our companies'
interests, And she may wish to reply to questions about our
objections to the American measures by repeating that we do not
as a matter of principle believe that exigting contracts should
be affected by retrospective measures, and that we object very
str6HET?_T6'fﬁE’E???ngg??T?E?TET-Tﬁb]icatiOns of the American
measures, But Mr Pym hopes that the Prime Minister can also
stress in public the point that the Transatlantic rift in the
Alliance only benefits the Russians: we must therefore all
work urgently and constructively to bridge it.

I am copying this letter to the Private Secretaries
of the Secretaries of State for Trade and Industry and of
the Chancellor of the Exchequer.

\@M e~
Hdlwes
1gJ E Holmes) ER

rivate Secretary

W Rickett Esq
10 Downing Street

CONFIDENTIAL
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TO IMMEDIATE F C 0

TELEGRAM NUMBER 2916 OF 1 SEPTEMBER
AND TO PARIS, PRIORITY ROME, BOMNN.

EAST WEST ECONOMIC RELATIONS: SIBERIAN PIPELINE,

ASSOCIATED PRESS THIS AFTERNOON REPORT THE FOLLOWING: QUOTE

THE REAGAN ADMINISTRATION ACKNOWLEDGING THAT ITS ORIGINAL PENALTIES
WERE TOO SWEEPING, PLANS TO IMPOSE MORE LIMITED TRADE SANCTIONS
AGAINST EUROPEAN COMPANIES THAT ARE HELPING CONSTRUCTION OF THE
SOVIET NATURAL GAS PIPELINE, TREASURY SECRETARY DONALD REGAN SAID
TODAY. HE TOLD REPORTERS THE ADMINISTRATION INTENDS ONLY TO BAR THE
COMPANIES FROM RECEIVING AMERICAN EXPORTS OF OIL AND GAS EQUIPMENT
AND TECHNOLOGY.

THAT REPRESENTS A RELAXATION FROM THE TOTAL EXPORT BAN THAT
THE COMMERCE DEPARTMENT IMPOSED LAST WEEK AGAINST THE FRENCH
SUBSIDIARY OF DALLAS-BASED DRESSER INDUSTRIES AND ANOTHER FRENCH
COMPANY FOR SHIPPING PIPELINE PARTS TO THE SOVIETS.

REGAN SAID LAST WEEK'S ORDER BANNING THE FIRMS FROM RECE|VING
ANY U,S, GOODS QUOTE MAY NEED A LITTLE REDEFINITION eeees A
CLARIFICATION OF WHAT WAS MENAT. UNQUOTE HE SAID THE MORE STRINGENT
COMMERCE DEPARTMENT ORDER QUOTE WAS, PERHAPS, MISINTERPRETED OR,
PERHAPS, IN ITS ORIGINAL, PRISTINE FORM, WAS A LITTLE TOO
SWEEPING WITHOUT GIVING A PRECISE DEFINITION OF WHAT WAS MEANT.
UNQUOTE THE REVISED ORDER WOULD IMPOSE SANCTIONS QUOTE REGARDING
PURCHASES AND USE OF OIL AND GAS EQUIPMENT AND TECHNOLOGICAL
INFORMAT ION FROM U.S. SOURCES. UNQUOTE

REGAN SAID HE EXPECTS THE QUOTE REDEF INED UNQUOTE PEMALTIES WILL
BE_IMPOSED SOON ON THE JOHN BROWN ENGINEERING CO OF GLASGOW, SCOT=-

LAND, FOR ITS SHIPMENT OF PIPEL INE EQUIPMENT MANUFACTURED WITH

AMER ICAN TECHNOLOGY. HE REJECTED SUGGESTICNS THAT THE UNITED
S————

STATES WAS EASING ITS ORIGINAL SANCTIONS, QUOTE OUR SANCTIONS HAVE

TO DO WITH CIL AND GAS. THEY CERTAINLY WOULDN'T INCLVE, LET'S

RESTRICTED / say,
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SAY, IBM TYPEWRITERS VERSUS OLIVETT] TYPEWR ITERS BEING PURCHASED
BY DRESSER 6F'EBANCE. UNQUOTE HE ALSO DENIED THAT THE ADMINISTRATION
WAS LOOSENING ITS RESTRICTIONS.

STATE DEPARTMENT SPOKESMAN JOHM HUGHES SAID HERE THAT QUOTE
MEASURED UNQUOTE AND QUOTE APPROPRIATE UMQUOTE PUNITIVE

ACTION WILL BE TAK

H
EN BY THE COMMERCE DEPARTMENT AGAINST JOHN BROWN

AS SOON AS A LEGAL DETERMINATION 1S MADE THAT THE PARTS HAVE BEEN

SHIPPED, EVEN THOUGH THE-EEACT NATURE OF THE PENALTY REMAINS TO BE

DETERMINED., UNQUOTE

— e g

COMMENT: THIS DEVELOPMENT TYPIFIES THE ADMINISTRATION'S CONFUSIOM
OVER THE 1SSUE AS REFLECTED IN OUR TELNO 2397 OF 31 AUGUST. IT DOES

HOWEVER SUGGEST THAT THE ADMINISTRATION HA

SEEN THE DANGER OF

ATTEMPTING TQ _DRJVE A WEDGE BETWEEN BRITAIN AND FRANCE .

—

ADVANCE TO BROOMF IELD (ESSD) AND MCCLEAN (TRED)

FCO PLEASE PASS TO BOURKE (0T2) DOT.

THOMAS

ECoPiES SENT TO NO IO

LIMITED
TRED

EESD

NAD
PLANMING STRAFF
DEFENCE b
ECO (&)

WED

ESID

rPLSD

ESSD

DDWP‘“HG STJ

ADOITIONPFL DISTN

NEWS D

ERD

PS

PS/MR HLRD

PS/MR RIFKIND

Ps/Pus

SIR J BUVLLARD

MR GOCDISON

MR RDAHS

MR HENNAY
2=
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MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1A 2HB

Telephone 01-218 21 15 /@lu‘ect Dialling)

01-218 8000 (Switchboard)

MO 14/10 31st August 1982

| A,

SOVIET PIPELINE

You wrote to me on Zpd/KZ%ust about the
message from Mr Weinberger to Mr Nott about
the Soviet pipeline. I am sorry that, in
my absence on leave, you have not had a reply
and T am now attaching a copy of Mr Nott's
response to Mr Weinberger of 6th August which,
as you will see, met the Prime Minister's
point.

A copy goes to Francis Richards (FCO).

o s,

Ahat MMM

(R C MOTTRAM)

A J Coles Esq

RESTRICTED
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MINISTRY OF DEFENCE WHITEHALL LONDON SWi1A 2HB

TELEPHONE O1-218 90OCC
cimecT oLune oi-2162 111/ 3

MO 14/10 _ 6th August 1982

Vs

I greatly appreciated the nature of your personal message
on the subject of the gas pipeline, and I know how strongly you
feel about this subject.

All my instincts and wishes are similar to yours in opposing
trade that directly assists the Soviet defence effort. But
whether or not this is true of the pipeline, your efforts to
block or delay it risk a greater gain to the Soviets - as a
result of a deep rift in the Alliance - than the large but lesser
gain to the Soviets of allowing the deal to go ahead.

I am sure that you must be aware of how people feel here
about the commercial integrity implied in a licence arrangement.
The West needs US technology but it can hardly rely on it, if
it is to be subject to last minute political intervention, albeit
for the most desirable strategic objectives. You must understand
how people - however mistakenly - ccrtrast US action in this
instance with your actions over grain. It is impossibly difficult
to impose sanctions on grain but, if such sanctions were successful,
the Soviet defence effort would be massively hit.

After all the assistance and goodwill that I have receivead
from you personally - and ou» ~ountry has received from the US -

it weuld be my genuine wish to give Zu thce uacking you desire,

The Hcnorable Caspar Welinberger
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But the greatest service I can give ycu is my Jjudgement. And
my Jjudgement is that you will not be able to stop this deal. I

advise you against attempting It. You can certainly delay it -
but only at great cost to the Ailiancs.

é"‘wh Q-0

Sedn

John Nott
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DEPARTMENT OF TRADE 1VICTORIA STREET LONDON SWiH OET Telephone 01-215 7877

Fromthe Secretary of State
CONFIDENTIAL

John Holmes Esq

Private Secretary to the
Secretary of State for | assvans ok
Foreign and Commonwealth Affairs =

Foreign and Commonwealth Office o fco 9 lrele A

Downing Street o = AL FaAA
i e hMmaeny o ks

SW1A 2AH 2.7 August 1982 AAfpurces

Desv Jtn ‘v;' /J,oz'

-
EAST-WEST ECONOMIC ISSUES/SIBERIAN PIPELINE 257/51

Thank you for your letter of<26 gpgustiynclosing a draft telegram
of instructions to Ambassadors.

Since receiving it we have learned that the United States Department
of Commerce have issued "temporary denial orders" against Dresser
(France) and Creusot Loire and the issue of a similar order

against John Brown Engineering must now be considered probable.

Thus despite hopes expressed by the Prime Minister and the Foreign
Secretary that the United States Administration would avoid
escalating the dispute further, it appears that the Department of
Commerce have decided to apply summary sanctions against the
European firms in advance of an administrativehearing. My Secretary
of State is strongly of the view that we should not accept the
inevitability of sanctions against JBE or appear to be weakening

o e — s

15_233_5222}ve. He considers Cvhat il the Americans escalate the
dispute - as they now appear to be doing - we shou nee 0
daﬁgtﬁer further the nature of our response. ——

o g e

In these changed circumstances the proposal to hold a meeting of
Foreign Ministers needs to be carefully considered:

———

. =

(a) We need to be certain as to the precise nature and
intent of the temporary denial orders.

The risks of failure now seem greater given that the
atmosphere is likely to have been soured by the

action taken against Dresser and Creusot Loire.

#
S ——

CONFIDENTIAL




From the Secretaryof State

CONFIDENTIAL

(¢) If in the interim similar action is taken against
é%g, our participation might be seen in the United
ates as tacitly accepting the legitimacy of
American actions. The French may take a similar
11ne.

The timetable seems to be too short for adequate
preparation given the nature of the agenda. An
advantage of an early meeting would have been to
head off summary action by the Commerce Department.
Now that this has been taken the need for an early
meeting seems less pressing.

Against this background we think that the proposal for the meeting
should be put in much more neutral language and modified as
follows: -

(a) senior officials of the European countries involved
should meet next week to consider a unified European
\ response in the light of a full assessment of the

effect of the temporary denial orders.

(b) a meeting of Foreign Ministers, assuming there is
agreement that this is desirable, would take place
at a later date than early September.

Copies go to the recipients of yours.
v vt pan ih v
J wn Witk

JOHN WHITLOCK
Private Secretary

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWIA 2AH

26 August, 1982
P MuntTn

East-West Economic Issues/Siberian Pipelinél—?/ES

o

You will have received my le;{ér of earlier today about
exchanges between Mr Shultz and Mr Pym on East-West economic
issues and the pipeline. We have now received a written
message from Mr Shultz. I enclose a copy. It ébeaks for
itself.

Mr Shultz's message will require consequential amendments
to the draft message to the Foreign Ministers of France, Germany
and Italy enclosed with my letter of 26 August.

Mr Pym also believes that he should reply to Shultz as soon
as possible, making the following points:-

(a) as far as the US reaction to European pipeline shipments
is concerned, we are glad to note that the US response will be
'‘controlled'. In the spirit of the recent exchanges between
the Prime Minister and the President, we look to the United
States to refrain from forcing the issue;

(b) on the agenda, for the suggested Foreign Ministers'
meetings, we believe that the items should be neutrally
phrased and that the area for discussion should include all
the subjects covered by the Versailles, Bonn and other NATO
declarations, including agricultural exports to the Soviet
Union;

(c) the French, Germans and Italians are being consulted
urgently. But, as was indicated to Mr Shultz on 25 August,
it may not be possible to get the other Foreign Ministers
together as quickly as he had proposed. 1In any case, given
the complexity of the issues involved, it would be preferable
for a meeting of officials to prepare the ground before
Ministers meet.

I should be grateful for your agreement by noon tomorrow
to a message to Mr Shultz on these lines. This would issue at
the same time as Mr Pym's message to his three European colleagues.

Given the possibility of a meeting of officials early next
week I hope that the Departments concerned will take this as an
early warning of the preparation and briefing likely to be
required. Officials here will be in touch with those directly
concerned about the detailed arrangements.

CONFIDENTIAL
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I am copying this letter to Tim Flesher (No 10) and to
the Private Secretaries of other members of OD and to Richard
Hatfield (Cabinet Office).

(J E Holmes)

John Rhodes Esqg
Private Secretary
Department of Trade

CONFIDENTIAL
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWIA 2AH

26 August 1982

Lapven 06 P o g b Jo lony
zJof?‘ : Ut~iaﬁbﬁn e A e gliicanud

East /West Economic Issues/Siberian Pipeline ""‘9 Y M'(
o Lo rdamu 2T 7.
As you know, Mr Pym sent a message to the US Secretary ]l
of State which “aq delivered on 24 August. The aim was two-
fold: first to express our expeCtation that the deliberately
moderate line we were taking here over the pipeline contracts
would be reciprocated by the US authorities; and second to
improve the atmosphere in which the Americans would reach their

decisions. Mr Pym suggested that the US and its closest allies
might meet at O{Iicial level to try to bring some order into
the general complex of East/West economic issues which we are
committed to discuss under the Versailles, Bonn and other
declarations.

Mr Shultz lost no time in replying. On the telephone on
25 August he said that he was in favour of a meeting. He went
on to propose that it might be held next week, attended by the

Fgﬁgaﬁn_ﬁggéééggs of France, Germany, italy, as well as the UK
and the : e S —

g—

Mr Pym believes that in the present situation with more

open clashes over the pipeline looming and other issues also

l festering, notably steel, we must respond positively to this
suggestion. There 'is a risk that a highly public meeting to
resolve transatlantic problems might fail and leave us worse off
than before. The other three Europeans, notably the Exg&gh,
might also be reluctant to involve themselves in such a meeting.
But it must be to our advantage to make a positive response to
the US. And there is a chance of defusing what might develop
into a serious Alliance crisis. I therefore enclose a draft
telegram of instructions to our Ambassadors in the capitals
concerned. I would be grateful for your early agreement that
these instructions issue. Given the urgency, Mr Pym would like

éE:::: them to be sent by midday on 27 August.
/I am

CONFIDENTIAL




CONFIDENTIAL

I am copying this letter to Tim Flesher (No 10) and
to the Private Secretaries of other members of OD and to
Richard Hatfield (Cabinet Office).

Ywu& R

(J E Holmgs/)

Private Secretary

John Rhodes Esqg
Department of Trade
1l Victoria Street

CONFIDENTIAL
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FM FCO

TO IMMEDIATE BONN

TELEGRAM NUMBER

AND TO IMMEDIATE PARIS, ROME, WASHINGTON

RFI IMMEDIATE UKREP BRUSSELS, UKDEL NATO, ROUTINE TO MOSCOW
EAST-WEST ECONOMIC ISSUES/SIBERIAN PIPELINE

1 Please pass the following message from me to Genscher, Cheysson
and Colombo and seek as early a response as possible. o F
BEGINE?_-?.have been thinking about how we might deal with the
current difficulty over the pipeline contracts which is one ele-
ment in the complex of East-West economic¢ questions which also
includes credit, exports of high technology, agricultural
commodities and energy generally. I discussed these matters in
general terms with Secretary Shultz when I was in Washington on

29 July. He has told me this week that he would be in favour of

an early meeting with the Foreign Ministers of the four countries
most directly affected by the US measures on the Siberian pipeline.
1 undertook to consult you about the possibility of organising

such a meeting in London.

I think, given the complexity of the issues 1involved, that




OUT TELEGRAM (CONT)

ication and Caveats li-'._:f_w

CONFIDENTIAL 2

<<<<
it would be better if such a meeting were prepared by a round of
talks by officials on say 1 September and that the Ministerial
Meeting might be held as soon as you might find it possible
thereafter. Possible days for me would be pm 3 September,
6 September and pm 8 September.

From what I hear from Washington I think there is a chance
that the US is looking for a way of defusing the effects of

their regulations on the pipeline. While I do not underrate the

difficulties, a meeting of the five of us. to discuss the whole
m

range of issues which are on our agenda following the Versailles,

Bonn and other declarations could improve the atmosphere in which
decisions are taken and indicate whther there is a real possibilit
of a way out of the damaging impasse in which we find ourselves.
I would be grateful foryour views as soon as possible. In
the meantime the British companies concerned with these contracts
will continue to act on the basis of the directions we have given
them and their own assessment of their economic interests. ENDS
- For Washington. You should not hand over the text of this
message to the Americans but should indicate that, as agreed on
the telephone between Shultz and me on 25 August, we have put out
a proposal for an early meeting of the five Ministers, possibly
preceded by a round of discussions at official lLevel on 1

September. We will keep the Americans informed of the responses.

NNNN ends Catchword

telegram
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Foreign and Commonwealth Affairs
Foreign and Commonwealth Office
Downing Street
London
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Thank you for your letter of 19 August. It is, hint ry important that w
should give no impression to the American Administration that we are weakening in
our resolve or in the depth of our objection to the embar As Mr Pym pointed
out in his Telegram Number 1526 of 19 August we regard the Administration's
action as quite unacceptable both o grounds of extra-terri oriality and retrospection.
We would therefore regard a ion he American Administration against the

British companies concerr 3ting j

could not stand aside. Provide you feel that 0

this matter is not in any way biuscate y the terms of the draft message to
Shultz then we have no objection, subj one minor drafting change.

That is that we think that the reference in the third paragraph to "taking forward
the Buckley discussions" should be omitted. The Buckley discussions failed,

whether any purpose will be served by encouraging the Americans tg think that the
European allies would welcome the perpetuation of the Bucklev discussions, or that
further discussions on credit would necessarily lead to the sort of limitations the
United States were seeking in the run to the Versailles Summit.

principally due to the French credit agreement on the USSR. We therefore doubt
ns

We note that you are not proposing to clear thi
French and Germans and assume that you are satisfied that on balance this is the
best course to pursue.

SECRET - BURNING BUSH
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CONFIDENTIAL COVERING SECRET - BURNING BUSH l
X £

Foreign and Commonwealth Office

London  SWI1A 2AH

19 August, 1982

£ e

20) ¥

East/West Economic Issues/Siberian Pipeline

I enclose a copy of Washington telno 2735 in which our
Chargé d'Affaires makes some suggestions as to how we might seek
to improve the atmosphere in Washington with the aim of mitigating
the American reaction against violations of US restrictions by
European companies fulfilling their pipeline contracts.

Against the background of the recent exchanges between the
Prime Minister and President Reagan and the President's very firm
linking of his 18 June measures with events in Poland, Mr Pym
doubts whether other linkages of the sort suggested by Mr Thomas
would be likely to achieve our aim. Nevertheless he is concerned
that we should do all we can to improve the atmosphere in
Washington, to put the pipeline problem in its right context and
therefore to demonstrate our willingness to engage 1in discussions
of the wider East/West economic issues to which we are committed
under the Versailles, Bonn and other declarations. I hope,
therefore, that you can agree that instructions on the lines of
the enclosed draft telegrams should be sent as soon as possible
to Washington.

I am sending copies of this letter to Tim Flesher (No 10) and
to Richard Hatfield(Cabinet Office). Given the particular forum
suggested for the consultations with the Americans I would be
grateful if the drafts could be given appropriate handling.

L{MA Ll

Ty

(J E Holm®s)
Private Secretary

John Rhodes Esg
Private Secretary
Department of Trade

CONFIDENTIAL COVERING SECRET - BURNING BUSH
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SECRET - BURNING BUSH IMMEDIATE
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SECRET = BURNING BUSH

FM FCO AUGUST 82

TO IMMEDIATE WASHINGTON

TELEGRAM NUMBER

INFO ROUTINE PARIS, BONN, ROME, UKREP BRUSSELS, UKDEL NATO,

MOSCOW (for Ambassador/Minister) :
YOUR TELNO 2735: EAST/WEST ECONOMIC ISSUES/SIBERIAN PIPELINE

| I agree that we should do what we can to improve the
atmosphere in Washington and help those who are disposed to
argue for a relaxation or adjustment of US measures. Against
the background of the recent exchanges between the Prime Minister
and President Reagan and the latter's firm Linkage of his

18 June measures to events in Poland, I doubt whether other
linkages of the sort you outline would have the desired effect.
2 Nevertheless I agree that we should try to build on the
talk I had with Mr Shultz on 29 July and seek to get a proper
dialogue going again on the wider East/West economic issues
covered in the Versailles and Bonn Declarations.

S You should hand over the message from me to Shultz in

MIFT as soon as possible. When doing so you should stress our

willingness to discuss the wider issues involved as well as our

hope
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hope that not only the rhetoric but also the scope of any US
measures will allow these wider discussions to proceed in a

constructive manner.

NNNN ends S LMK Catchword
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TO IMMEDIATE WASHINGTON
TELEGRAM NUMBER
INFO ROUTINE ROME, PARIS, BONN, MOSCOW, UKREP BRUSSELS, UKDEL
NATO
EAST-WEST ECONOMIC ISSUES/SIBERIAN PIPELINE
T Text of message as follows:
BEGINS

Following our very valuable talk on 29 July I have been
giving some thought to the range of East/West economic issues
on our current agenda. On the pipeline we have of course since
taken the Limited action to which the Prime Minister referred in
her message of 2 August-to the President. We have been careful
to keep the rhetoric down so as not to threaten wider and more
important Western interests, and I know that you will be
concerned to respond in the same spirit.

There are other aspects of East/West economic relations
which need to be examined, such as credit, high technology and

agricultural exports to the East, and also Eastern European

debt. Our two governments and others are committed to

Catchword

discussing
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discussing these questions in the OECD and NATO, as well as in

COCOM. COCOM issues aside, our preference would be for OQOECD
to undertake the bulk of the data collection and basic
analytical work. But there is a fair amount of overlap and
we Wwill need to take a view on how to coordinate the various
discussions.

I think it would be helpful in the coming months if you

and your principal allies could work closely together to inject

e R o TR o - B N Y o _SERL Y . S - S Y (. 5]

—

some order into this process and promote the maximum consensus,
taking forward the discussions with Jim Buckley earlier this
year. I have therefore been wondering whether the Four
Political Directors could meet in the next few weeks, with
economic colleagues present also, in order to try to isolate the
most pressing questions and develop a plan of action. They
could do this either when they meet during or just before the
autumn session of the UN General Assembly, or earlier if this
were feasible.

It does seem to me very desirable to try, between the four
of us, to chart the way forward on the consultations to which
we are all committed by the Versailles, Bonn and other
declarations. Without some degree of prior consultation and
agreement in the Four I fear that these discussions could all
too easily lose their way and lead to nothing except a further
bout of the kind of disagreement and recriminations we all wish
to avoid.

I should be interested to know your thoughts on this subject
as soon as you are able to let me have them. Meanwhile I am not

saying anything to either our French or our German colleagues.

PYM
NNNN

NNNN ends Catchword
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Foreign and Commonwealth Office

London SWI1A 2AH

11 August 1982

Y
Tim Flesher Esq
10 Downing Street

London SW1

We discussed the message which
the Prime Minister received yesterday
from President Reagan. This is to
confirm that we see no need for
the Prime Minister to reply.

S M J Lamport
Private Secretary to Mr Hurd
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TELEGRAM NUMEER 9648 OF 3 AUGUST 1982
INFO MOSCOV, UKDEL NATO, UKREP BRUSSELS, PARIS, BONN

PRESIDENT REAGAN ON GRAIM SALES TO THE USSR

1, THE PRESIDENT SPOKE TO THE NATIONAL CORN GROWERS’ ASSOCIATION

IN 1OWA YESTERDAY (COPY OF TEXT BY BAG), WHILE MUCH OF THE SPEECH

wAS DEVOTED TO MASSAGIRG THE FARM VOTE IN THE MID-WESTERN STATES,
THERE WERE A NUMBER OF REFERENCES TO HIS ATTITUDE TOWARDS GRAIN

SALES TO THE SOVIET UKIOK, AND COMMENTS ABOUT THE AMERICAN
CHALLENGE TO FOREIGN GOVERNMENTS USING SUBSIDIES TO ASSIST THEIR
AGRICULTURAL EXPORTS,

©, PRESIDENT REAGAN SAID THAT THE EFFECTS OF THE CARTER GRAIN
EMEARGO WERE STILL HANGING OVER THE MARKETS, THE US HAD ENJOYED
7% PER CENT OF THE SOVIET MARKET BEFORE THE EMBARCO: THIS FIGURE
BLL TO 25 pER CENT DURING THE EMBARGO, WHILE AMERICA’S
COMPETITORS QUOTE TOOX ADVANTAGE OF THE MARKET WHICH THE LAST
ADMINISTRATION HAD THROWN AWAY UNGUOTE, AFTER LIFTING THE EMBARGC,
THE US HAD OFFERED THE SOVIETS AN ADDITIONAL 15 MILLION METRIC
TONNES. HOWEVER, DEVELOPMENTS IN POLAND HAD SET BACK US EFFORTS,

ON BEHMALF OF FARMERS, TO NEGOTIATE A NEW LONG-TERM GRAIN

AGREEMENT ¥ITH THE USSR, THE US HAD THEREFORE HWAD NO CHOICE BUT

TO IMPOSE A NUMBER OF SANCTIONS AGAINST THE SOVIETS AND THE POLES
INCLUDING POSTPONEMENT OF NEGOTIATIONS ON A NEW LONG TERM AGREEMENT,

3, WHILE THE PRESIDENT ADMITTED THAT THERE WAS STILL NO CAUSE
TO CELEBRATE IN POLAND, HE WAS QUOTE SOMEWHAT ENCOURAGED UNQUOTE

BY INDICATIONS OF A RELAXATION OF MARTIAL LAW, THE US WOULD CONTINUE
TO WATCH DEVELOPMENTS, AND IN THE MEANTIME THE ADMINISTRATION WOULD
EE EXPLORING A ONE-YEAR EXTENSION OF THE CURRENT GRAIN AGREEMENT,
THE PRESIDENT SAID THAT HE MAD ALSO AUTHORISED THE SECRETARY OF
AGRICULTURE TO CONSULT WITH THE SOVIETS ON THE SUBJECT OF

ADDITIONAL GRAIM PURCHASES BEYOND THE MINIMUM PURCHASE REQUIREMENTS
OF THE CURRENT AGREEMENT,

4, THE PRESIDENT SAID THAT THE EXTENSION WOULD HAVE THE QUCTE
SANCTITY OF A CONTRACT, ENSURING US FARMERS’ ACCESS TO THE SOVIET
VARKET UNQUOTE, THE PRESIDENT (THE PIPELINE NOTWITHSTANDING)

NOTED WITH APPROVAL GOVERNOR THONE'S (NEBRASKA) COMMENT THAT QUOTE
THERE MUST BE NO QUESTION ABOUT OUR RESPECT FOR CONTRACTS UNQUOTE,
THE INDICATIONS, HE SAID, WERE THAT THE US WOULD SELL A _QUOTE

RECORD VOLUME UNOQUOTE OF CRA TO THE USSR THISE YEAR, LARGE EXPORTS
WERE ALSO EXPECTED DURING THE EXTENDED YEAR OF THE AGREEMENT, QUOTE
THE GRANARY DOOR IS OPEN AND THE EXCHANGE WILL BE CASH=OHM=THE~BARREL~
HEAD UNGUOTE, ——




&

RESTRICIED

S THE PRESIDENT REITERATED THAT FARM EXPORTS WOULD NOT BE SINGLED
OUT AS AN INSTRUMENT OF FOREIGN POLICY, AND WOULD BE USED ONLY AS
PART OF A TRADE EMBARGO |F THAT EMBARGO WERE BROAD AND SUPPORTED
BY OTHER NATIONS ACROSS THE BOARD, (THE PRESIDENT, BEFORE
IELIVERING THE SPEECH, DELETED A PASSAGE IN THE PREPARED TEXT
WICH SAID THAT CUOTE THIS ADMINISTRATION DOES NOT HAVE, NOR WILL
WE HAVE, A GRAIN EMBARGO AGAINST THE SOVIET UNICKN UNQUOTE,

PAKER WHITE HOUSE CHIEF OF STAFF, SAID THAT SO CATEGORICAL A

STATEMENT WAS INNAPPROPRIATE),

6. ON FOREIGN GOVERNMENTS® AGRICULTURAL POLICES, THE PRESIDENT

SAID THAT THE ADMINISTRATION VERE VIGOROUSLY CHALLENGING THE USE

OF EXPORT SUBSIDIES IN AGRICULTURAL AREAS, THE ADMINISTRATION WAS
WWITED IN THIS EFFORT TO SPEAK OUT AGAINST UNFAIR TRADE PRACTICES,
AT THE CGATT MINISTERIAL MEETING, THE US WOULD PROPOSE BRINCING
AGRICULTURE UMDER THE LIBERALISING INFLUENCE OF GATT, THE PRESIDENT
SAID HE WAS COMMITTED TO MORE OPEN ACRICULTURAL MARKETS IN ALL
COUNTRIES, HE CHALLENGED OTHERS = PARTICULARLY IN EURCPE AND JAPAN -
TO MATCH THIS COMMITMENT,

THOMAS
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Therefore, I believe that we ought to
insist that these two points go into the Bill.

There

seems to be general acceptance of that view in other
parts of the House, and therefore I wish to press the

amendment.

4,17 p.m.

e

On Question, Whether the said amendment (No. 37)

shall be agreed to?
Their Lordships
Contents, 105.

divided :

Contents, 80; Not
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David, B.
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George-Beown £
Glanusk, L.
Glenarthur, L.
Grimston of Westbury, L.
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Lyell, L.
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Mackay of Clashfern, L.
Macleod of Borve, B.
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Marley, L.
Marsh, L.
Marshall of Leeds, L.
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Merrivale, L.
Milverton, L.
Morris, L.
Mottistone, L.

Orkney, E. ;
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Rawlinson of Ewell, 1.
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Stodart of Leaston, L.
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Refolved in the negative, and amendment disagreed
to gccordingly.

fent No. 38 not moved.)

Siberian Gas Pipeline

4.26 p.m.

The Secretary of State for Trade (Lord Cockfield):

My Lords, with permission, L wish to make a state-
ment about the American export embargo as it affects
companies in this country which have contracts
connected with the Siberian Gas Pipeline. As I made
it clear in the debate in your Lordships’ House on
26th July, the embargo in the terms in which it has
been imposed is an attempt to interfere with existing
contracts and is an unacceptable extension of American
extra-territorial jurisdiction in a way which is repugnant
in international law.

On 30th June I made an order under Section 1(1) of
the Protection of Trading Interests Act 1980 citing
certain provisions of the Export Administration
Regulations as measures which were damaging to the
trading interests of the United Kingdom. I had
hoped—and indeed still hope—that it would have
been possible for an acceptable solution to be found
to this problem; but, despite strenuous efforts made by
Her Majesty’s Government, the American Admin-
istration has not so far responded.

In these circumstances I have decided that the
trading interests of the United Kingdom require me to
issue Directions under Section 1(3) of the Act to certain
named British companies forbidding them to comply
with the American embargo. I have therefore issued
Directions today to the following companies, all of which
entered into contracts prior to the announcement of

| ONelbofthe Maime L. 7
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[Lorp COCKFIELD.]
the United States embargo. The companies are:
John Brown Engineering Limited, Smith International
(North Sea) Limited, Baker Qil Tools (United King-
dom) Limited, and AAF Limited.

I have at this stage, limited action in this way as
I have no wish to escalate this dispute. I should hope
that the moderation of our approach would persuade
the American Administration to think again. But
I do wish to make it clear, as I said in your Lordships’
House on 26th July, that in the absence of a mutally
acceptable solution I am determined to defend our
own national interests.

Lord Ponsonby of Shulbrede: My Lords, I should like
to thank the noble Lord for making his Statement and
for exercising his discretion in favour of the United
Kingdom’s trading interests by forbidding the com-
panies concerned to comply with the American em-
bargo. In doing so the Government have wisely
followed the lead taken by the French Government,
who have already openly ordered French companies
to defy the American embargo, and the Italian Govern-
ment, who have made clear their intention that the
ban should be defied. T hope that the West German
Government will follow the lead set by their other
EEC partners.

As the noble Lord has said, the embargo is an un-
acceptable extension of American extra-territorial
jurisdiction which is repugnant in international law.
With this we agree, and we see it as ill-considered,
unfair, and inconsistent that almost at the same time
the United States Government should end its grain
embargo against the Soviet Union as a result of intense
pressure from United States farmers. We must wonder
whether the embargo imposed by the American Govern-
ment is likely to do more damage to Western Europe
than to Eastern Europe. I am glad that the noble
Lord has taken this action, because it has been con-
structive in ensuring that about 3,000 jobs will be
preserved in particular parts of British industry.

Baroness Seear: My Lords, we also wish to thank
the noble Lord for making the Statement in your
Lordships’ House, and to say that we support the
action taken in rejecting the American embargo, and
in the instruction that has been issued to the four named
companies. The employment consequences of any
such embargo would, of course, be serious. We also
support the whole idea of the development of the
pipe-line.

At the same time, we view with great concern the
fact that this further disagreement has arisen with the
United States at a time when it looks as if a trade war
is all too close as a result of the steel dispute which is
already going on. I am sure that the noble Lord will
be able to tell us that Her Majesty’s Government are
pursuing as vigorously as they possibly can the means
of finding a solution acceptable to the Americans.
While we are protecting our short-term national
interests in the step we are now taking, if we have
further disputes with the United States our longer-term
national interest could be seriously at risk.

Lord Cockfield: My Lords, I am most grateful to the
noble Lord, Lord Ponsonby of Shulbrede, and to

[LORDS ]
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the noble Baroness, Lady Secear, for what they say.
It is, of course, true that the action taken by the Ameri-
can Administration has resulted in a degree of tension
on trade matters. I have endeavoured to conduct our
own affairs in a way which does not exacerbate that
tension. It is important to underline the fact that the
Western Alliance is of crucial importance to the United
Kingdom, to Western Europe, and indeed to America
herself, and we ought to do everything we can to avoid
any damage to that alliance. It is for this reason
that the action we have taken has deliberately been
restrained and has set out only to protect our absolute
trading interests.

It is true, as the noble Lord, Lord Ponsonby, said,
that there are a large number of jobs at risk if in fact
the embargo were obeyed by companies in this country.
This is one of the major reasons why we have taken the
action that we have. It is true also that one might
be more than a little surprised that, at a time when the
American Government have imposed this export
embargo, they should also continue to ship large
quantities of grain-to the Soviet Union, and we think that
it is quite inequitable that the American Government
should do this while expecting its allies to bear the
brunt of sanctions against the Soviet Union in the pipe-
line case. We do not regard this as even-handed
treatment. [ can assure the noble Baroness, Lady
Seear, that we shall continue to do everything in our
power to find an acceptable solution, not only to this
dispute but to the steel dispute as well.

Lord Taylor of Gryfe: My Lords, from these Benches
we very much welcome the Statement made by the
Minister. May I assure him that the Statement will
be even more than welcome in Clydebank where John
Brown operates and where unemployment is close to
20 per cent. of the population of that town. I should
like to ask the noble Lord one or two questions.
The first is whether in fact, despite the delay in the
execution and acceptance of this contract and the fact
that export credit terms have changed in relation to
the Soviet Union in the past few days, the contract will
be recognised on the export terms on which the contract
was originally based ?

Secondly, I should like to encourage the noble Lord
to negotiate with our American allies on a code of
conduct on future contracts affecting United Kingdom
and USSR or Eastern European trade applying to
companies which enjoy US licensing arrangements,
and perhaps the noble Lord can tell us the respon-
sibilities of the US Government to US company
subsidiaries in this country which are presently com-
peting for trade with the USSR? Further, can the
noble Lord tell us whether the US Government have
any more power over US-owned companies such as
Brown and Root and Highland Fabricators who are
bidding for off-shore supplies business at the moment,
and whether the constraints which they apply on the
licensing arrangements will be similarly applicable to
US subsidiaries? May I encourage the Minister to
continue these negotiations so that we are not frustrated
oncecontracts are signed and have some code recognised,
so that people who are negotiating for contracts can
feel secure and confident while doing so.

Lord Cockfield: My Lords, I am obliged to the
noble Lord for what he says. So far as the first
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point is concerned—namely, on delay in the execution
of contracts—I am not aware "that in fact any such
delay has occurred. One of the reasons why it was
necessary to issue the directions now was that if the
directions were not issued such delay might occur.
Therefore, 1 think up to date at any rate there has been
no problem here. The question of the ECGD cover
is a matter to be negotiated between the companies
concerned and the Export Credits Guarantee Depart-
ment.

The noble Lord also raised the much wider question
of negotiation with our American allies on a code of
conduct for dealing with commercial relations with
the Soviet Union. This is an interesting suggestion
but it is difficult to see just at the moment what its
chances of success would be. The important thing
is to dispose of the present disagreement which has
arisen. The noble Lord also raised the question of
United States subsidiaries who are competing for
trade in the Soviet Union. Presumably he had in
mind subsidiaries in this country of United States
companies. Indeed, it is against such subsidiaries
that the American export embargo might very well
bite. This was one of the factors that we have taken
into account in issuing directions.

The Earl of Lauderdale: My Lords, would my noble
friend be able to say anything about the Government’s
attitude to some of the energy policy aspects of this
matter, notably whether it is indeed the case that the
Soviet gas component of Western European energy
needs will not in fact be a critical component? Sec-
ondly, by way of restoring better relations with the
United States in this area, would we not be well
advised to support the proposal which has been made
many times for a cross-Channel gas pipe-line so
that Norwegian gas can befed tothe Continentas a sort of
alternative supply? Is my noble friend aware that
this is indeed one of the recommendations of the
European scrutiny committee of this House published
only last week?

Lord Cockfield: My Lords, I hope that my noble
friend will forgive me if 1 say that I have enough
difficulty dealing with the trans-Siberian pipe-line
without having to deal with the cross-Channel pipe-

line as well. So far as the wider issue he raised is
concerned, my information is that the amount of
gas coming through the Siberian pipeline, when
completed, would not represent a major part of Western
Europe’s supplies, and of course there are strong
arguments in favour of diversification of supplies
in view of the uncertainties which we all know exist
in this field.

The Earl of Lauderdale: My Lords, is my noble
friend saying that the Government cannot really
comment on the energy implications of the whole
matter ?

Lord Cockfield: My Lords, it is only right that I
should make the point that the statement I have made
relates to the American attempts to embargo supplies
to the trans-Siberian gas pipeline. 1 should have
thought that the question of a pipeline across the
English Channel was somewhat remote, both geo-
HL 36 B2
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graphically and in other senses. So far as the general
energy question is concerned, I think I have answered
the point my noble friend raised; namely, that the
supplies coming through this pipeline, when complete,
would not in fact be a major component of Western
Europe’s total supplies.

Lord Rhodes: I think this was necessary, my Lords,
particularly in view of the legislation which the Reagan
Government put through in June of this year covering
re-exports of American strategic materials, although
they were exported from a country other than the
United States. Can the British Government be sued
in American courts on this matter? I would comment
that this is a long-standing worry to the Department
of Trade; I remember in 1950 the Westinghouse
argument on uranium when we were taken through the
American courts. I congratulate the Minister on
having done what he has.

Lord Cockfield: 1 am obliged to the noble Lord
for those remarks, my Lords. I should not have
thought it was open to one Government to sue another
Government in its courts except by the consent of that
Government.

_ EwmploymentBll ——

Further considered on Report, on Clause 12.

4.43 p.m.

Lord Jenkins of Putney moved Amendment No. 39:

Page 16, line 21, at end insert—
(**(5) A contract between two parties in which one party m/
required to be a member of an employers’ association and
other part is required to be a member of a trade union is fot
voided or invalidated by this section.”).
The noble Lord said: My Lords, 1 have madg’ more
than one attempt to get the Government off
in this matter and this amendment is a furt
to that end. If I am right in thinking th;
of the clause is not intended to intervené in contracts
between two parties but essentially enpisages a three-
party situation, then the amendment/which is for the
purpose of greater certainty and flarity, should be
acceptable to the Government. /It simply says that
where you have a straightforwArd position between
an employer and employee, thé existence of a require-
ment to be a member of an/&mployers’ association or
trade union does not invalj
The amendment shodld commend itself to the
Government because, 36 I understand it, the whole of
the clause is to intefvene in what I described as a
three-party situatiof(: for example, a contract between
and a contractor, whereby the
authority says fo the contractor, * You shall”, or
“ You shall ngt”, as the case may be, *“ employ only
certain trade union ”’, whereby the local
authority £oncerned makes it, in other words, a
condition/ of that contract that the other party shall
or not employ, as the case may be—certain
peop)€ with or without a certain qualification,
at would not be a reasonable step to take, but that,
1 Am fairly sure, is what the Government intend to do.
ne may dislike it and vote against it, or one can say,

the whole
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[LorD JENKINS OF PUTNEY.]
from the Government’s point of view, that they are
right to produce a clause on such a basis—if that is
their objective. But if I am right in thinking that,
virtually accidentally, in the course of so doing they
have unintentionally also invalidated a straight contract
between two parties and have made such a contract
voidable under the clause, then I hope the Government
will agree that the amendment makes the situation
clearer and should be accepted.

Lord Mackay of Clashfern: My Lords, the provisionsof
Clause 12 are concerned with any term or condition
of a contract for the supply of goods or services, and
such a term or condition is made void if it purports
to do the things mentioned in paragraphs (a) and (b).
So it is a contract in which two parties are involved
for the supply of goods or services, and I do not
think the noble Lord, Lord Jenkins, is correct in saying
that it is intended to apply only to a tripartite situation.
The view of the Government is that the amendment
is unnecessary for the purpose the noble Lord has
in mind. The purpose of Clause 12 is to void require-
ments of the kind I have mentioned and it makes it
unlawful to refuse to include a person on a tender list
or award him a contract on the grounds that he does
not recognise a trade union.

The second of these is, as far as we can see, entirely
irrelevant to contracts between theatre managers and
individual actors. The first may make void any
requirement in an Equity contract that the theatre
manager recognises Equity for the purposes of negot-
iations, assuming that it is a contract for the supply of
goods or services. But in our view the amendment is
unnecessary for the purpose the noble Lord has i
mind and would introduce confusion into the provisiogs.
I therefore hope your Lordships will not accept it.

Lord Wedderburn of Charlton: My Lords, [ invite
the Minister to think again on this subject ang perhaps
come back to it at Third Reading. W¢ take no
particular pleasure at this stage of the Bil)/~when one
is not able or indeed willing to oppose its fnain thrust—
in asking whether the Government
on the horns of a dilemma of their/own making by
introducing a certain amendment Jate in Committee.
All Governments do that from gfme to time, but I
cannot refrain from noting that I wondered where
I had seen it when, in July, in thé middle of Committee,
it was brought to us, and thén [ found my Financial
Times cutting of 28th May @hich more or less printed
the clause as what the organisation Aims of Industry
was urging on the Secrftary of State. That cutting
of 28th May sets it out for the noble and learned Lord,
just as it does for me.

The Aims of I
the middle of Jul
the argument t
commercial un
13, which is
would not
require ot
unions.

ustry clause was introduced in

and the Government put forward
t they so disliked pressure—be it

r this clause or industrial under Clause
ed in with it, like Clause |11—that they
ve people use either sort of pressure to

rs to nmegotiate or even consult with trade

hen they had to draw up a liability along
ndary and it was perhaps inevitable that they

run along the boundary between contracts for

the supply of goods and services, which were within the
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area of the Bill, and contracts of service—or of employ-
ment, as they are usually called—which were not.
I come now to the problem with which the Govern-
ment are faced and from which they will not escape,
and which it seems to me is the root point of my noble
friend’s argument to both this amendment apd some
other amendments that are germane to theg: problem.
This is why I ask the Government to look at it again,
because it comes out in various parts of the Bill. Their
problem is that, apparently without méaning to, they
get into the area of causing to be invalid various types
of clause and various types of pfessure where the
workers are in law those who/have contracts for
services—sometimes called selfémployed or indepen-
dent contractors—as opposed/to the normal workers
under a contract of employment. To the man in the
street they are for the mogst part the same species, but
the noble and learned Word, and perhaps myself, as
lawyers know that thgy are fundamentally different.
Therefore, if one dfafts clauses where the unlawful-
ness and the impropriety attach to a situation defined
by reference to 2’ contract for services, then a large
number of workérs—a minority, but quite a large num-
ber—will co in, even if one does not intend it.
There are of £ourse the musicians, and their contractual
arrangemets, and all kinds of pressures and require-
dealt with in the contracts for services of

There are also, of course, actors. I have

London Theatre Council and the Provincial Theatre

I say merely that it is extremely disturbing
to see the way in which the well-observed and normal
operations of the theatre councils, of management
on the one side of the table, and British Actors’ Equity
on the other, would have to be very carefully con-
sidered in relation to the clause, and would not be easy
to operate. I think that that would be a fairly common
view around the table, but I must not express it as
anything other than my own view.

However, actors and musicians are not alone.
Recently I had reason to be given evidence that in the
petrochemical industry there is a very large amount of
self-employment. That is true among draftsmen, and
in many other areas of industry, where self-employment
and contracts for services come up. English law
being what it is—it might be better North of the Border
—one cannot ever be quite sure. Consider, for exam-
ple, the lorry driver who in 1968 was taken on and
told, *“ You are the owner of the concrete lorry;
go away and keep it up . Then he was paid sums that
appeared to him to be wages, but he turned out to be
an independent contractor. There are quite a few
workers around who are in a rather awkward and
difficult spot, and there have been many cases in the
courts on this issue in recent years.

Surely the Government can find a way of avoiding
what they appear to want to avoid, though the noble
and learned Lord did not wholly convince me on this
point. If the Government want to avoid the clause
upsetting the agreed provisions in industry—where
much self-employment arises and is recognised and
dealt with by orderly arrangements, such as among
musicians and actors—why do they not take away the
clause over the Recess? They could also take away
the amendments of the kind that my noble friend is
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COVERING CONFIDENTIAL

LGHHERﬁth_~ IN CONFIDENCE

John Coles Esg

Private Secretary to the Prime Minister

10 Downing Street

London

W1 2. August 1982

I attach 2 copy of the statement which my Secretary of State is making in the House of Lords this
afternoon, at approximately 4.30 pm. An announcement that the statement is to be made is timed
for just after 3.30 pm. Ine"IﬂF?ng are to be explained by the potential commercial sensitivity
of the statement on the Stock Exchange. The statement should, therefore, be given only very
limited circulation by the Departments to whom I am also copying this letter.

Arrangements have been made to communicate the text of this statement to the West German, French,
Italian, Japanese and United States governments, and the EC Commission. In addition, the

Secretary of State hopes to arrange a meeting with the United States Ambassador at b pm, today.

Finally, I would be grateful if any initisl Press inquiries following this statement could be
re-routed to this Department.

Copies of this letter go to John Kerr (Treasury), Jonathan Spencer (Department of Industry) and
Muir Russell (Scottish Office).

JOHN RHODES
Private Secretary
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With permission, I wish to make a Statement about
the American export embargo as it affects-companies
in this country which have contracts connected

with the Siberian Gas Pipeline.

As 1 made it clear in the Debate in vour Lordships
House on 26 July, the embargo in the terms in
thich it has been imposed is an attempt to interfere

with existing contracts-and is an unacceptable

extension of American extra-territorial jurisdiction

in @ way which is repugnant in international law.




On 30 June 1 made an Order under Section 1(1) of

the Protection of Trading Interests Act 1980

citing certain provisions of the Export Administration

Regulations as measures which were damaging to the
trading interests of the United Kingdom. 1 had
hoped - and indeed still hope - that it would have
been possible for an acceptable solution to be
found to this problem; but despite strenuous
efforts made by HMG the American Administration
has not so far responded. In these circumstances
I have decided that the trading interests of the
United Kingdom require me to issue Directions
under Section 1(3) of the Act to certain named
British companies forbidding them to comply with
the American embargo. 1 have therefore issued
Directions today to the following companies, all
of whom entered into contracts prior to the
announcement of the United States embargo. The

companies are:

John Brown Engineering Limited

=

Smith International (North Sea) Limited

L e

Baker 0il Tools (United Kingdom) Limited

AAF Limited

————

-




I have, at this stage, lin d action in this way

as 1 have no wish to escalate this dispute. 1

would hope that the moderation of our approach
would persuade the American Administration to
think again. But I do wish to make it clear as I
said in your Lordships House on 26 July that in
the absence of a mutually acceptable solution I am

determined to defend our own national interests.




10 DOWNING STREET

From the Private Secretary 2 August 1982

Soviet Pipeline

The Prime Minister saw the message to your
Secretary of State from Mr. Weinberger contained
in a telegram from the Embassy in Washington sent
on 28 July.

Weinberger employs at one point the argument
that the fact that the Russians are using their
scarce hard currency and are selling gold for
purchases of agricultural products in Europe,
the United States and elsewhere indicates that
they are unwilling or unable to squeeze the
civilian economy further. The Prime Minister has
commented that this appears to be a good argument
for the US refusing to sell more wheat to the
Soviet Union.

I am copying this letter to Francis
Richards (FCO).

. COLES

Richard Mottram, Esq.,
Ministry of Defence.
- If‘\;';\-;..
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FOLLOWING PERSONAL FOR SECRETARY or(gkirr FOR DEFENCE AND FCO

(PERSONAL FOR PS/S OF S)

SOVIET PIPELIKE

1. WEINBERGER HAS ASKED ME TO PASS TC YOU A LETTER OF 27 JULY ABOUT

THE PIPELINE THE TEXT OF WHICH 1S BELOW.

DEAR JOHN:

THOSE OF US FOLLOWING THE EUROPEAN DISCUSSION OF PRESIDENT REAGAN’S
EXTENSION OF EXPORT CONTRCLS ON OIL AND GAS TECHNOLOGY TC THE USSR
ARL CONCERNED THAT THE STRATEGIC AND ALLIANCE-RELATED REASONS FOR

THE PRESIDENT’S DECISION, ARE SOMEHOW NCT BEING EXPRESSED OR HEARD..
YOU AND | HAVE DISCUSSED HOW THE PIPELINE WILL CONTRIBUTE EILLIONS
OF DOLLARS ANNUALLY TO SCVIET HARD CURRENCY FASNINGS. AND INDICATIOS
TODAY ARE THAT WHILE |HEh?q‘RTACE OF HARD CURRENCY FORCES THE SCVIET

UNION TO CUT BACK ON MILITARY=RELATED INDUSTRIAL PURCHASES AS WELL

AS ON FOREIGN POLICY ADVENTURES THAT WOULD BE HARMFUL TO THE

ALLIANCE, AN EXTRA DLRS & TO DLRS 1¢ BILLION A YEAR WILL

CORRESPONDINGLY ADD ENORMOUSLY TO THEIR MILITARY STRENGTH, CONTRARY
To ARGUMENTS MADE BY SOME, THE SOVIET GOVERNMENT CANNOT SIMPLY CUT
FURTHER INTO THEIR CIVILIAN CONSUMPTION TO KEEP FEEDING THEIR

MILITARY ESTABLISHMENT. THE VERY FACT THAT. THEY ARE USING THEIR

SCARCE HARD CURRENCY AMWD SELLING THEIR GOLD NOW FOR PURCHASES OF

AGRICULTURAL PRODUCTS IN EUROPE, THE UNITED STATES AND ELSEWHERE

: WILLING, OR UNAELE, TO SQUEEZE THE

CIVILI AN ECONCMY FURTHER.

TORCOVER, YHE FUELTC SHOULD UNDERSTAND THAT THE PIPELINE PROJECT

INVOLVES MORE THAN THE CONSTRUCTION OF A SINGLE LINE INTO WEST

GERMANY. IT 1S SET UP FOR RAPID EXPANSION INTO A MULTI-LINE SYSTEM,

THUS SUBSTANTIALLY ADDING NOT ONLY TO THE LEVERAGE THE SOVIETS

VILL ACGUIRE IN THE WEST EUROPEAN MARKETPLACE, BUT ALSO, AND EVEN

WORSE, ADDING A AUGE ENERGY SUPPLY AND DISTRIBUTION SYSTEM, PAID FOR
BY THE WEST, TO THEIR INDUSTRIAL BASE. | HOPE THAT WE CAN FIND A WAY
YO STAND TOGETHER IN POINTING OUT THE DANGERS OF SUCH A COURSE AKD

THE ADVANTAGES OF DEVELOPING INDIGENOUS EUROPEAN OR OTHER ALTERNATE

ENERGY RESOURCES,

(T 1S KOT JUST SO MUCH THE LEVERAGE FROM THE THREAT OF CUTTING OFF

GAS SUPPLIES THAT WE MUST BE CONCERNED ABOUT BUT THE POLITICAL-

ECONOMIC LEVERAGE ARISING FROM A NETWORK OF CONTRACTS AND PURCHASER-
SELLER RELATICNSHIPS BETWEEN THE SOVIET GCVERNMENT AND WEST

EUROPEAK FIRMS. THE VERY INTENSITY OF THE POLITICAL CONCERK THAT IS
NOW NOTICEABLE IN EUROPE CONCERNING THE POTENTIAL LOSS CF RELATIVELY
SMALL CONTRACTS WITH THE SCVIET UNION NCW AT STAKE IN CONNECTION

RESTRICTED / WITH THE




WITH THE PIPELINE SUGGESTS THE POLITICAL LEVERAGE THAT WOULD BE
OPENED UP IF THIS PROJECT GOES AHEAD AT ITS FULL POTENTIAL.

LET ME ALSO MENTION THAT THE ANTI-US TONE OF MUCH OF THE EUROPEAN

DI SCUSSION POSES PROELEMS FOR US HERE AS WE TRY TO MAINTAIN AND
STRENGTHEN THE AMERICAN COMMITMENT TO THE ALLIANCE, WE DO NOT MIND
CRITICISM, BUT MUCH OF THE TONE ADDS GREATLY TO THE ALREADY FAR

TOO LARGE ANTI-NATO AND ANTI=-EUROPEAN SENTIMENTS IN THE CONGRESS.
FINALLY, LET ME QUESTION THE ARGUMENT THAT EUROPEAN COUNTRIES MUST

GO AHEAD WITH THE PIPELINE IN CRDER TO HONOR CONTRACTS WITH THE

USSR, IT 1S HARD TO ARGUE THAT THESE CONTRACTS CAN BE SEPARATED FROM
POLITICAL CONSIDERATIONS IN VIEW OF THE FACT THAT GERMAN AND FRENCH
CONTRACTS WERE SIENED AFTER THE UNITED STATES HAD EXPRESSED SERIOUS
RESERVATIONS ABCUT THE PIPELINE AND AFTER EVENTS IN POLAND MAD CAST
EVEN MORE DOUBT ON THE SOVIET COMMITMENT TO DETENTE IN CENTRAL
EURCPE,

| WOULD APPRECIATE YOUR COMMENTS, AND IF YOU CAN, YOUR PERSCNAL
EFFORTS TO SPEAK FOR BOTH OF US IN ENSURING THAT THE STRATEGIC AND
DEFENSLC CONSIDERATIONS OF THE SIBERIAN PIPELINE WILL BE BETTER
UNDERSTOOD BY RESPCNSIBLE EUROPEAN OFFICIALS AND THE EUROPEAN

PUBLIC,

SINCERELY, CAP

LETTER FOLLOWS BY BAG,

2. COMMENT FOLLOWS,

BT

[COPIES SENT TO NO 10 DOWNING STREET]

ADDITIONAL DISTRIBUTION
POLAND SPECIAL

ERD

SECURITY D

OLA

CAD

SAD

COKS D

CORS EM UKIT
CABINET OFFICE

RESTRICTZD




PRIME MINISTER'S
fJEﬂE—_ f:_» ."é'}i’.l“\ ’_. i-'u"'; L.- : Gn”“‘\i

WRIAL No. 135S 32




Foreign and Commonwealth Office

London SWIA 2AH

30 July 1982

John Brown Engineering

In your letter of 29 July to John Rhodes, you asked that
any proposed revisions to the message from the Prime Minister to
President Reagan should reach you by 1800 hours today, so that the
message can be despatched over the weekend.

We have only one revision to propose. In the light of the
Foreign and Commonwealth Secretary's talks in Washington yesterday,
we suggest the following to replace the second sentence in the
final paragraph:

'"Francis Pym has just had most useful talks on the
subject with George Bush and George Shultz, which
we look forward to following up.'

I am copying this letter to John Rhodes (Department of Trade),
Jonathan Spencer (Department of Industry) and Richard Hatfield (Cabinet)
Office).

CVON .

(F N Richardg)
Private Secr

|

A J Coles Esq
10 Downing Street
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From the Privaie Secrefary

29 July 1982

John Brown Engineering

The Prime Minister has seen your Secretary of State's
minute of 28 July. She is content with what is proposed
and, in particular, agrees that a message should be sent to
President Reagan, on the lines of the draft you enclosed,
over the coming weekend. We shall need to consult about
minor revisions, for example the reference to the meeting
between the Foreign and Commonwealth Secretary and
Mr. George Schultz. I should be grateful if you and other
recipients of this letter could let me know by 1800 hours
tomorrow of any revisions which you think necessary.

I am copying this letter to Francis Richards (Foreign and
Commonwealth Office), Jonathan Spencer (Department of Industry)
and David Wright (Cabinet Office).

John Rhodes Esq
Department of Trade
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As T explained in my minute of 21 July we now need to issue

. X
Ad-C5

Directions under Section 1(3) of the Protection of Trading
Interests Act 1980 requiring certain named British companies,
principally John Brown Engineering,-;ggﬂgngomply with the United
States Re-ex33F€”EZEE}01 Regulationgf-;he Foreign Secretary and
I agree that we should not seek to challenge the American embargo
across the board, but ;HEGTd limit our action at this stage to

those companies with contracts pre-dating the American measures

which seek to interfere with these contracts. The Directions
would therefore apply only to goods supplied in relation to the

Siberian Gas Pipeline, and to existing contracts, about which

President Reagan and his Administration know we already hold

strong views. I therefore propose that a Direction be issued to

John Brown Engineering Limited, which as you know has most at

stake, and to four other companies with Pipeline contracts, not
—— i

to comply with United States Re-export Control Regulations. The

companies are Baker 0il Tools, Howmet Turbine, American Air

e ——

Filters, and McEvoy 0il Field E&E&pment.

em— 1 e, - —E== Y

It is to be expected that when these Directions are issued, other
companies which have so far not made representations or which are
involved in non-Pipeline projects, will ask that they be protected

by the issue of similar Directions. Both the Foreign Secretary

and I think we will have to consider these cases on their merits,
and further Directions may have to be issued. Much will, of
course, depend on the response that the United States Administration

takes to our measures. I therefore think it would be appropriate

CONFIDENTIAL
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and helpful if you could send a personal message to the President

explaining why we were acting as we were, and stressing that we
were taking-gzgﬂwould continue to take no more than the absolute
minimum action we needed to take, and therefore that in the same
spirit the President should accept that enforcement action should
not be taken. I enclose a draft message making these points.
This has been drafted by the Foreign Office and myself in consultation.

I—————— e ——

The outstanding problem is therefore one of timing. The two main

factors determining how soon the Directions could be issued are

the Foreign Secretary's forthcoming visit to Washington (29 July)
e e ]
and the negotiations John Brown are planning to undertake in

Moscow (28/29 July). John Brown will be seeking in Moscow to
———

mitigate, and I hope avoid, penalties from late delivery of

m———

turbines caused by the United States measures. They feel that

their hand might be weakened in these negotiations if a Direction
had just been issued by the British Government. I accept this
view. I understand too that Francis would not wish Directions to

be issued immediately before or after his first formal meeting

with Mr Shpltz. If nothing transpires, meanwhile, this poinzs to

issuing the Directions on Monday 2 August. It is four weeks

since I made the enabling Order under Section 1(1) of the Protection
of Trading Interests Act, and it is necessary to show our continuing
support for the firms involved as well as to demonstrate that the
Act is no paper tiger. We must also show that our determination

is no less than that expressed in recent statements by Chancellor

Schmidt and the French government.

—

The firms involved would be told after trading on the Stock

Exchange had closed for the day. John Brown may well want to see

a short suspension of their shares.

CONFIDENTIAL
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Our aim must be to present the Directions, both in Europe and in
Washington, as the minimum response we could take to the continuing
imposition of the United States measures. We will therefore seek
to handle the publicity in as kaﬂ_gey a way as will be possible

for this very significant step. In this context, I think it

would be helpful, if you agree, that the personal message to
President Reagan should be sent this coming weekend. The final
text may need some further up-dating following Francis' Washington
visit, and as a result of further discussions today in NATO.

I am copying this to the Foreign and Commonwealth Secretary, the

Secretary of State for Industry and to Sir Robert Armstrong.

L\ﬁ«% (:—\, ;*ick

Department of Trade
1 Victoria Street
London, SW1H OET LORD COCKFIELD ||

Q] July 1982
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PRAAR MESSAGE FOR THE PRIME MINISTER TO SEND
TO PRESIDENT REAGAN

Jar Mo,

Thank you for your message of 2 July.

I note what you say about John Brown Engineering.
I have no doubt that my anxieties on that

score are only too well founded. If different
accounts hawe reached you, this could be
because the company must naturally be careful
not to encourage doubts in the United States
about its own future'stability. I can only
reiterate my very serious concern about the
outlook for this British ecompany if it is
prevented from exporting the equipment which

it is under contract to supply. It is because
of this that we shall have no option but to
follow the provisions of our legislation to
protect the interests of John Brown Engineering
and other British companies with existing

contracts.




You will know from our talks together that I

believe, as a matter of principle, that existing

commercial contracts should be honoured. I

should like to stress that we are taking, and

will continue to take, no more than the absolute

minimum action. I am very anxious that this

matter should not be allowed to escalate and

thus become a serious irritant in our relations.
This is why we are limiting our actions in the
way that we are. I would very much hope that
your Administration will be able to respond in

the same spirit.

On the broader issues, I do not think there is
much difference between wus. I do agree with
you about the need for the authorities in
Poland to return to a course of reconciliation
and reform. Following the Declaration by the
North Atlantic Council on 11 January, we
ourselves announced measures on 5 February

directed against Poland and against the Soviet




Union. Of course, we must continue to work
together closely. Our task will now need to

be to consider further with our NATO partners
the relationship between the latest relaxations
announced by General Jaruzelski on 21 July and

the objectives we have set ourselves.

The question of economic relations with the
East certainly needs to be discussed further.

- pre—bhat be-high—en—the-
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Merst meeting—with-Cecrge—Sehulta+— The Alliance,

and the West as a whole, need an agreed and
united strategy for East/West economic relations.
We shall be happy, indeed anxious, to work

with you to promote this.
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TO IMMEDIATE FC O

TELEGRAM NUMBER 2582 OF 28 JULY

AND TO MODUK (PERSONAL FOR PS/S OF S)

MY TELNO 2814457 TO MODUK PERSONAL FOR S OF S FOR DEFENCE AND TO
F C O PERSONAL FOR PS/S OF S,

SIBERIAN PIPELINE: MR WEINBERGER’S LETTER

1. THIS NEW DEVELOPMENT COULD AFFECT HOW YOU WILL WANT TO HANDLE
YOUR TALKS WITH MR SHULTZ, IT 1S DISCOURAGING EVIDENCE OF HOW
LITTLE THE EUROPEAN ARGUMENTS HAVE BEEN HOISTED IN BY THE PENTAGON,

2. PENTAGON OFFICIALS TELL US THAT WEINBERGER HAS NOT WRITTEN TO
OTHER NATO DEFENCE MINISTERS IN THIS SENSE, THE LETTER WAS

THE WORK OF IKLE AND PERLE., WEINBERGER HIMSELF MADE NO MENTION OF IT
WHEN | SAW HIM LAST NIGHT WHICH SUGGESTS THAT HE DID NOT HIMSELF

SEE |IT AS A PARTICULARLY NEW DEPARTURE, e

3. THE WEINBERGER LETTER TREATS THE |SSUE AS ONE OF WESTERN SECURITY
AND POINTS TO THE REAL DANGER THAT THE PUBLIC TRANSATLANTIC ROW COULD
WEAKEN THE ALLIANCE, STRIKINGLY, IT BARELY REFERS TO THE POLISH
CONDITION ON WHICH PRESIDENT REAGAN INSISTED IN HIS DECISION OF 18
JULY. RATHER IT REVERTS TO THE ARGUMENTS ABOUT EUROPEAN DEPENDENCE
ON SOVIET ENERGY AND HARD CURRENCY WHICH WERE PUT BY PRESIDENT
REAGAN AT THE OTTAWA SUMMIT LAST YEAR, LAMBSDORFF, IN TODAY’S
WASHINGTON POST, EXPLAINS WHY THE EUROPEANS NEVERTHELESS DECIDED

TO GO AHEAD AND THIS WILL CATCH A FAIR DEGREE OF SYMPATHY HERE

WHERE PRESS COMMENT SO FAR HAS BEEN BROADLY CRITICAL OF THE
ADMINISTRATION, THE WEINBERGER LETTER WHICH SETS OUT THE

HARD LINE SUCCINCTLY, 1S NOT CLASSIFIED AND MAY WELL LEAK BEFORE
LONG,

4, YOU AND SCHMIDT, AND EVEN CHEYSSON, HAVE PUBLICLY UNDERLINED

THE IMPORTANCE OF KEEPING THIS DISPUTE IN PROPORTION, THAT WOULD RE
THE RIGHT SPIRIT IN WHICH TO TAKE UP AND DEAL WITH WEINBERGER’S
ARGUMENTS IN A CONSIDERED REPLY, | DOUBT |F THE AMERICANS REALISTIC-
ALLY EXPECT EUROPEAN GOVERNMENTS TO GO INTO REVERSE AT SUCH A LATE
STAGE, AND AFTER LONG CONSIDERATION OF ALL THE ARGUMENTS. SO THE
PROBLEM IS ONE OF DAMAGE LIMITATION: THE LAST THING WE WANT IS FOR
THIS = AND OTHER — ECONOMIC ROWS TO SPILL OVER INTO NEXT YEAR’S
DISCUSSION IN THE ALLIANCE OF MISSILE DEPLOYMENT AND OTHER

TICKLISH MATTERS,

CONFIDENTIAL / £n:
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5. | AM SURE SHULTZ WILL WANT TO DISCUSS WITH YOU HOW ALL THIS
CAN QUIETLY AND EFFECTIVELY BE BROUGHT BACK UNDER CONTROL. | LOOK
FORWARD TO TALKING ABOUT THE TACTICS WHEN YOU ARRIVE TOMORROW,
INCLUDING WHAT YOU SAY TO THE PRESS ABOUT IT.

HENDERSON
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10 DOWNING STREET

From the Private Secretary 26 July,1982

JOHN BROWN ENGINEERING

In his minute of 21 July your Secretary of State
explained the Directions which he proposed to issue under Section 1(3)
of the Protection of Trading Interests Act 1980. He also suggested
that the Prime Minister might send a personal message to President
Reagan explaining why we were acting as we were.

In his minute of 23 July the Foreign and Commonwealth Secretary
agreed generally with these proposals.

Francis Richards' letter of 23 July enclosed a draft of a
message to President Reagan.

Your letter of 23 July describes some amendments which your
Secretary of State wished to propose to that message and added that
Lord Cockfield had not decided when the best time might be to issue
Directions under the Act. You also explained to me orally that John
Brown were having further discussions with the Soviet Government.

Since the Prime Minister has already agreed in principle that
Directions may be issued under the Act (my letter of 12 July) and since
it is still not entirely clear when such Directions will be issued, I
have not yet shown the Prime Minister the above papers. It would be
most helpful if,when as foreshadowed in your letter of 23 July, you
send me further proposals you could couch these in the form of a
self-contained piece of paper which will give the Prime Minister a
comprehensive account of the situation reached and present an agreed
draft of the proposed message.

I am copying this letter to Francis Richards (Foreign and
Commonwealth Office), Caroline Varley (Department of Industry) and
David Wright (Cabinet Office).
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Fromthe Secretary of State
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John Coles Esg
Private Secretary to the Prime Minister

10 Downing Street

London
SW1 233 u1y 1982
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JOHN BROWN ENGINEERING

1 I have seen a copy of Francis Richards' letter of 23 July to
you, enclosing a draft message for the Prime Minister to send to
President Reagan. As his letter points out, we have not yet

decided when the best time might be to issue a Direction under
Section 1(3) of the Protection of Trading Interests Act 1980. We
hope to be able to write to you with further proposals early next
week. However, it might be helpful to let you have now my Secretary
of State's preliminary comments on the draft message attached to
Francis Richards' letter.

2 Lord Cockfield has proposed the following amendments:-

First main paragraph, last sentence: "It is because
of this that we shall have no option but to follow the
provisions of our legislation to protect the interests
of John Brown Engineering and other British companies
with existing contracts.”

Second main paragraph: Delete first sentence, and "But".
Delete last sentence and replace by the following passage:-

"I am very anxious that this matter should not be
allowed to escalate and thus become a serious irritant
in our relations. This is why we are limiting our
actions in the way that we are. I would very much
hope that your Administration will be able to respond
in the same spirit."
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3 There may of course need to be other amendments, in the
light of our proposals on timing which, as I say above, we hope
to be able to let you have early next week.

ly I am copying this letter to the recipients of Francis Richards'.

1o - \u\\ch \“L”'i"

\ ————— '_"_"_-_“—“"“--___“
\_
J N REES
Private Secretary
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Foreign and Commonwealth Office

London SWIA 2AH

23 July 1982

John Brown Engineering

You will remember that I wrote to you on 12%July,
enclosing a draft letter for the Prime Minister to send to
President Reagan. You later told me that the Prime Minister
did not wish to send a message to the President on these lines,
and made some helpful suggestions. I now enclose a revised
draft, which takes account of these, and of two new factors,
namely:

(a) General Jaruzelski's speech to the Polish Sejm on
21 July, to which he announced some relaxation in
the martial law regime; and

(b) the proposal in Lord Cockfield's minute of 21 July to
the Prime Minister that directions should now be issued
under Section 1(3) of the Protection of Trading Interests
Act requiring certain British companies not to comply
with the United States Re-Export Control Regulations -
and that the Prime Minister should send a personal
message to the President about this. (Mr Pym has written
separately about this.)

I understand that it has for practical reasons not yet
been possible to fix a date for the Secretary of State for Trade
to announce action under (b), Since too long an interval between
delivery of the Prime Minister's message to President Reagan and
the announcement would inevitably invite determined American efforts
to reverse our decision (particularly if Mr Pym's planned visit
to Washington on 29 July intervened between the two events) we
suggest that no action be taken to deliver the message until this
can be sorted out, But it seemed sensible to send you the text
before the weekend to give you and other recipients of this
letter time to consider it,

The only point on which the Department have not followed
your suggestions is the use of the phrase "we must work for
more fundamental developments', This might be taken by the
President to mean that we agree with his view that far-reaching
changes can be brought about in the Soviet system by a concerted
campaign of sanctions. We do not altogether share American
views on this point, and have therefore omitted the phrase in
the latest version.

/Because of
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Because of action pending under the Protection of
Trading Interests Act, I am copying this letter to Jonathan
Rees (Department of Trade), Caroline Varley (Department of
Industry) and David Wright (Cabinet Office).

L

RN

(F N Richards)
Private Secretary

A J Coles Esq
10 Downing Street
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FROM: Reference

The Prime Minister

DEPARTMENT:

TO: Your Reference

President Reagan
Copies to:

SUBIJECT:

Thank you for your message of 2 July.

I note what you say about John Brown Engineering.
I have no doubt that my anxieties on that score are only

too well founded. If different accounts have reached

you, this could be because the Company must naturally be

careful not to encourage doubts in the United States
about its own future stability. I can only reiterate
my very serious-concern about the outlook for this
British comapny if it is prevented from exporting the
equinment which it is under contract to supply. It is
because of this that we shall announce very soon further
measures to protect the interests of John Brown
Engineering and other British companies with existing
contracts.

I realise that this will come as a disappointment

to you. But you will know from our talks together that

I believe, as a matter of principle, that existing

commercial contracts should be honoured. I should like

/to stress




to stress that we are taking, and will continue to take,
no more than the absolute minimum action. In this way,
it should be possible to prevent this whole issue from

becoming too much of an irritant in our relations.

On the broader issues, I do not think there is
much difference between us. I do apree with you about
the need for the authorities in Poland to return to a
course of reconciliation and reform. Following the
Declaration by the North Atlantic Council on 11 January,
we ourselves announced measures on 5 February directed
against Poland and against the Soviet Union. Of course
we must continue to work together closely. Our
immediate task must be to consider carefully with our
NATO partners the relationshin between the latest
relaxations announced by General Jaruzelski on 21 June

and the objectives we have set ourselves.,

The question of economic relations with the East
certainly needs to be discussed further. I hope that
this problem will be high on the agenda when Francis Pym
is able to have his first meeting with George Shultz.
The Alliance, and the West as a whole, need an agreed

and united strategy for East/West economic relations.

We shall be happy, indeed anxious, to work with you to

promote this.
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American Measures Against the Soviet Union

il Arthur Cockfield copied to me his minute to you of 21 July,
proposing that he issues Directions under Section 1 (3) of the
Protection of Trading Interests Act to John Brown and other
companies with existing contracts for the Siberian Pipeline which
have been affected by President Reagan's measures of 29 December
1980 and 18 June.

2. I agree that Directions should be issued to John Brown and

the other companies he names under the conditions he proposes, and
that this should be done and announced in the House of Commons as
soon as possible. The faster we act the less the risk of leaks,
and of subsequent accusations of collusion with the companies
concerned.

S I believe it is right to limit the action we are taking to
those companies with existing, legally-binding contracts. Although
the PTI Act is designed to counteract all foreign legislation with
extra-territorial effect, I see advantage in applying it in this
case only to our existing contracts, about which President Reagan
and his Administration already know we hold strong views.

4, It would be very helpful if you could give advance warning to
President Reagan. This might be embodied in a reply to his message

of 2 July: we shall be suggesting some wording later today. We

shall also give detailed instructions to our Embassy in Washington

about the timing, nature, and scope of our action. I believe we
should also ask our Embassies to tell the French, Germans and

Italians what we propose.




S I am copying this minute to the Secretaries of State for

Trade and Industry and to Sir Robert Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office

23 July 1982
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We now need to issue Directions under Section 1(3) of the Protection

PRIME MINISTER

of Trading Interests Act of 1980 requiring certain named British
companies, principally John Brown, not to comply with the United
States Re-Export Control Regulations. This ought to be done
fairly soon because of the risk of leakage of what might be
regarded as market sensitive information. Nothing has emerged
from yesterday's Foreign Affairs Council which should cause us to
change our minds. The Directions would apply to John Brown
Engineering Limited plus the following companies, provided we can

be assured that the issue of a Direction would be in their interest:-

Baker 0il Tools;
Howmet Turbine;

American Air Filters.

The Directions would apply only to goods supplied or to be supplied
v

under existing conq§ots: and only to goods supplied in relation

to the Siberian Gas Pipeline.

It is to be expected that when these Directions are issued, other
companies who so far have not made representations or who are
involved in other non-Pipeline projects, will ask that they

should be protected by the issue of similar Directions. We will
have to consider these cases on their merits, and further Directions
may have to issue. Directions under Section 1(3) are not statutory
instruments and do not have to be laid. Nevertheless the issue

of further Directions would complicate matters as our hope throughout

has been that the American Administration would either not take

CONFIDENTIAL
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enforcement action against John Brown, or if they did only nominal
fines would be imposed. But the more companies covered by Directions
the more difficult it would be for the American authorities not

to react adversely. There is the further problem that the more
extensive the coverage, the more likely it is that the American
Courts - if matters went to the Courts - would take the view that
there had been collusion between the United Kingdom Government

and the companies concerned.

My objective throughout has been to limit the damage done to
Anglo-American relations by the embargo. This is why I have
proposed restricting action at this stage in the way I have
described - ie to a handful of named companies and in respect of
existing contracts only: and not attempted to challenge the
American embargo across the board. This is in line with what was
said in your Private Secretary's letter of 12 Jdly and the letter

of the same date from the Foreign Secretary's Private Secretary.

In the light of this approach I would think it appropriate and
helpful if you could see your way to sending a personal message

to the President explaining why we were acting as we were; stressing
that we were taking, and would continue to take, no more than the
absolute minimum action we needed to take; and therefore that in

the same spirit the President would accept that enforcement

action should not be taken. I hope very much you agree.

I am copying this to the Foreign and Commonwealth Secretary, the
Secretary of State for Industry and to Sir Robert Armstrong.

Department of Trade
1 Vietoria Street

(\ —
SEEEEEs

London, SW1H OET LORD COCKFIELD 1

c;l[( July 1982 2
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10 DOWNING STREET

From the Private Secretary 19 Ju ly 1982

John Brown Engineering

Your letter of 12 July enclosed a further draft letter for
the Prime Minister to sent to President Reagan. As I told you
last week, the Prime Minister does not wish to send a message in
these terms. She minuted that we have always been closer than
the rest of Europe to the United States on the question of
economic relations with the East. Mrs. Thatcher also considers Gkt
to reject the approach in President Reagan's message of 2 July
would do great harm to Anglo/American relations.

In the light of the Prime Minister's views, one course
would be not to continue the correspondence. This seems rather
difficult, however, given the fact that President Reagan's
latest message incorporates the suggestion that the United States
and the United Kingdom should undertake a serious dialogue both
on how we can bring pressure to bear on Moscow and Warsaw and
also on a common approach to economic relations with the USSR
over the longer term. I have discussed this with the Prime Minister
and think that she might be prepared to sign a letter on the
lines of the enclosed revised draft. But before I put this to
> Mrs. Thatcher I should be grateful to know whether you are content
ey g 4 0 U B

Gk

Francis Richards, Esq.,
Foreign and Commonwealth Office.
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DRAFT MESSAGE TO PRESIDENT REAGAN FROM THE PRIME MINISTER

Thank you for your message of 2 July.

I note what you say about John Brown Engineering. I
have no doubt that my anxieties on that score are only
too well founded. If different accounts have reached

you, this could be because the Company must naturally be

careful not to encourage doubts in the United States about

its own future stability. I can only reiterate my very
serious concern about the outlook for this British company
if it is prevented from exporting the equipment which it

is under contract to supply.

My own worry relates, as you know, to a matter of
principle.- that existing commercial contracts should be
honoured. On the broader issues, I do not think there is

any difference between us.

I do of course agree with you about the need for the
authorities in Poland to return to a course of reconciliation
and reform. Following the Declaration by the North Atlantic
Council on 11 January, we ourselves announced measures on
5 February directed both against Poland and against the Soviet
Union. 1 agree that the improvements in Poland since then
have been only superficial and that we must work for more

fundamental developments.

/ The question




The question of economic relations with the East certainly
needsto be discussed further. I hope that this problem will
be high on the agenda when Francis Pym is able to have his
first meeting with George Schultz. The Alliance, and the

West as a whole, need an agreed and united strategy for East/

West economic relations. We shall be happy to work with you

to promote this.
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J Coles Esq
Private Secretary
Prime Minister
10 Downing Street

London SW1
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JOHN BROWN ENGINEERING

Thank you very much for sending me copies of the recent
correspondence between yourself, the Department of Trade and FCO
about the problems caused for John Brown Engineering by US
sanctions against the Soviet Union.

2 My Secretary of State has asked to be kept in touch with the
discussions over possible action and I should be grateful,
therefore, if you and copy recipients could arrange to circulate
any future correspondence to this Department.

3 I am copying this letter to Francis Richards (FCO), Jonathan
Rees (Trade) and David Wright (Cabinet Office).
\l( f y »’ ”
/LU ELE/
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CAROLINE VARLEY
Private Secretary
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U S SARCTIONS AGAINST SIBERIAN PIPELINE 2

—

U S PRESS COMMENT,

A 5 cia

1. ARTICLES IN TODAY'S AND YESTERDAY’S U S PRESS (COPIES BY BAG) ARE
CRITICAL OF THE PRESIDENT’S SANCTIONS AGAINST THE SOVIET GAS PIPELIIE
AND CONCENTHRATE ON THE DAMAGE THEY WiLL DO TO THE ALLIANCE,

o, AN EDITORIAL IN THE PALTIMORE SUN MAKES THE POINT THAT QUOTE
NOTHING 1S MORE DAMAGING TO A NATION'S 1N "RESTS THAN A DEMONSTRABLY
NOOMED POLICY UNQUOTE, PRESIDENT REAGAN HAD EMBARKC ON QUOTE JUST
yeH A POLICY IN HIS MYOPIC ATTEMPET TO BLOCK THE CONSTRUCTION
{E SOVIET NATURAL CGAS PIPELINE TO WVESTEaN EUROPE, UNQUOTE, THE
4§ EUROPEAN COUNTRIES INVOLVED WERE DETERMINED TO PUSH AHEAD
PROJECT, THE MAJOR CASUALTY WAS THEREFORE LIKELY TO BE
JERICA?S ALREADY STRAINED RELATIONS WITH THE ALLIES,




" AMERICA’S ALREADY STRAINED RELATIONS WITH THE ALLIES,

3. A STORY BY JOSEPH HARSCH IN THE CHRISTIAN SCIENCE MONITOR HEAUG__.
QUOTE THE ALLIANCE {5 WORTH SAVING UNQUOTE INDICATER THAT THE
PRESIDENT DID NOT UNDERSTAND UNTIL IT WAS TOO LATE HOW STRONGLY THE
VESTERN ALLIES FELT ABOUT HIS EFFORTS TO STOP THE SIBERIAN PIPELINE,
MRS THATCHER'’S QUOTE OPER DEFIANCE UNQUOTE OF THE PRESIDENT WAS THE
FIRST MAJOR RREACH RETWEEN THE TwO COUNTRIES SINCE MR REAGAN TOOK
OFFICE, UNTIL THE PRIME MINISTER'S STATEMENT ON 1 JULY IN THE HOUSE,
SHE HAD GIVEH MR REACAN MORE ENTHUSIASTIC AND PUBLIC SUPPORT THAN
ANY OTHER HEAD OF GOVERNMENT IN THE ALLIANCE, THE ARTICLE GOES ON

TO SAY THAT MR REAGAN HAS HAD TO LEARN THE HARD WAY THAT THE ALLIES
CANNOT BE COERCED, OR EVEN LED, IN A DIRECTION CONTRARY TO WHAT THEY
REGARD AS N THEIR QWN BEST INTERESTS, IT CONCLUDES THAT SANCTIONS
WHICH DO NOT HAVE ALLIANGCE SUPPORT SIMPLY HELP THE SOVIETS BY
WEAKENING THE ALLIANCE, :

4, AN ARTICLE HEADED QUOTE U & BUNGLED EUROPE TIES DUE TO PIPELINE
POSITION UNQUOTE APPEARS IN THE JOURNAL CF COMMERCE, COMMENTS ARE
ATTRIBUTED TO PETER PETERSOMN (WHO HEADED THE DEPARTHMENT OF COMME RCE
FROM 1972-73) THAY THE U S HAD NOT BEEN QUOTE IKSIGHTFUL ENOUGH TO
APPRECIATE WEST GERMANY®S LACK OF INDIGENOUS OlL RESOURCES .4, WE
SHOULD HMAVE ACKHOWLEDGED OUR ALLIES® NEED FOR GAS AND NEED TO
DIVERSIFY THEIR FUEL SOURCES, UNQUOTE

5 THE WASHINGTOHN POST, IN AN ARTICLE DATELINED MOSCOW, REPORTS THE
FORMAL AGREEMENT OF VEST CGEARMAN BANKS ON 43 JULY TO EXTEND UP TO

U S DOLLARS 1,6 BILLION 1IN CREDITS FOR THE SIBERIAN PIPELINE

QUOTE IGNORING U S SANCTIONS ACAINST THE SOVIET UNICH UNQUOTE,

THE ACCORD WAS CITED AS FURTHER EVIDENCE OF WEST GERMAN DETERMINATION
TO PROCEED WITH THE PROJECT,

6, THE WALL STREEYT JOURNAL REPORTS FORMER NORWEGIAN PRIME MIMISTER
MRS BRUMDTLAND?’S CRITICISM OF MR REAGAN FOR QUOTE IMPLYING SOMETHING
IN THE NATURE OF JURISDICTION BY THE U S OVER ERERGY RESERVES OF TWO
SOVEREIGN NATIONS = NORWAY AND THE NETHERLANES UNQUOTE,

NORWEGIAN GOVERNMENT OFFICIALS ARE REFORTED TO HAVE EMPHASISED THAT
NORWEGIAN GAS RESERVES IN THE NORTH SEA COULD NOT EE DEVELOPED BEFOR
THE START OF THE 199¢'S AT THE EARLIEST,

FCO PASS SAVING MOSCOW, TOKYO,

"r 4
HENDE RSON

VUL N
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John Brown Engineering

Mr Pym has seen Jonathan Rees' letter of 8 July to you.
He agrees that the prospects for our obtaining the exemption of
John Brown's contracts from the American measures look increasingly
bleak, but that we should continue to try.

e

|

He has no objection in principle to the issuing of a

direction to John Brown under Section 1(3) of the Protection of
Trading Interests Act. Such a step would be unprecedented and
certain to increase transatlantic tension, but the American measures
are in themselves unprecedented. However he believes that we should
pot decide whether or not to issue the direction until John Brown
has decided at their Board meeting on 43 _July whether the company
wishes to proceed with the shipment later this month of the first
six units which include the rotors already in Scotland. There

would not seem to be much advantage in issuing the direction if the

company decides not to make shipment.

Mr Pym believes that the issuing of directions under Section
1(3) of PTI to other British companies affected by the American
measures should be considered by the Ministers most concerned on
a case-by-case basis,

I am copying this letter to the Private Secretaries to the
Secretary of State for Trade and Sir R Armstrong.

wn

(F N Richards)
Private Secretar

A J Coles Esq (

10 Downing Street




CONFIDENTIAL ,/
51»"0 W""
\"" orelgn and Gommonwegalth Office
L"London A 2AH

/“" <{ﬂ'ﬂf’.}uly, 1982

Aytv" ,.},..tsu...uﬂ-ﬁ-ﬁv

rbwzo{k, o\fr VP’J_.J’;( WT

A FC5

John Brown Engineering

In your letter of 2 July to Jonathan Rees you asked for advice
on the latest message from President Reagan.

Mr Pym agrees with the Prime Minister's comment (your letter of
5 July) that the President's letter is very disappointing. He
understands that the Americans have written similarly to the
Japanese, the Italians and probably others who asked for the decision
of 18 June to be reconsidered.

The President's letter however contains {yQ points of particular
application to Britain: the suggestion that the United States is
better informed than the British Government about the situation of
John Brown Engineering, and the proposal for bilateral Anglo-American
talks on economic relations with the Soviet Union and Poland. The
enclosed draft letter, agreed with the Department of Trade, deals
with both these points. On the second, Mr Pym assumes that the
American purpose 1is to undermine the unapimity which exists at the
moment between America's principal European allies, and this is his
reason for suggesting that the idea of private bilateral consultations
should not be taken up. But he sees everything to be gained by
discussing the problem himself as soon as possible with the new
American Secretary of State, who is on record as believing that
governments should be cautious in seeking to use trade and economic
relations as a political lever against the East. We are in touch
with the Embassy in Washington about how and when the Foreign and
Commonwealth Secretary could most conveniently meet Mr Shultz.

I am sending copies of this letter and enclosure to Jonathan
Rees (Dept of Trade) and David Wright (Cabinet Office).

b

d_{

(F N chards)
Privaje Secretary

A J Coles Esqg

Private Secretary
10 Downing Street

CONFIDENTIAL
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DRAFT MESSAGE TO PRESIDENT REAGAN FROM THE PRIME MINISTER

Thank you for your message of 2 July.

I note what you say about John Brown Engineering. I
have no doubt that my anxieties on that score are only too
well-founded. If different accounts have reached you, this
could be because the company must naturally be careful not
to encourage doubts in the United States about its own
future stability. I can only reiterate my very serious
concern about the outlook for this British company if it is
prevented from exporting the equipment which it is under
contract to supply.

On the broader questions, I do of course agree with you
about the need for the authorities in Poland to return to
the course of reconcilation and reform. Following the
declaration by the North Atlantic Council on 11 January, we
ourselves announced measures on 5 February directed both
against Poland and against the Soviet Union. I agree that
the improvements in Poland since then have been only

e superficial. Where I part company with you is on the

guestion whether the Polish situation is likely to change
for the better as a result of the national measures which
you announced on 18 June, and whether these measures are
wise in themselves. I need not repeat here what I said

my earlier messages and in the House of Commons last

&

The question of economic relations with the East
certainly needs to be discussed further, and frameworks
for this already exist. I hope that this problem will be

R on the agenda when Francis Pym is able to have his

t meeting with George Shultz. What the Alliance and

‘he West as a whole need, in both the short and the longer
term, is a strategy for East/West economic relations based
on an agreed assessment of all the considerations and an
greed analysis of the net costs of particular courses of
a¢tion to East and West respectively. We are a long way

rom this at present.

B89280 Dd 532113 200M 2/79 S1S




10 DOWNING STREET

From the Private Secretary 12 July 1982

John Brown Engineering

Thank you for your letter of 8 July.

Subject to the views of the Foreign and
Commonwealth Secretary, the Prime Minister is
content that your Secretary of State should
issue directions under Section L(3) of ‘the
Protection of Trading Interests Act 1980 to
the British companies concerned where he is
satisfied that such directions would assist
the completion of existing contracts and would
be of benefit to the firms concerned.

I am copying this letter to Francis Richards
(Foreign and Commonwealth Office) and David
Wright (Cabinet Office).

Jonathan Rees, Esq.,
Department of Trade.
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Jd Coles Esq
10 Downing Street
London SWIA
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JOHN BROWN ENGINEERING

My Secretary of State has seen your letter to me of 2-July on
this subject and the accompanying text of President Reagan's
message to the Prime Minister. The President does not seem to
be greatly worried that, by interfering with existing contracts,
his Administration is imposing a high cost on our firms -
probably higher than on the Russians who can claim damages
under these contracts.

Lord Cockfield's conclusion is that continuing efforts to
resolve this matter privately by agreement do not now have
much chance of success, but, since this is the preferred
outcome, we should keep on trying. At the same time we must
be prepared, if necessary, to take more overt action, including
further use of the Protection of Trading Interests Act 1980.
Subject to the views of the Prime Minister and the Foreign and
Commonwealth Secretary, he has in mind to issue directions
under Section_1(3) of this Act to British companies requiring
them not to comply with the United States Re-export Control
Regulations referred to in the Order already made under
Section 1(1) of the Act. Such directions would only be issued
in cases where my Secretary of State was satisfied that they
would materially assist the completion of existing contracts
and would be of benefit to the firms concerned.

I note that you have asked FCO for advice on the President's
proposals for a dialogue and on longer term relations with the
Soviet Union. DOT will be in touch with the FCO about the
economic and trade aspects of this; our approach to these and
related issues is bound to be one of concern to protect the
legitimate trading interests of British firms and to avoid a
repetition of the damage they are currently suffering at
American hands.

I am copying this to Francis Richards (FCO) and David Wright
(Cabinet Office).

YO TS 2ver,
\ et
O,xcxkii*A' —

JONATHAN| REES
Privatie Becretary
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From the Private Secretary 5 July 1982

UK/SOVIET JOINT COMMISSION

The Prime Minister has seen Nicholas
McInnes' letter of 18 June and John Macgregor's
letter of 28 June and has noted that departments
are agreed that we should propose to the
Russians that the next session of the Anglo/
Soviet Joint Commission should be held in
late September, with the Minister of Trade
leading the British delegation.

I am copying this letter to Nicholas
McInnes (Department of Trade), Jonathan Spencer
(Department of Industry), the Private Secretaries
to the other members of OD and David Wright
(Cabinet Office).

Francis Richards, Esq.,
Foreign and Commonwealth Office




10 DOWNING STREET

5 July 1982

From the Private Secretary

JOHN BROWN ENGINEERING

I sent you a copy of my letter of 2 July
to Jonathan Rees enclosing a copy of President

Reagan's reply to the Prime Minister's letter
of 25 June about the problems caused for

John Brown Engineering by US sanctions against
the Soviet Union.

Pending the advice which you will be
providing on President Reagan's latest letter,
you may care to know that the Prime Minister
has minuted that it is ''very disappointing'.

Francis Richards, Esq.,
Foreign and Commonwealth Office

CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 2 July,1982

JOHN BROWN ENGINEERING

Following your letter of 25 June the Prime Minister sent
a message to President Reagan about the problems created for
John Brown by American sanctions against the Soviet Union.

I now enclose a copy of a reply which the Prime Minister
has just received from President Reagan. The reply goes wider
than the immediate issues and suggests that we and the Americans
should undertake as soon as possible a serious dialogue on how
pressure might be brought to bear on Moscow and Warsaw and also
that we should work out a common approach to economic relations
with the Soviet Union over the longer term. It will be for the
Foreign and Commonwealth Office to lead on our response to this
latest proposal and I should be grateful if Francis Richards could
let me have further advice as soon as possible.

I am copying this letter and enclosure to Francis Richards
(FCO) and to David Wright (Cabinet Office).

B 1. COLES

J Rees, Esqg
Department of Trade
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THANK “OR YOUR LETTER OF JUNE 25. AGAIN, OUR INFORMATION
CONCERNING THE CONSEQUENCES F{ OHN BROWN ENGINEERING

DIFFERS FROM YOURS. ALL INFORMATION AVAILABLE HAS AND WILL
CONTINUE TO BE PASSED TO YOUR OFFICE.
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10 DOWNING STREET

From the Private Secretary 28 June 1982

WEST SIBERIAN PIPELINE: JOHN BROWN ENGINEERING

The Prime Minister has seen your Secretary of State's
minutes of 23 and 24 June and Mr. Hurd's minute of 24 June on
the above subject.

She agrees with the course of action suggested in para-
graph 4 of Lord Cockfield's minute of 23 June, as amended by
Mr. Hurd's minute of the same date. The Prime Minister was,
however, inclined to doubt whether it was necessary to await
the results of the meeting of senior officials before a firm
decision was taken on representations to the United States
Administration. I understand that the officials concerned
will be meeting in the margins of the European Council on
28/29 June. I think the sense of the Prime Minister's comment
is that she would not wish representations to the United States
Government to be delayed beyond the early part of this week.

I am sending copies of this letter to Francis Richards
(Foreign and Commonwealth Office), John Kerr (HM Treasury),
David Omand (Ministry of Defence), Jonathan Spencer (Department
of Industry) and David Wright (Cabinet Office).

John Rhodes, Esq.,
Department of Trade.

CONFIDENTIAL
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28 June 1982 /'

3 W. cc: A'J Coles Esq, No 10V/
A**”"f

J Spencer Esq, DOI

D Wright Esq, Cabinet Office
PSs to other OD members
'UK/SOVIET JOINT COMMISSION

&
Thank you for your letter of ¥8 June to Charles Humfrey
(who has been replaced by Stephen Lamport).

FCO Ministers agree that we should propose to the Russians
that the next session of the Anglo/Soviet Joint Commission should
be held in late September, with your Minister leading the British
delegation, ~This would be consistent with our overall . policy
towards the Soviet Union.

We should be. in good company. Some of our partners (Belgium/
Luxembourg, Denmark,.the Netherlands) have already gone ahead with
their Mixed Commissions with the Soviet Union. The Germans have
held their preparatory meeting and expect to hold mmission

~“itgelf in mid-October. e French have also held their 'Petite
Commission', and will have the 'Grande Commission' in late 1982.
" Both the French and German events are held at more senior
Ministerial levels than our own. There have been US/Soviet
exchanges at the Haig/Gromyko level and there is the possibility
of a summit meeting later this year. However, as you say, we
should obviously have to reconsider the position if political
circumstances were to change.

Our officials should remain .in touch on the instructions to
be sent to HM Embassy in Moscow. On presentation, we agree that
the meeting should be prepared without publicity and should be
treated as a routine event within the established Anglo/Soviet
inter-governmental framework.

I am copying this letter to the recipients of yours,

J M Macgregor
Private Secretary to

Malcolm Rifkind MP
N McInnes Esq

PS/Minister of Trade
Department of Trade
1l Victoria Street
London SW1

CONFIDENTIAL
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Fromthe Secretary of State

John Coles Esg
10 Downing Street
London SWI 24510 June 1982

A,

As requested in your letter of 24 June to Brian Fall, I attach a
raft message for the Prime Minister to send to President Reagan.
This has been cleared at official level with the FCO. The

passage on JBE has been cleared with Sir John Mayhew Sanders.

We are now receiving reports from a number of British subsidiaries
of US companies about the effects of the new measures announced

on 18 June. It is too early to assess the full effect but by way
of example the Walter Kidde Co, employing 700 people in Northolt
has reported that a major part of its current order book is tied
up with the Siberian Gas Pipeline and that it may go out of

business if the new measures are not withdrawn.

I am copying this to the recipients of yours, Brian Fall and

Jonathan Spencer (Industry).

H
ey

{'

JONATHAN REES
Private Secretary
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Nooy i-_,:m_ DEPARTMENT OF TRADE

VVhen we discussed on 23 June the effeect on John Brown

Engineering (JBE) of American sanctions against the
Soviet Union, you told me that representatives of the
company had indicated recently to your officials in
Washington that the decision to extend the sanctions
would not cause them great financial distress, I said
that I would enquire into the matter and advise you
further.

S JBE's views have been misunderstood in Washington.
The company®s representatives have repeatedly made clear
to US officials their deep concern about the far reaching
results of the company being forced by retrospective
legislation to abandon a contract which they entered into
in good faith at a time when the goods concerned were not
embargoed., Last week they confirmed to US officials that
failure to ship the turbines would have very damaging
consequences, The precise extent of the damage caused
cannct be assessed at present. At worst uninsured costs
and damages could be as much as £100m. JBE could well be
forced out of business and this would lead to 1700 job
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File No.

losses in the company in areas of high unemployment in
Scotland; there would also be effects upon component

suppliers. The stability of the group @3 a whole might be

threatened. The Chairman of John Brown has confirmed szﬁ

the~foregoing to the Secretary of State for Trade since
our meeting in Washington.

e wa
% The further measures which you announced on 18 June
are Gbge%Qgégéhié in principle fo=i® because of their extn
territorial application directly to British companies.
They will if proceeded with cause serious economic damage
in the UK quite apart from adding to JBE's problems. We
are already receiving reports of British companies faced
with losses or the threat of closure as a result of these
measures. Your people will tell you that we have
strongly opposed the exercise of extra-territorial powers
in the past, and are therefore bound to react to its new
extension.

@- As you know, the views and policies of our two
governments on relations with the Communist countries are
in very close harmony. We=halewgiven~pou=awgreatedeal..of,
SAUPperb—in—youp—~efforts=topromote-agreater-degree—of~=
pmudenceuinwthe“managemeSngﬁtﬁg§t¢west*erﬁﬁﬁmiﬁww
redatTOs. It would be wmfortunate if, in public eyes,
Veia ) Carlnd.
this harmony were to be overshadowed by the{sonsequences
of your measures for British companies. I therefore hope
that you will be willing to reconsider these measures in
the wider political, as well as the specifically economic,

context.

JBE's problem is now both very serious and urgent.
I would greatly value your help in solving this problem
by 2 July when the first shipments are due.

/.' 1 . /7
S{ERy S PR

A

y g

™ ""'a_«a

o 0~
Visaarel -




10 DOWNING STREET

From the Private Secretary

:':w fz—'f‘--”‘-. 1

PRIME MINISTER'S TALKS WITH PRESIDENT REAGAN

I enclose the record of the conversation which took
place at the White House on 23 June.

There is one point which requires rapid action. The
Prime Minister told President Reagan that she would make
enquiries as to the precise facts about John Brown's
attitude to the recent American decisicn to extend the embargo
on the export of certain goods to the Soyviet Union, since the
Americans seemed to have obtained from the firm the impression
that they were not particularly concerned about it. The Prime
Minister would be grateful if the Secretary of State for Trade
could take this matter up urgently with John Brown and let her
have an account of the situation which can then be conveyed to
the US Government. It would be most helpful if contact with
the firm could be made this week.

1 am copying this letter and enclosure to John Rhodes
(Department of Trade), David Omand (Ministry of Defence),
John Halliday (Home Office) and David Wright (Cabinet Office).

I should be grateful if circulation of the record could
be closely restricted to those who have an operational need to
know its contents.

e

Brian Fall, Esq.,
Foreign and Commonwealth Office.
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RECORD OF A CONVERSATION YETWEEN THE PRIME MINISTER AND
PRESIDENT REAGAN AT THE WHITE HOUSE AT 1700 HOURS ON WEDNESDAY,
23 JUNE 1982

Present:
Prime Minister President Reagan
Sir Nicholas Henderson Vice-President Bush
Mr Whitmore Mr Haig
Mr Gillmore Judge Clark

Mr Coles Mr Rentschler

sk 3 ok ok ok ok

The Prime Minister opened the conversation by expressing warm

gratitude for the successful operation recently conducted by
the FBI against arms smuggling by the Provisional IRA in the

United States.

President Reagan said that he wished to raise the question of

the sanctions applied by the United States to the Soviet Union

in connection with Poland. His recent decision that these
sanctions should be extended was pased on a point of principle.
When they had originally been imposed, it had been made clear

that they would be kept in being until there had been some
internal liberalisation in Poland, either in respect of the
position of Mr. Lech Walesa or the release of detainees or the
restoration of a dialogue with Solidarity. He knew that his
decision to extend the sanctions affected John Brown but
representatives of the Company had indicated recently in Washington
that it would not cause them great financial distress. He

had hoped that following his discussions on this problem in Europe

- w P o .--Ea
.. £ i T
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President Mitterrand or Chancellor Schmidt would have indicated

to the Russians that if they worked actively to influence the

Polish situation the sanctions might be 1ifted. Private
representations to the Russians could be effective. During his
recent meeting with Mr. Gromyko, Mr. Haig had raised certain internal
questions. For example, he had raised the case of a young man

on hunger strike in the Soviet Union who had relatives in the

United States. Within 48 hours the Soviet media had indicated

that the release of this young man was likely.

The Prime Minister said that we had wanted existing contracts to

be exempted from the American sanctions. The latest decision
would cause us serious problems in an area which already had
heavy unemployment. It would be said that the damage caused to
Britain by the American decision was proportionally much greater
than that caused to the United States whose main exports to the

Sovet Union were of grain rather than of manufactured goods.

President Reagan said that when Mr. Carter had originally imposed

the grain embargo, in connection with Afghanistan, American farmers
had complained that they alone were being asked to bear a burden.
Consequently, he had promised in his presidential campaign that

he would remove this discrimination. The existing grain agreement
was now coming to an end. The Russians were pressing for the
conclusion of a new agreement but the United States had so far

declined to open discussions. The Prime Minister said that she

presumed there would be a new grain agreement. president Reagan said

that he hoped that the Russians would take some stiep that would make

this possible. The Prime Minister enguired whether she could, there-

fore, say publicly that there would not be a new agreement.

President Reagan replied that none had yet been negotiated.
- ‘;: | i 'a
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My Hair said that even if there were no agreement, grain
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would continue to be sold on the market. The Prime Minister

commented that in that case American farmers would not suffer,
But John Brown's employees would, Phe company was ready to
commence imnlementation of this ntract with the Soviet Union
and only ﬂemﬁed American rotors to be able to do so., I1f they
were nrevented from going ahead, they would be disinclined to
buy sonhisticated equinment srom the United States again. She
would be oressed on this matter on her return. She could say

that the latest decision was seen by the Americans as being based
on principle but the fact vas that US grain would continue to be
sold while John Brown could not purchase the necessary rotors

from elsewhere, President Reagan said that the Americans were

prepared to be painted as the villains. But if the Russians
brought a2bout change in Poland, then the decision on anctions

could be changed.

The Prime Minister asked =2gain whether she could state that the

Wheat Azreement would not be renewed, Judge Clark stated that
this question h2d not be discussed, much less decided. Mr Haigz
,dded that so far some $850 m worth of United States exnor
mann‘actured soods had been affected by the s nctions. 'h
President's latest decision v i bring the figure to about

41 billion., The Prime Minis ted out th~t the John Brown

contract was worth £400 m., Nichol=ag Henderson observed that

British exnorts to the Soviet Union were on 2 downward trend while

American exports were rising.

President Reagan repeated'that John Brown had mnot exnressed

~nment about the 1atest decision,

great concern to the US Gove

Nicholas Henderson suggested that there must have been

ol 3 T, 3



misunderstanding because their ctatem s had been quite

different, DPresident Reagan sugzgested that John Brown could

obtain the eguipment they needed from the French subsidiary of

the American company concerned. Judge Clark commented that

legal proceedings had now begun, This would lead to delay and

the hope must be that there would be change in Poland durines that
ime. The Americans believed that the Russians had not taken

seriously the original dericsion on sanctions. It was hoped that

the latest decision would snduce 2 change of mind.

The Prime Minister said that she would arrange for a further

discussion with John Brown because our clear understanding was
that thev were seriously worried sbout the situation. Meanwhile,
there seemed little doubt that the US would continue to exX7aTy
wheat to the Soviet Union by one means oT another and thus total
American exports to the “oviet Union would continue to rise.
European firms would be reluctant to order sophisticated equipment
from the United States in future and would go elsewhere. Existing
contracts shouléd have been exempted. The effect of the United
States decisions was to srevent the fulfilment of normal
commercial engagements. America's word was at stake,

Reagan said that it had been made clear at the time of the original

decision what the consequences would be. Juige Clark said that

John Brown had originally 1zimed that 1700 jobs would be at
risk but the figures seemed to have changed recently. The

rime Minister said that she intended to enguire into the

- precise facts. But there would be much resentment in Britain
if America's exports to Russia enontinued to rise while ours

went down.

The Prime Minister said that we were also concerned




about the recent United States decision in respect of steel imports
from European countries. This was a matter for the European Community
but if the Community did not take it up through the courts, we should
probably do so. She believed that the British Steel Corporation would
contest the decision. It would cost us £50 m in exports of specialised
steel and job iosses which, as with those in the case of John Brown,

would be sustained in Scotland. Sir Nicholas Henderson emphasised that

the matter was a very serious one. We had reduced our steel exports 10
the United States by an enormous percentage. But British Steel was now

likely to be badly hurt by the American decision.

The Prime Minister then described the latest situation in the South

Atlantic. We had returned around 10 thousand prisoners of war to
Argentina. Many of the prisoners we had taken had been in very bad
condition. The Argentine Armed Forces appeared to keep their officers
in luxury but to have little regard for their other ranks. Some
officers had had to be allowed to keep their small arms because they
were afraid their own troops might attack them. Some of the soldiers
had been in an appalling state, suffering from trench foot, dysentery
and parasites. The medical treatment given by the Argentines to their

wounded had been well below an acceptable standard.

Sometime ago we had sent a message to President Galtieri through the
Swiss Government that we would send back the prisoners, 1lift sanctions
and remove the exclusion zones if we received an assurance that

hostilities had been permanently ended. We had received no direct reply.

/ The Argentine




.

-

e ET
O e N e # )
The Argentine note to the United Nations had been very equivocal.
Intelligence reports suggested that while many units were reverting
to normal states of alert, the air force at Rio Grande was still
on a high 1level of security. We did not know why. The first

group of prisoners which had been repatriated had apparently been

taken to camps and not allowed to go home.

President Reagan asked whether we could confirm that some

conscripts had been shot in their feet. The Prime Minister said

that she had read this story but could not confirm it. We were
retaining some 600 officers, pilots and engineers until a
permanent cessation of hostilities had been achieved. They
would shortly be put on a boat to Ascension, and, in the absence of
a satisfactory Argentine statement, might be flown from there to
Britain. Then, if the elapse of time revealed that hostilities
were not being resumed we might send them back. Another serious
problem had been caused by the indiscriminate sowing of plastic
mines, whose position was not, as the rules of war required,
marked. Four of our personnel involved in mine removal had
already been wounded. This was very demoralising. Mr. Haig
said that the United States had a good deal of specialised
equipment available which he thought could be flown into Port

Stanley. President Reagan asked that this should be investigated.

The Prime Minister said that this would be most helpful. Meanwhile,

we were removing about 3,000 of our troops from the Falklands.

But our ships were still vulnerable. We were worried that some

wild action might be contemplated by the Argentinians.

/Time was
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Time was now needed for reconstruction and rehabilitation.

Mr. Hunt was returning as Civil Commissioner shortly and

teachers and doctors would be going back. At a later stage,
we woﬁld discuss the future with the Islanders. We would
probably bring them closer to self-government, perhaps resembling

the situation in American possession’ such as Guam.

The President suggested that the United Kingdom needed a peaceful
settlement which relieved us of the burden of defending the Islands

for a lengthy period. The Prime finister said that we should be

obliged to defend the Islands. The runway would have to be
extended, Rapier batteries established and further aircraft

deployed. President Reagan asked whether,with the new Government

in Argentina, there might be a better prospect of a genuine peace.

The Prime Minister replied that this might be possible. But we

should have to proceed slowly. The attitude of other Latin
American countries had been by no means uniform. A recent leader
in a prominent Brazilian newspaper had praised the British action.
After her speech in the United Nations General Assembly earlier

in the day, the representatives of Colombia, Chile and one other
Latin American country had offered their congratulations. We would
do everything possible to restore normal relations with other

countries of Latin America, and believed that they would respond

positively.

The Prime Minister said that events in the Lebanon had produced

a mood in Arab countries the like of which she had never seen before.

/They found
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They found Israel's actions in the Lebanon utterly disproportionate.

President Reagan said he was aware of this. The Arab countries

accused the United States of collusion with Israel. The Prime
Minister commented that Prince Saud had agreed with her when she
had told him recently that she did not believe the stories of

United States/Israeli collusion.

President Reagan said that he had sent Mr. Habib to the area to try

to secure a ceasefire. He had been very blunt with Mr. Begin during
the latter's recent visit to Washington. But he believed that the
accounts of the slaughter of civilians had been much exaggerated.

The present situation could offer a great opportunity for a

Lebanon which had been torn apart for seven years. The Lebanese
themselves saw a great need to disarm the PLO. The seven separate
Lebanese factions had come together and were discussing the formation
of a central authority and a single army. Mr. Habib was trying to
promote a settlement. The Israelis wanted a new Lebanese Government
to be established, a multi-lateral force to be constituted and all

foreign troops to be withdrawn from the country. The Prime Minister

asked where the Palestinians were to go. President Reagan said

that it was necessary to distinguish between the PLO and the
Palestinians. Many of the latter were content to remain in the
Lebanon. Mr. Begin had told him that the Israelis had discovered
in the Lebanon arms supplies of a far greater quantity than could
ever be used by the PLO. Indeed, it looked as though the Soviet
Union had been establishing its own arms depots in the Middle East.
The removal of these weaponswould be a major undertaking for the

Israelis. The Prime Minister asked what kinds of weapons had been

discovered. Mr. Haig referred rather vaguely to sophisticated

S
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rocketry and large quantities of ammunition for conventional

Soviet weapons.

The Prime Minister said that she found the Soviet attitude to

the Lebanese situation rather puzzling. She assumed that they
would be concerned about the reputation of the Soviet equipment

in Syrian hands which had fared so badly. President Reagan

agreed that the Russians had been unpleasantly surprised by the
success of the American equipment supplied to Israel. Soviet

tanks and planes had been no match for their American counterparts.

Mr. Haig said that the situation was now critical. Mr. Habib
had just met the Salvation Council and had presented to them
firm propositions. He thought that Sharon would not refrain
from entering Beirut unless the PLO made firm commitments to
disarm, to leave Beirut and to shed some of their leaders.
Mr. Habib was now waiting for answers from Yasser Arafat.

The Prime Minister asked what would happen to Major Haddad.

Mr. Haig replied that his forces would have to be honourably
absorbed. Major Haddad would be retired comfortably to another

country. So far, Mr. Begin had not objected to these propositions.

The Prime Minister said that the task'of constructing a Government

in the Lebanon would be very difficult. The PLO would be forced
back to terrorism. And the question would remain - where would the
Palestinians go? We felt a2 special obligation. It was we who had

walked out of Palestine. The Israelis were Finlandising Lebanon.

The Arabs believed that Jordan would be the next to suffer. When

the latest situation had developed she had feared that a third world

gl 7 s o I o g /recession
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recession would be brought about by Arab action on oil. But so
far this had not happened. Mr. Haig commented that this was
because most Arabs wanted the Lebanese situation to be straightened

out. The Prime Minister observed that the Arabs made the valid

criticism that the Middle East went from crisis to crisis but the

underlying problem was never dealt with. President Reagan said

that he had told Mr. Begin that in return for American patience
with Israel he wanted real commitments to deal with the Palestinian
problem. Mr. Begin had faced strong criticism on the Hill and had

left Washington in a more sober frame of mind. The Prime Minister

said that she understood Congressional criticism of Israel.
Israel’'s frionds_felt let down. The Israelis were inflicting
massive suffering and were refusing to let international relief

agencies help. President Reagan commented that there had been

a great change in American attitudes to Israel.

The conversation ended at 1800 hours.

AdC.

23 June 1982
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WEST SIBERIAN PIPELINE/JOHN BROWN ENGINEERING

1 In Francis Pym's absence, I am commenting on

Arthur Cockfield's minute to you of 23 June.

2 The meeting of senior officials of the four European

countries most affected by the American measures will take place

in the margins of the European Council on 28-29 June. I suggest

that the principal purposes of this meeting should be to

establish the legal, political and economic implications of

“the American measures as a whole and to draw up options for

political action by the four countries.

r—

3 I agree that there may be a case for the four European

countries, perhaps with Japan, to make representations to the

—— s T
United States Administration. But I think we should await

the results of the meeting of senior officigls before
; W : ()
we make a firm decision on this. L/L“"" :

I also agree that we should encourage John Brown and
the other companies affected to examine the possibility of
‘_naLLﬁnging_Amg;igan_;ggu;ﬂgggps in the United States courts.
But we must recognise that any such process would take somg—
time and would therefore not solve John Brown's immediate
problems. If the companies concerned decided to proceed down

N —— - . . .
this path, we should certainly consider the possibility of the

governments concerned supporting them as amici curiae (I am

not certain how feasible this will prove to bg).

CONFIDENTIAL
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Ble Finally, I support the proposal to make an order under
Section 1(1) of the Protection of Trading Interests Act TR0,
A public and formal signal of this sort would be an entiréI;

appropriate response to these measures. It would clearly be

premature to consider a direction under Section 1(3) of the

Act at this stage.

ﬂ

6. I am copying this minute to the Secretary of State
for Trade, the Chancellor of the Exchequer, the Secretaries

of State for Defence and Industry and to Sir Robert Armstrong.

Foreign and Commonwealth DOUGLAS HURD
Office
Whitehall

24 June 1982

-9
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PRIME MINISTER

JOHN BROWN AND THE SOVIET PIPELINE

I saw Sir John Mayhew-Sanders, the Chairman of John Brown,

yesterday. He says that his company cannot defy the ban imposed

by the American Government. To do so would almost certainly

result in their being blacklisted by the American Administration.

They are dependent - so far as their business as a whole is

—
concerned - on GE technology and patents. Blacklisting by the

American Administration would therefore put the whole of their

business at risk. They could not - as the French are alleged to

be prepared to do - defy the ban.

They had therefore no alternative but to conform with the American
ban. If this ban were not lifted, they would have to default on

the Soviet contract. Quite apart from the financial consequences

of this - there are heavy penalties involved - this would destroy

customer confidence in their turbine business. They would have

little alternative in Sir John's view, to closing the turbine

business down, with serious redundancies, amounting to several

Hﬁndreds, on Clydebank. At this stage, Sir John is very anxious

that this informatign should be treated as very confidential.

John Brown categorically deny that they had indicated to American
officials that the decision by the American Administration would

cause them no great distress. On the contrary, representatives

of John Brown had made their views as set out above very clear in

successive discussions with American officials.

I am copying this minute to the Foreign Secretary, the Chancellor
of the Exchequer, the Secretaries of State for Defence and Industry,

Aﬁigwk;,fvhl§;i:k

Department of Trade LORD COCKFIELD
1 Vietoria Street

London, SW1H OET
24 June 1982 CONFIDENTIAL

and to Sir Robert Armstrong.







PRIME MINISTER
WEST SIBERIAN PIPELINE/JOHN BROWN ENGINEERING

1 The President's decision to reject your request and instead

e .
to extend the embargo on the export of certain goods to the USSR

to cover overseas subsidiaries of United States firms and foreign

—————

firms manufacturing under United States licences introduces a

serious new problem. It constitutes an attempt by the United

States to impose jurisdiction extra-territorially. We, and some

other European countries, have consistently opposed such attempts

in the past and we have ourselves taken powers in the Protection

of Trading Interests Act 1980 (PTI Act) to enable us to do something
to protect United Kingdom firms threatened in this way. The

United States Administration is well aware of our views on the
extra-territorial issue, and while the timing is unfortunate in

view of their support in the Falklands crisis, we have in my

opinion no optionbut to respond.

2 The effect upon John Brown Engineering (JBE) of the President's

decision will depend upon how the USSR and other countries involved

in the gas pipeline project react. JBE have made it clear that
they would probably not deliver to the USSR the six turbines now

————

in the United Kingdom unless they could be assured that they

EE— e,
would not have their "export privileges" withdrawn by the United
States Administration. Were the United States Administration to

black list them, JBE's whole business, which is dependent on
— - =

United States technology, would collapse. It seems inconceivable
L T T 5 St SR

that an assurance not to black list would be given unless we can

change the balance of political égasiderations as perceived by

the United States. Failure to proceed with the pipeline project,

the first deliveries for which are due on 2 July, is likely to
SRR T

lead to serious financial losses and redundancies not only for

CONFIDENTIAL




CONFIDENTIAL

JBE but also among their United Kingdom suppliers, some of whom
are now affected by Cthe extended Sanctions.

3 The Foreign Affairs Council yesterday adopted a strongly

worded resolution in this matter - covering both the pipeline

and United States steel issues. We should in my view build on

this and mobilise collective action by the other European governments
concerned especially the French (who are in a key position industrially)

-

and the Germans.

y I suggest the following course of ac¢tion:-

a At the European Council next week we should press
those countries in the lead in the pipeline project to

review the options for effective action. A meeting of

senior officials from the countries involved has already

been arranged.

b Consideration should be given to the four Governments
directly cgncerned in the pipeline prolect making Jjornt
;gbresentations to the United States Administration. The

Japanese, who are in similar difficulties with another
D e .

contract, might be invited to join in. I would not
T
expect such representations to have any significant effect,

though they might clarify the conditions which would have
to be fulfilled for the embargo to be relaxed. They

would, however, be a signal to the Americans.

¢ Consideration should be given by the companies involved
to challenging the United States regulations in the United
States Courts. JBE have reputable United States legal

advice which suggests that the constitutional basis for
the United States Regulation is shaky. This would be a

matter for the firms concerned to decide. The outcome of
*

litigation cannot be predicted, but such action would not be

unusual in the United States of America, and might lead to a
situation in which a compromise could be struck.
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d If the companies decide to take joint legal action,
the Governments involved might join the action as

amici curiae. We have done this on past occasions in

actions in the United States Courts involving United Kingdom
companies alone and should indicate our willingness to

consider this form of support.

e We should, independently, make an order (which would
be subject to negative resolution in Parliament) applying
Section 1(1) of the PTI Act to the United States
Regulations. This would in effect state that the

application on the United States Regulations in this case

is extra-territorial and thus offensive. An order at this

stage under Section 1(1) would be no more than declaratory
but it would be apublic and formal signal to the Americans
and to the French in particular, who have shown past

robustness in resisting this kind of action, that our

concern was serious. Its effect would be enhanced as it

S EEE——
would be the first occasion upon which this power had been

used. A subsequent direction under Section 1(3) would be
— ———

needed to require a particular company, such as JBE, not to

comply with any requirement or prohibition of the

United States Regulations, but is not in question_gl this

stage. Whether we proceeaed to that would depend
whether overall it would be likely to bring advantages

as matters develop.

5 I am copying this minute to the Foreign Secretary, the
Chancellor of the Exchequer, the Secretaries of State for Defence

and Industry and to Sir Robert Armstrong.

Department of Trade LORD COCKFIELD

1 Victoria Street [Approved by the Secretary of State
London, SW1H OET and signed in his absence.]

23 June 1982 CONFIDENTIAL
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DEPARTMENT OF TRADE
I VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215 5144
SWITCHBOARD 01 215 7877

Minister for Tradz 's office

Charles Humphrey Esq
Private Secretary to
The Rt Hon Douglas Hurd CBE MP
Minister of State
Foreign & Commonwealth Office
London SW1A 2AL \® June 1982

A ik Flc-o-f"y%.

-
Dear Chatles, 'q d.C T

UK/SOVIET JOINT COMMISSION

[ wrote to you on April about Mr Rees' proposal, which was subsequently
agreed, to postpone the next meeting of this Joint Commission under his
co-Chairmanship until the autumn. This was accepted by the Russians and they
have not tried to make political capital out of it. However, if British firms are
not be put at a disadvantage, the working relationship at government level on trade
matters will need to be continued.

In view of the number of events building up in the autumn and the calls on
Ministers' time, we will soon have to decide what to do about the Joint Commission
even though any likely date is 4 or 5 months away. My Minister feels that we
should now seek to agree dates for the Joint Commission meeting under his
leadership on the UK side. This would be consistent with the Government's policy
of continuing to seek mutually beneficial trade with the Soviet Union, although
bearing in mind the need to be cautious over financial relations and prudent over
credit as agreed at the Versailles Summit. It would also be in line with other
Western European countries, some of which have delayed formal trade meetings but
have generally maintained the level of their contacts. If there are any particularly
unacceptable actions by the Soviet Union in the meanwhile we can always cancel or

postpone.

My Minister would find it convenient from the point of view of his diary to visit
Moscow in the last week of September. Unless colleagues see any particular
difficulties, we would like soon to indicate privately to the Russians that a meeting
at that time would be practical for us, subject to final confirmation nearer the
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time. This Department would then go ahead with planning the event but without
giving it any publicity (although complete confidentiality cannot be guaranteed as
both the Russians and selected British business interests will be aware of the
situation). We will keep in contact with the FCO over the prescntauonal aspects
of the event and on any intervening political problems.

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

\/Cu\"S eqer’

n\_& M‘: L\-\V\.QS

N McINNES
Private Secretary to the
Minister for Trade (PETER REES)
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215 5144
SWITCHBOARD 01 215 7877

From the
Minister for Trade

Wb

F N Richards Esq

Private Secretary to the : e
Secretary of State for Foreign \"
and Commonwealth Affairs

Foreign and Commonwealth Office

London SW1 26 May 1982

"Qear Francas

Thank you for your letter of 26 May addressed to John Coles at No. 10.

We have already reached decisions on restrictive measures in the field of credit for
the USSR on grounds of financial prudence. The measures now under discussion in
the Summit context go further in that they would involve stiffening the terms of
credit for the USSR to a greater degree than is provided for even in the proposed
amendments to the OECD Consensus. These, if implemented, would affect the
interests of those UK companies which have over the years built up trade with the
USSR to the advantage of German and Japanese competitors. This possible damage
is acceptable but can be defended only if:

(a) existing contracts are released from the effect of
the American embargo announced at end December 1981;

measures agreed on credit for the USSR are sufficiently flexible
to enable ECGD to match competing offers by other Summit
countries providing that they are also agreeable. If the others
however, seek more general matching (ie on offers by third
countries) we shall have to reconsider our position;

the Consensus as a whole remains in being. (But tightening
arrangements should be outside the Consensus and not complicate
the Consensus further.)




The draft telegram does not adequately reflect (a) above but will serve to put the
Americans on notice that the issue will be raised. The brief for the delegation
should however take account of these points. [ suggest that the reference to the
Franco/Soviet protocol should be omitted.

I am copying this to the recipients of yours.

YG_'KS eaex

N McINNES
Private Secretary to the
Minister for Trade (PETER REES)







Credit Restrictions for
the Soviet Union
As I told John Imes on the telephone

earlier today, the Prime Minister has seen

your letter of 26 May and has approved the

enclosed draft telegram to Washington subject

to the deletion of the word "only'" in paragraph

1 and the insertion at the end of that paragraph

of the words " and on equitable burden—-sharing".

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

A. J. COLES

Francis Richards, Esq.,

Foreign and Commonwealth Office .

‘e
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Foreign and Commonwealth Office

London SWI1A 2AH

26 May 1982

Discussion of American proposals to their Summit partners
to restrict the supply of official, officially-supported, and
officially-guaranteed credit to the Soviet Union, outlined in
Lord Carrington's memorandum OD(82)15 of 23 March, has continued
among Summit officials. The original proposals of the Americans
for volume controls have proved unacceptable to Summit partners,
and have been dropped. However, a meeting of Summit credit
experts on 20 - 21 May in Washington, at which ECGD officials
were present, established that it would be technically and legally
feasible for most or all Summit countries to reduce the
percentage of official financing for each contract, eliminszte
official local cost financing or guarantees for it, and increase
insurance premiums, guarantees or commitment fees for direct
exports.,

Summit Economic DIrectors will meet in Paris on Thursday,
27 May, to examine the experts' report, and the associated
guestions of burden-sharing and information-sharing. We need
to decide whether our Representative at that meeting should be
authorised to commit us to these proposals and, if so, on what
terms,

In his message to the Prime Minister of 7 May, President
Reagan made it clear that the achievement of agreement on
credit restraint towards the Soviet Union would be one of his
main goals at the Versailles Summit. The Foreign and Commonwealth
Secretary believes it is important that we should try to meet the
Americans on this point for two reasons,

First, there is a good case on broad political grounds for
adopting a constructive attitude to what the Americans have
proposed. Quite apart from our general interest in maintaining
a close and cordial Transatlantic relationship, current
developments in the Falkland Islands conflict make this particularly
important at the moment. Furthermore, it is clear that agreement
among all ceacerned on revised terms for the OECD's Export Credit
Consensus, of which an uncontroversial element is that export

/eredit
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credit interest rates for the Soviet Union should be increased,
will not now be reached in advance of the Summit. This
strengthens the case for demonstrating to the Americans that
we are prepared to do something about restricting the supply
of credit to the Soviet Union at the Summit itself.

Secondly, the Americans have established a link between
agreement by their partners to restrict the supply of credit
to the Soviet Union and the release of two American components
for John Brown and other European suppliers of turbines
purchased by the Soviet Union for the Siberian gas pipeline.
The export from the United States, and the re-export from
Europe, of these components is at present blocked by the
measures announced by President Reagan on 29 December 1981,
The Prime Minister has so far had no reply from President Reagan
to the two messages, dated 29 January and 5 April, in which
she has brought up this subject. We cannot be certain that an
agreement to restrict the supply of credit to the Soviet Union
would unblock the export and re-export of the components. We
can, however, be sure that failure to do anything to meet the
Americans over credit would deprive John Brown and other
European companies of the components they need; and might also
lead to an extension of the scope of the measures of last
December.

I enclose a draft telegram to Washington which sets out
the line which the Foreign and Commonwealth Secretary believes
our representative at the meeting in Paris on 27 May should be
authorised to take. The purpose behind the second paragraph
is to strengthen the inclination of the Americans to unblock
the export and re-export of their embargoed components. The
third paragraph answers the main points of a letter which Hormats
sent to Sir Robert Armstrong last week. It would be helpful if
you could let me know as early as possible whether the terms of
the draft telegram are acceptable to the Prime Minister,

I am sending copies of this letter, and of the draft

telegram, to the Private Secretaries of all members of OD and
of Sir Robert Armstrong.

(F N Righards)
Privatel\Secretary

A J Coles Esq
10 Downing Street
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export and/or obtain American components for the turbines which
they are under contract to supply to the Soviet Union.

3, Finally, please tell Hormats that Armstrong has received

his letter about the discussion of East/West economic relations
at the meetings held in and near Paris over the weekend before
last. He too was worried about the way in which this discussion
went, but is hopeful that the experts meeting last week has

now relopened the way to general agreement. We, of course,

have been working for such agreement and will continue to do so.
You could add that, lLike the Americans, we have never seen the
text of the Franco/Soviet protocol on export credit and that

the delay in reaching an agreed Community position about the
revision of the OECD's Export Credit Consensus hzs nothing to do
with the Soviet Union. ALl member states are agreed that the

Soviet Union should be promoted from Category 2 to Category 1.

PYM
NNNN

NNNN ends Catchword

telegram
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Foreign and Commonwealth Office

London SWIA 2AH

From the Parliamentary Under Secretary of State 27 April 1982

- Dol

UK/SOVIET JOINT COMMISSION

W

1. We had a word this morning about your Private Secretary's
letter of 22 April on which the Prime Minister's views are set
out in Mr Coles' letter of 23 4April.

2. I agree that there is some advantage in postponing the Joint
Commission until the autumn. We should by then at least have a
clearer idea of our major European partners' plans for their mixed
commissions. But as I made clear this morning, the FCO preferred
option would have been to go ahead with the Joint Commission in May
on the basis set out in Fuller's letter of 9 March, ie by bringing
down the level of Chairman on our side. from Ministerial to senior

official., I believe it would have been possible to have managed
the political problems. :

. 3. We agreed this morning, however, on postponement and how to
‘handle it presentationally. It will be important, both with the
Russians and our own businessmen, to stick to your proposed line
that postponement has been made necessary by Ministerial changes
and re-allocation of responsibilities in the Department of Trade.
There may well be a few companies (John Brown for instance) who
"will feel that we are not adequately supporting their efforts to
sell to the Soviet Union, and unless we can advance an apparently
soundly based techunical case, I fear we will be engaged in inter-
minable arguments with both Russians and businessmen,  about the
political reasons for changing our minds now, in April, having
gone ahead with the Review Meeting in March.

4. I am sending copies of this letter to recipients of McInnes'

letter of 22 April. \

Malcolm Rifkind

Peter Rees Esq QC MP
Minister for Trade
Department of Trade
1l Victoria Street
LONDON SW1H OET
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TO IMMEDIATE FC O

TELNO 1444 OF 25 APRIL 1982,

INFO UKREP BRUSSELS, BONN, PARIS, ROME,

U S MEASURES

1, EAGLEBURGER TELEPHONED MINISTER YESTERDAY EVENING ABOUT A REPORT
THAT A NUMBER OF EUROPEAN COMPANIES INVOLVED IN THE WEST SIBERIAN
PIPELINE PROJECT WERE DUE TO MEET IN PARIS ON 3 MAY TO DISCUSS
MAKING ARRANGEMENTS FOR GE ROTORS TO BE MANUFACTURED UNDER EXISTING
LICENCES IN FRANCE, THE COMPANIES INVOLVED INCLUDED JOHN BROWN,
CREUSOT LOIRE, ALSTHOM ATLANTIQUE AND A NUMBER OF FIRMS FROM ITALY
AND GERMANY, THE STATE DEPARTMENT HAD TOLD THE FRENCH, AND WOULD

BE TELLING THE ITALIANS AND GERMANS THAT THIS REPORT WAS CAUSING
SERIOUS CONCERN, IT WOULD BE A MAJOR MISTAKE FOR THE COMPANIES TO
GO DOWN THIS COURSE AT A TIME WHEN A REAL EFFORT WAS BEING MADE
THROUGH THE BUCKLEY MISSION TO REACH AN AGREEMENT ON CREDIT
POLICIES WHICH IT WAS HOPED WOULD FACILITATE A SENSIBLE DECISION

ON EXISTING CONTRACTS AND ON FUTURE STEPS WHICH MIGHT BE TAKEN,
EAGLEBURGER URGED US TO DISCOURAGE JOHN BROWN FROM PREJUDICING THIS
POSSIBILITY BY TAKING THE WRONG DECISIONS ON 3 MAY,

2, THOMAS SA|D THAT HE WOULD TAKE NOTE AND REPORT EAGLEBURGER’S
WARNING, HE SAID THAT THE ADMINISTRATION’S DECISIONS OF LAST DECEMBER
HAD PUT THE COMPANIES WITH EXISTING CONTRACTS IN AN APPALLINGLY
DIFFICULT POSITION AND THIS HAD INEVITABLY AFFECTED THE CLIMATE FOR
DISCUSSION OF CREDIT POLICY WHICH THE BUCKLEY MISSION HAD NOW LAUNCH-
ED, IT WOULD OBVIOUSLY IMPROVE THIS CLIMATE |F THE AMERICANS COULD
FIND A WAY NOW OF SIGNALLING MORE CLEARLY THAT THEY WOULD BE
PREPARED TO ALLOW THE PERFORMANCE OF CONTRACTS SUCH AS JOHK BROWN'’S,

3., EAGLEBURGER RECOGNISED THAT THERE WAS A CHICKEN AND EGG PROBLEM

HERE, HE SAID IN CONFIDENCE (PLEASE RESPECT) THAT IN INTER-AGENCY
DISCUSSIONS HERE THE WHOLE QUESTION OF EXISTING CONTRACTS HAD

BEEN EXPLICITLY LINKED WITH THE OUTCOME OF THE BUCKLEY MISSION, IT
WAS NOW COMMON GROUND HERE THAT IF A REASONABLE FRAMEWORK COULD

BE WORKED OUT ON CREDITS (AND THE RECENT REACTIONS OF THE FRENCH
AND EVEN THE GERMANS SUGGESTED THAT THE PROSPECTS FOR THIS WERE
LOOKING BRIGHTER) THE ADMINISTRATION WOULD NO LONGER STAND IN

THE WAY OF PERFORMANCE OR CONTRACTORS FOR WHICH AMERICAN COMPONENTS
HAD ALREADY BEEN SUPPLIED, AGREEMENT WAS NOT QUITE SO CLEAR=CUT
ABOUT THE PERFORMANCE OF EXISTING CONTRACTS FOR WHICH US COMPONENTS
STILL REMAINED TO BE SUPPLIED, BUT EAGLEBURGER SAID THAT THE STATE
DEPARTMENT AND THE DEPARTMENT OF COMMERCE BOTH BELIEVED THAT

THESE SHOULD ALSC BE ALLOWED TO GO AHEAD, AND HE WAS HOPEFUL THAT
FULL AGREEMENT WOULD BE REACHED ON THIS AS WELL, |F THE BUCKLEY
MISSION CAME OUT ALL RIGHT, THEREFORE, WE SHOULD ALL BE OFF THE
HOOK AS FAR AS EXISTING CONTRACTS WERE CONCERNED, BUT THE PROSPECTS
FOR THIS WOULD BE SEVERELY DAMAGED |F THE COMPANIES DECIDED TO GO
AHEAD AT THE MEETING ON 3 MAY ON THE BASIS OF FRENCH PRODUCED

ROTORS, GE ITSELF WOULD ALSO TAKE A JAUNDICED VIEW OF THIS,
CONFIDENTIAL /4.
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4, THOMAS POINTED OUT THE TIME PRESSURES WE WERE UNDER AS REGARDS
FULFILMENT OF THE CONTRACTS, HE BELIEVED THAT JOHN BROWN HAD
ALREADY MISSED THE DELIVERY DATES FOR ONE LOT OF COMPRESSERS AND
WERE LIKELY TO BE BEMIND SCHEDULE ON THE OTHERS. EAGLEBURGER SAID
THAT THIS WAS WELL UNDERSTOOD, THAT WAS ONE OF THE REASONS WHY

THE ADMIN|STRATION FELT THAT THE WHOLE QUESTION MUST BE TIED UP

IN TIME FOR THE VERSAILLES SUMMIT, IT WAS WITH THIS JUNE DEADLINE
IN MIND THAT THE BUCKLEY INITIATIVE WAS BEING PRESSED AHEAD
URGENTLY, THIS WAS ALSO WHY HE WAS PRESSING THE EUROPEAN
GOVERNMENTS NOT TO ENCOURAGE THE COMPANIES TO REACH IMPRUDENT

DECISIONS ON 3 MAY,

5., THOMAS SAID THAT, SPEAKING PERSONALLY, HE WAS ENCOURAGED BY
WHAT EAGLEBURGER HAD SAID ABOUT ATTITUDES WITHIN THE ADMINISTRATION
ON EXISTING CONTRACTS, IT CONFIRMED IF RATHER MORE SPECIFICALLY
WHAT WE HAD HEARD BEFORE, BUT HE SUGGESTED THAT THE AMER|CANS
SHOULD SERIOUSLY CONSIDER SENDING A CLEAR SIGNAL NOW, RBY
INDICATING THAT THEY WOULD NOT OPPOSE PERFORMANCE OF CONTRACTS
FOR WHICH US COMPONENTS HWAD ALREADY BEEN SUPPLIED, WITHOUT
CONDITIONS, BEFORE DECEMBER 1981, THEY HAD GIVEN US THIS KIND

OF INFORMAL GREEN LIGHT IN THE CONTEXT OF DEFENCE SALES TO CHINA,
IF THEY DID SOMETHING SIMILAR KOW IT WOULD BE AN EARNEST OF GOOD
INTENTIONS WHICH COULD ONLY BE HELPFULTO THE FURTHER DI SCUSSIONS,

FCO PLEASE ADVANCE TO BRIDGES,

HENDERSON

[ ADVARCED AS REQUESTED]

ADDITIONAL DISTH.
PCLAXD SFECILL

= D [COPIZS SENT 7O FO 10 DOWKING ST

CONS D
CORS = TEIT
ISINET OFFICE

=D
CONFIDENTIAL




CONFIDENTIAL

UK/USSR Joint Commission

Your. letter of 22 April refers. The
Prime Minister agrees that the Joint Commission
should be postponed until the autumn.

nr

N. McInnes, Esq.,
Department of Trade.
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215
SWITCHBOARD 01 215 7877

From the
Minister for Trade friee Newz S

C Humfrey Esq

Private Secretary to

The Hon Douglas Hurd CBE MP
Minister of State . .
Foreign & Commonwealth Office j April 1982

me.a: C\tu:.tteBJ

In the correspondence following my letter of 4"March we agreed
that we should consult other Departments before. reaching a
decision whether to proceefwith the UK/USSR Joint Commission
provisionally arranged for the week beginning 17 Miy, and if so
whether the UK delegation should be led by Mr Rees or by a senior
official. '

Mr Rees has now come to the conclusion that it would be
politically inopportune for the Joint Commission to be held in
May whether at Ministerial or senior official level. He
accordingly proposes that the USSR should be advised that we wish
to postpone the Joint Commission until the Autumn giving as our
reason the recent Ministerial changes at the Department. New
dates and leadership of the UK delegation could be considered
later on in the summer. If this is generally agreed I should be
glad if appropriate instructions could be sent to Moscow.

I am copying this to John Coles (No 10)f/§onathan Spencer (DOI)
to Private Secretaries of other 0D members and to David Wright
(Cabinet Office).

Yours ever

Nk M Clwmes

N McINNES
Private Secretary to the
Minister for Trade (PETER REES)
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TELNO 1355 OF 19 APR 892
INFO PARIS BONN UKDEL OECD UKDEL NATO TOKYC OTTAWA ROME MOSCOW,

CREDITS FOR SOVIET UNION t DISCUSSION AT RAMBOUILLET 24 APRIL

— — ———————

1. UNDER-SECRETARY BUCKLEY (STATE DEPARTMENT) CALLED A MEETING OF
ECONOMIC SUMMIT AMBASSADORS TC EXPLAIN THE IDEAS HE WILL BE PUTTING
AT RAMBOUILLET ON SATURDAY,

2. BUCKLEY SAID THE AMERICANS STARTED FROM TWO PREMISES:

(A) We NEEDED A COMMON DATA BASE, THE CIA WERE DOING AN ANALYSIS,
WHICH WOULD BE PRESENTED AT RAMBOUILLET AND |F POSSIBLE CIRCULATED
IN WASHINGTON AND IN CAPITALS BEFORE THEN,

(B) ANY REGIME FOR CONTROLLING CREDITS TO THE SOVIET UNION SHOULD
BE ’’PRUDENT, APROPRIATE AND FAIR'’, THE AMERICANS WERE HIGHLY
CONSCTOUS OF THE NEED FOR EQUITY AMONGST CREDITOR COUNTRIES IN THE

LIGHT OF DIFFERENT NATIONAL SITUATIONS,

3, PRELIMINARY AMERICAN IDEAS WERE SET OUT IN A PAPER WHICH BUCKLEY
C! RCULATED (SUMMARY IN MIFT, TEXT BY BAG: NOT TO ALL). BUCKLEY
EMPHASIZED THAT THE PROPOSED REGIME CONCERNED ONLY CREDIT TO THE
SOVIET UNION AND NOT TO EASTERN EUROPE: THAT IT WAS NOT INTENDED

TO STOP TRADE WITH THE SOVIET UNION: AND THAT ANY REGIME WOULD
DOUBTLESS NEED TO BE MODIFIED, PERHAPS QUITE SOON, IN THE LIGHT

OF CHANGING CIRCUMSTANCES,

4, THE AIMS OF THE REGIME WOULD Bt

(A)"TO AVOID AN E EXCESSIVE BUILD-UP OF SOVIET DEBT, AND THE REVERSE
LEVERAGE WHICH THE SOVIET UNTON WOULD THEREBY ACQUIRE OVER ITS
WESTERN CREDITORS:

(B) TO REVERSE THE PRESENT NET FLOW OF RESOURCES TOWARDS THE SOVIET
UNION (ON WHICH THE CIA STUDIES WERE VERY INFORMATIVE):

(C) TO ENSURE A FAIR SHARING OF THE BURDEN AMONGST WESTERN CREDITORS.

5, CORNELL (DEPUTY ASS)STANT SECRETARY IN THE TREASURY) EXPANDED,
THE AMERICAN PAPER DID NOT ATTEMPT TO QUANTIFY THE POSSIBLE FORMULAE
MENTIONED IN THE PAPER: THAT COULD BE DONE WHEN THE DATA WERE
CLEARER AND WHEN AGREEMENT HAD BEEN REACHED ON THE EXACT FORM AND
PACE OF THE PROGRAMME THAT WOULD BE UNDERTAKEN, BUT THE OPTIONS

WERE TO MANAGE EITHER NEW COMMITMENTS ON OFFICIAL DEBT: OR ACTUAL

DI SBURSEMENT OR TOTAL EXPOSURE, A PRACTICAL SYSTEM WOULD DOUBTLESS
HAVE TO COMBINE ELEMENTS OF ALL THREE, IT WOULD HAVE TO TAKE ACCOUNT
OF THE FACT THAT DEBT FLOWS VARIED FROM COUNTRY TO COUNTRY AND FROM
YEAR TO YEAR: SOME SYSTEM OF ’’AVERAGING’’ WOULD DOUBTLESS BE
NECESSARY TO ENSURE EQUITY,
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6., IN ANSWER TO QUESTIONS, BUCKLEY AND CORNELL SAID THAT:

(A) THE CIA’S ANALYSIS WAS BASED ON EXPERIENCE OVER THE PAST DECADE,
ON A CONSERVATIVE ESTIMATE OF FUTURE SOVIET REQUIREMENTS FOR
WESTERN IMPORTS, AND ON A JUDGEMENT ABOUT FUTURE SOVIET CAPACITY

TO EARN FOREIGN CURRENCY,
(B) THE AMERICANS HOPED THAT THE COMMUNITY, JAPAN, AND APPROPRIATE

NEUTRALS WOULD COLLABCRATE IN THE PROPOSED REGIME,

REASONS OF FINANCIXL PRUDENCE,
' {C) THE AMER!CAXS LOCKED FOR TANGIBLE RESULTS FROM THE VERSAILLES
SUMMIT (IN THIS REGARD THE BUCKLEY DISCUSSIONS WOULD BE SEPARATE
FROM THOSE THE SHERPAS WOULD BE HAVING ON OTHER SUMMIT |SSUES),

(D) CREDIT ISSUES COULD ALSO BE DIiSCUSSED IN THE OECD AND NATO,

(E) THE AMERICANS ASSUMED THAT THE PROPOSALS FOR DEBT RECLASS-

| FICATION DISCUSSED IN THE OECD IN MARCH WOULD BE ACCEPTED BY ALL.
TOGETHER WITH A LIMIT ON THE PROPORTION OF GOVERNMENT—=BACKED CREDIT,
THIS WOULD SIGNIFICANTLY INCREASE INTEREST RATES ON CREDIT TO THE

SOVIET UNION,

IF OKLY FOR

(F) THE PROPOSED REGIME WOULD COVER NEW CREDITS ONLY: THE AMERICANS
DID NOT WISK TO TAMPER WITH EXISTING CREDITS,

(G) THE AMERICANS APPRECIATED THE DELICACY OF ALL THiS, AND THE
NEED FOR CONFIDENTIALITY, BUT BUCKLEY WOULD HAVE TO SPEAK NON-
COMMITTALLY AT SENATE HEARINGS DUE ON 22 APRIL.

7. FCC PLEASE ADVANCE TO SIR KEMNETH COUZENS AND CAREY (TREASURY).
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