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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secrelary 31 May 1988

W ALx

YUGOSLAVIA: BIS BRIDGING LOAN

Thank you for your letter of 27 May about the
Chancellor's intention to present a Command Paper on 1 June
{or shortly thereafter) on the proposed indemnity to the Bank
of England covering their commitment to the BIS in respect of
a4 loan to Yugoslavia. The Prime Minister ie content with
this.

I am copying this letter to the Private Secretaries to
tha Foreign Secretary, the Lord President, the Lord-Privy
Seal, the Chief Whips in the Commons and the Lords and the

Governor of the Bank of England.
Mi‘

R

Charles Powell=

A-C-E‘ hll-ﬂn. Eﬁqq-r
HM Treasury.

CONFIDENTIAL
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27 May 1988 35?&?

C D Powell Esg

10 Downing Street
LONDON

Wl
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YUOGOSLAVIA: BIS BRIDGING LOAN

The Prime Minister confirmed to Chancellor Kohl in her letter of
9 May that the Bank of England is prepared to participate in a
brifiging locan which the Bank for International Settlements is
SEERINGg Eo arrange in support of a Yugoslav IMF programme.

Implementation of the BIS loan has been delayed by problems with a
parallel United States loan since central banks participating in
the BIS operation have said they will not proceed without the US.
On the assumption that the US difficulEIE% are overcome, however,
the BIS loan could be finalised in Basle early next week which
would clear the way for an IMF Board meeting perhaps almost
immediately. The loan i= intended to support the dinar during the
first months of economic reform. Drawings on It will become
avallable once the IMF Board approves a Stand By Arrangement for
Yugoslavia in principle. Drawings on the -T2 will become
availabTe once BAlIlI the financing elements for the programme are in
place — Including contributions from the commercial banks.

The bridging loan is for 5250 million, of which $50 million is from
the US and $200 million from other Central Banks. Of Ethis
$30 million i5'T_3H'EﬁE_E_FE_*T_EEETEEH"'“TEE_TEETTTty terminates
on 30 Hovember 1988 and will be repaid by drawings on the IMF
Stand By Arrangement.

The Chancellor has auothorized the Bank of England to take part in
the operation. The Treasury will give the Bank an indemnity on
lines similar to that given in 1986 for Mexich—

— .

Under the terms of the International Monetary Arrangements Act

1983, we are reguired "immediately" after giving any undertaking
under this section, to lay a statement of the undertaking before




each House of Parliament®. Since Parliament will be in recess,
this will take the form of a Command Paperc.

The Chancellor proposes to do this on Wednesday or as soon after
that as the BIS loan is announced. I attach a draft. I should bDe
glad to hear that the Prime Minister sees no cbjection. Our view is
that the operation will be uncontroversial and is wunlikely to
provoke much comment in Parliament.

The FCO will send appropriate briefing to Belgrade and other
concerned posts. Press Officers at the Treasury, FCO and Bank will
have Ouestion and Answer briefing.

As a matter of courtesy, we shall notify the Public Accounts
Committese and the Treasury and Ciwvil Service Seleck Committes.

I am copying this letter to the Private Sscretaries to the Foreign
Secratary, the Lord President, the Lord Privy Seal, the Chief Whips
in the Commons and the Lords, the Governor of the Bank of England,
and to Bernard Ingham.

?:”'rw‘h m@fgﬁl\

CL%T\M{‘;I:':VL

J M G TAYLOR




INDEMNITY TO THE BANE OF ENGLAND
COVERTHG THEIR COMMITMENT TO
THE BANEK FOR INTERNATIONAL SETTLEMENTS
IN RESPECT OF A LOAN TO YUGOSLAVIA

Presented to Parliament
by the Chancellor of the Excheguer
by Command of Her Majesty
{ ] June 1988

LONDON
HER MAJESTY'S TREASURY

Hot to bhe Printed
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'1~IHDEIH'IITT TO ‘THE BANE OF ENGLAND COVERING THEIR COMMITMENT TO
THE BANE FOR INTERNATIONAL SETTLEMENTS IN RESPECT OF A LOAN TO

YUGOSLAVIA

action 2(1) of the International Monetary Arrangements ACt 1983
ampowers the Treasury to undertake to indemnify the Bank of England
in raspect of financial assistance given by the Bank to the central
bank or other monetary authority of a foreign country, in ce-=
operation with the Bank for International Settlements or any
central bank or other monetary authority. Sectien 2(3F of the
Act reguires the Treasury te lay a statement of the undertaking
hefore both Houses of Parliament immediately after giving the

andertaking. This paper fulfils that requirement.

International assistance to Yugoslavia

2. The Yugoslav Government is seeking medium-term firpancial
support through an application to the Iaternational Monetary
Fund for a Stand-By Arrangement, 1in respect of which a Letter
af Intent has been agreed; [through an application to the
Internaticnal Bank for Reconstruction and Development for a
Structural Adjustment Loan] and through negotiation with commercial
banks of many countries which have provided loans to Yugoslavia.
In anticipation of such support, the National Bank of Yugoslavia
sought short-term assistance from the Bank for International
cettlements and the United States monetary authorities. The
BIS facility will provide for §200 millien for a period ending
on 30 Hovember 1983. An additional facility for $50 million
will be provided by the United States. The BIS lovan will be
financed from its own resources, but it has a right of recourse

to participating member central banks. The Bank of England's

econtingent liability under this arrangement 1is f[or a principal
amount of 530 million plus any unpaid accrued interest and cOSts.

The Treasury has agreed to give the pank an indemnity in respect

of this contingent liability.

35 Any sums regquired to meet this indemnity would be charged

aon amd issued cut of the Consolidated Fuand.
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LONDON SWI1A 2AA

24 May 1988
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Forelgn & Commonwealth Office
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YOGODSLAVIA

I had lunch with the Yugoslav Ambassador yesterday. I found
him very worried over the slippage in the BIS bridging loan
and conseguently the final approval of the IMF programme.

He guoted the Prime Minister's words to Djuranovic that once
agreement had been reached with the IMF on a stand-by
arrangement the doors would be anlocked to a good deal of
extra help. He said that he had the impression of faoot
dragging. He wae concerned that the political price of the
measures evisaged in Yugoslavia would becoma evident before
it was possible to announce agreement on the financial
arrangements.

I reassured him as best I could, but given U8 hesitation
over their contribution and Treasury reservations on our
line could go no further than sayving we were still
considering details of contributiens with our international
pArtners.

I find US behaviour baffling, given our earlier lectures to
the Yugoslavs and the political as well as economic
importance of the present deal going through. I also find
our present line rather restrictive. It should be possgible
to say that we are ready tc do our part but that we cannot
dact alone, so that if by mischanca the deal falls threugh 1t
will be clear it is through no fault of ours.

L~

L

i
(Pritt Are

v ”
AR
PERCY CEADDCEI




10 DOWNING STREET
LONDON §WLA IAA

From the Privale Secrefary g May 1988

Yugoslavia/IMF

The Prime Minister has agreed to reply
to Chancellor Kohl's recent message about
Yugoslavia in the terms recommended by
the Chancellor. I am sending the top copy
to the Foreign and Commonwealth Office
for despatch and enclose a copy for your
records.

{CHARLES POWELL)

Alex Allan, Esq.,
HM Treasury.




PRIME MINISTER'S

PERSOMNAL MESSAGE

el No Té7/55....}0 DOWNING STREET
eI LONDON SWIA 2AA
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THE FRIME MINISTER cs =F% O May 1938

! [l AT gLJJAHQk

Thank you for your message about financial support for
Yugoslavia. I share your concern that the Yugoslav economic

recovery programme should be successfully implemented.

It is unfortunate that despite much pressure from
Western governments, Yugoslavia has only recently concluded
an agreement with the staff of the International Monetary
Fund and signed a Letter of Intent. In the circumstances I
am sure we would all have preferred to reserve Judgement

until we had been able to review the plan,

But it is already clear that a substantial IMF Stand By
Arrangement will be needed, supported by generous Paris Club
rescheduling. I can assure you that the United Kingdom will
do ite part to secure the success of both operations, though
we shall be seeking evidence of firm Yugoslav commitment to
the necessary domestic economic reforms.

In your message you also raised the guestion of
preliminary financing. 8Since you wrote, the Bank of
International Settlements has invited the Bank of England and
other participating banks to take part in a bridging loan. I
can confirm that the Bank of England has the Government's
agreement to join in this operation.

ey~

/%W
Hies Excellency Dr. Helmut EKohl
....-'-'-__-_|
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MEETING WITH YUGOSLAV FINANCE MINISTER L‘%{I .

The Yugoslav Finance Minister, Mr Rikanovic, called on the
Chancelleor today. He was accompanied by the Yugoslav Ambassador,
Mr Calevski, the Minister-Counsellor (Economic) at the Yugoslav
Embassy, Mr Mitic, and an interpreter. Mr Lankester and
Me Bottrill (both Treasury) were also present.

Rikanovie recalled hls last meeting with the Chancellor, on
13 October 1987, He had then discussed with the Chancellor the
measures to be undertaken by Yugoslavia to secure a standby
arrangement with the IMF. At that stage, neither side had a clear
view as to how matters would turn out. WNow Yugoslavia was on the
eve of a high quality standby arrangement with the Fund, matched by
/?an agreed high gquality internal programme. He was conscious that

Yugoslavia's creditors lacked confidence in its ability to achieve
| the objectives of the programme. This was unsurprising, given the
recent decade of economic crisis in Yugoslavia. But Yugoslavia was
encouraged by the United Kingdom's positive attitude. Fresh money
was needed, and guickly!
The Chancellor said he was very glad indeed that Yugoslavia had
]been able to conclude an agreement with the IMF. He also admired
the courage shown by the Yugoslav government in being prepared to
jundertake these difficult, though necessary, measures. But, to be
frank, we did have doubts about Yugoslavia's ability to achisve the
objectives set. These were based not only on Yugoslavia's economic
record, but also on the additional difficulties imposed by the
complications of the federal constitution. We understood
Yugoslavia's need for more money: this pointed to an agreed
rescheduling of debts in the Paris Club framework. The UK would
contribute to a consensual agreement here. We would consider
carefully what could be done. It was, however, difficult to think
of ways in which jt would be right to ,implement special
arrangements for Yugoslavia. :




Rikanovic said that Yugoslavia was on the eve of major, radiecal
reforms. Constitutional changes were envisaged which would lead to
a greater market orientation in the economy. The government had
also set up a task [orce to promote the independence of enterprises
in the market. In order to develop in this direction, the Yugoslav
economy needed adeguate support. Free price [Formation was
reguired, which meant a liberalised import regime. But this, in
turn, meant that additional support for Yugoslavia's foreign
exchange reserves was reguired. It would be most undesirable to
implement the new programme, only to have to_halt it after a faw
months.

The Chancellor said he understood exactly what Rikanovic was
saying. He asked Rikanovic about the forthcoming constitutional
changes in Yugoslavia. Rikanovic said that there would be some
reorganisation of the machinery of government. Three Ministries
would be abolished, and two new Ministries set up. But there would
be no essential changes. The Chancellor asked Rikhanhevic whether
he expected to remain Finance Minister. He hoped that he would.
Rikanoviec said that the Yugoslavy Prime Minister had made no
indication that he wished to give Rikanoviec a new portfelio.

Rikanovic said that Yugoslavia wanted Cermany to co-ordinate the
activities of Yugoslavia's creditors. He knew that ¥%ohl had
recently Written to his EC colleagues. Yugoslavia had agreed with

the IMF that its programme could begin if the S$800 millicon
financing gap for 1988 could be filled. The commercial banks had
offered $300 million this year, and 3200 million next year. So a
further 5500 million in 1988 was now reguired from Governments.
dinfuadhs —

The Chancellor said that the Prime Minister had indeed received a
letter from Chancellor EKohl. We were considering our response but
he had to say that we would have great difficulty in doing anything
outside the normal Paris Club or BIS fora.

Rikanovic said that the Yugoslav Central Bank Governor had
discussed the possibility of a bridging loan with his colleaques in
Basle. The Chancellor said that we did understand the Yugoslav
position, and would loock at the options sympathetically in
consultation with our colleagues in other creditor countries.

Rikanovic gaid that quick decisions were reguired, 1if the
introduction of Yugoslavia's new econemic measures was not to be
postponed. The IMF Executive Board meeting to consider the standby
arrangement would take place on 13 May. The Chancellor said he was
not sure whether the IMF Executive Board itself would be able to
meet this deadline, We recognised that early decisions were

required. He could say nothing further at this meeting.




iﬂamkﬁnpying this letter to Charles Powell (No.l0) and John Footman
ank) .
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J M G TAYLOR
Private Secretary
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Message
from
Herr Helmut Kohl, Federal Chancellor of the
Federal Republic of Germany
to
Her Excellency The Rt. Hon. Margaret Thatcher, MP
Prime Minister of the United Kingdom of Great Britain

and Northern Ireland

aad /s
Pl i l“#LA.?FJ qu-1

Dear Margaret,

O the 1%th of this month I had a comprehensive discussion with

Yugoslav Prime Minister Mikulic which was followed by contacts

wWith Minister Makic. My impression iz that the Yugoslav
leadership, by implementing the reforms envisaged im the 71988
economic programme, now has a chance to avert a serious crisis
with unforeseeable consequences. In my view Yugoslavia deserves

gsupport on grounds of foreign and economic policy. It is in the
Wezt's interest that Yugoslavia be enabled to return to the path

of stability. There is a direct relationship between economic
and political stability.

It 15 urgently necessary that the recovery programme negotiated

between the Internmational Monetary Fund and Yugoslavia be

financed and implemented. In the opinion of the Yugoslav

Government and the InEErnatjnnal Monetary Fund, however, the
financing of the programme iz not yet assured. I have therefore
asked Dr. Lubbers, Prime Minister of The Netherlands, whose
cnunt;;HI;;E;ﬂ;Ee !EE yoting group, to which Yugoszlavia, too,

belongs, to make a special effort to secure the programme’ s

financial base, I have also informed him that the Federal

Covernment will seek in the Club of Paris to achieve a generous




T

rescheduling arrangement including interest, and that it is

prepared to assume a share of the preliminary financing of that

interest.

Considering the political significance of this matter, joint

action is in my view necessary, which is why I am approaching
you and the Heads of State and Government of several other
Western countries today. I do feel that comparable contributicns
from Western countries will facilitate a solution to
Yugoslavia's current problems and would appreciate it if you,
too, could likewise participate in the finmancing of the TECOVery
progragme worked ocut with the IMF,

Yours sincerely,

{sgd) Helmut Kohl
Chancellor of the

Federal Republic of Germany




10 DOWNING STREET
LONDON SWIA 2AA

THE PRIME MINISTER, 14 April 1988

f =
(2 i:;u;iiumﬁj
It was a great pleasure for me to meet you in London on
23 March and be able to discuss matters of mutual interest,
especially to hear at first hand of your Government's

determination to tackle Yugoslavia's present economic
problems.

One particular point yon raised which 1 promised to
anguire into concerned the sale of Airbus aircraft to Adria
Airways, [ am told that ECGD and the other export credit
agencies involved are examining the possibility of providing
support for a leasing arrangement. This would be subject to
the reasonable condition that the current negotiations with
the IMF on an economic adjustment programme and the
subsaquent debt restructuring negotiations with the Paris
Club of creditor countries are concluded satisfactorily. It
would also be subject to agreement among creditor agencies
that such leasing arrangements would be excluded from any

future debt reschedulings.

Although I understand that delivery of the first Airbus
ajreraft is not scheduled until next year, Airbus Industrie
will obviously want to be sure that cover is available from

the export cradit agencies. T am told that the partners in

the Airbus Consortium and indeed Adria Airways were prepared

to accept the leasing arrangement proposed.




As we noted during our meeting, a great deal depends
upon the first step of reaching a satisfactory agreement with
the IMF on appropriate economic adjustment measures, which
should lead to the negotiation with your major creditor
countries of a realistic debt restructuring plan that
Yugoslavia can cope with: this is ¢learly a matter of great
mutual concern since, amongst the export credit agencies, the
ECGD has one of the highest exposures on Yugoslavia, deriving

from past support given to your country.

As always, we in the United Kingdom want to extend all
the friendship and support we can to Yugoslavia and I lock
forward to a successful outcome to all the matters we have
discussed not least the supply in due course of Airbus

aircraft to Adria Airways.

i
s Bt

8 S al,
> &GL_M.L:#‘*#

e

His Excellency Mr. Veselin Djuranovic




10 DOWNING STREET
LONDON SWIA ZAA

Fromn the Private Secretary 13 April 19883

YUGOSLAVIA

I enclose a copy of a letter to the
Prime Minister from Mr. Djuranovic, Member
of the Presidency of the Socialist Federal
Republic of ¥Yugoeslawvia.

I am copying this letter and enclosure
to Alex Allan (Treasury).

Lyn Parker, Esg.,
Foraign and Commoenwealth Office.




EMBASSY OF THE SOCIALIST FEDERAL
REPUELIC OF YUGOSLAVIA

—
5 LEXHAM GARDENS, 3 _,)
LOTs)MN, WE 5501 I %\‘l
Tz O]-3 70 6105
I/

London, 1% Aprdl 1283

[edar Madam Prime Minister,

I was asked by H.E. Mr,Vesalin Djuranovic,
Member of tha Frealdency of the 3FR of Yugoslawvias,; to

pragant o You his perscnel letter.

Please accept, Msdem Prime Minister, the
expreasions of my highest considerstion and profound

peraonal reapect.

Mitho Celowvald
* bmbessRGoT

The RE Hon Mergaret Thatcher, NP
Prime Minister of the United EKingdom
of Great Briteln and Horthern Irelond
10 Dovndng Street

Londor SW1




10 DOWNING STREET
LONDON SWIA ZAA

From the Private Secrefary I l!'-E}'I:.' il 1988

YUGDSLAVIA: ADRIA ATREWAYS

Thank you for your letter of 11 Apral
about ECGD cover for a potential Airbus aircraft
sale to Adria ARirwavs. The Prime Minizter
hag agreed to wWrite to Mr. Djuranovic in
the terms proposed.

(C. D. POWELL)

Stephen Ratecliffe, Esq.,
Department of Trade and Industry.




PRESIDENCY OF ‘THE BO0CTALTIT
FEDERAL REPUBLIC OF YUGCSLAVIA Faelgrade,

D_,. (Liecr
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['}/&l.

again, uUpon

tome, for the hospitalits zeorded To me and the
atmosphere I and =y asgociates enjoyed during

T to your country. I returned to Yugoslawvia

once again that the roote of friendship between

are deep and thet the foundations upon which the

saaration betwern our countriss iz baged are firm and

oy ahare my belief
talks we had on the m 1s3BU! f our Bilateral

e INTerndatTiand ST UE on were, also

oceasion, meaningful and truly useful L have reported

wee of our talks to the Presidency of

who have highly appreciated
and openness aAf well as the sprrit of
were conducted, and the understanding
solving the problems we face and the neeades
the further economlec development of our

Ve are

important decisions designed To gi
very-of onr economy and to pave the

rent: We are contident That we shall susceed

The Rf, Hon. Hargeret
Frime Minister

& =

10 Downing Streset




drawing upon cur OWn resources and upon the creativity of our

peaple, for which vou pergonally feound wobrde of encouragement,

as wall as through the cooperation and support of our forelpn

=
r

friends and partners. We expoet that
our two couniries. which we both pnoted was
continae -t ay an important role in these
beliewve that saon
he continusd political dialopgue hetwesn our

We Al'es Rherselore, orward e o your

our country at your earliest ccocnvenience, of course
conltext of your busy scheduls. This would also make
2 TH recliirocate to ¥you the warm hospitality that you
Kindly acoordad To mes.

[ avail myself aof this opportunity

Madam Prime Minister. tThe assurances of

Sincaral

(Zgd.} Veselin




Pradsedniitvo

Socijalisticke Federativne Republike Jugoslaviija

Becgrad
11. april 1988,

Gospodjo Predsednidée Vliade,

Dozvolite mi da Vam, po povratkn o zemldju,
jo& jednom zahvalim na gostoprimstvan i prijateliskoj
atmosferi kojom smo bili okrufeni tokom nedavne po-=
sete Vasoj zemlii. Uverili smo se i ovog puta da su
koreni prijateljstva izmedju nadih narpda duboki, a
ognove saradnje lizmedju nasih zemalja Svrsta.

Razgovori koje smo vodili o najvaZnijim pi-
tanjima nagih bilateralnih odnosa i medjunarodne si-
tuacije, verujem da de te se sa mnom sloZiti, bili
su1 i ovog puta sadrZajni i zaista korismni. 0 sadria-
ju nasih razgovora upoznac sam Predsedniitvo SFRJ
koje je visoko ocenilo otvorenost i duh prijatelj-
stva u kome su oni vodjeni, kao i razumevanijie koje
ste Vi pokazall za refavanije problema i1 potreba da-

ljeg privrednog razvoja nase zemlje.

I toku je donosenje znacajnih odluka koje
treba da podstaknu oZivlijavanie naBe privrede 1 ot-
vore put brZem razvoju. Uvereni smo da demo, oslon-
cem na sopstvena snage i kreativnost naSih 1judi,
za koju ste i Vi naZli refi chrabrenja, uz saradnju
i podrSku nafih partnera i prijatelja iz inostran-

gtva u tome i uspeti. Ofekujemc da de saradnija iz-

medju nasih dveju zemalja, za koju smo zajednicki




konstatovali da je u usponu, imati i dalje znafajno

mesto u ovim nadim naporima.

Verujem da cete se sloiiti sa mnom u Xoris-
nost kontinuiteta politickog dijaloga izmediu naZih
dveju zemalja. Zato sa zadovoljstvom ofekujemo da
cete hiti v mogudnosti da u dogledno vreme, svakako
kada Vam VaSe obaveze dozvala, dodjete u posetu na-
g0 zemlji. To Se biti i prilika da Vam uzvratimo

toplo gostoprimstvo koje ste nama ukazali,

Primite i ovog puta izraze mog poBtovanja,

P igkreno Vag

f o o ~F - -
Ly -'_F_-'.._-"'__ ey Ld _.-f: _,1'__,.-1_,.'-_"".- ‘__.-_If' .?_,:l"ir o

Veselin Diuranovié

ol

Gospodija
Margaret Tafer

Proadeadnilk Viade
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YOGOSLAVIA : ADRIA AIRWAYS
i|- 3 - .. ] ~

In your letger of 23 March to Lyn
Minister's meeting on that day wi
the gquastion he raised about BECGD
aircraft sale to Adria Airwavs.
and indicated that she might wish
the subject. The position is as

) 5

spare parts and spare engines for

Eirst half of 1989 and ending in 1991,

Enterprise

s B
i e A

Department of
Trade and Indusiry

1-19 Victora Sereet
London S%1H 0ET
Swiochboard
01-215 7RT?

BA11074/5 DTHQ G
01-222 2629
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Parker, repocrting the Prime
th Mr Djuranovic, you noted
cover for a potential Airbus
The PM expressed interest

to write to Mr Djuranovic on
follows:

In July 1984 Adria Airways signed a purchase agreement
with Alrbus Industrie for Eive A320 aircraft,

together with
delivery beginning in the
Adria was therefore

launch customer for the A320, against strong US competition:
the USA have in fact supplied most of Adria's existing fleat,

Originally the French and Germans
for the transaction.

[like ECGD) refuggd COver

However, upon learning that the

Americans were preparad to give further cover, they offered to

cover 3 alreratt,

L
a move to cover should be made in

BECGD recognised that Adria is an important case and that

advance of any decisions to

resume medium term cover generally for Yugoslawvia.
Accordingly, ECGD aimed to persuade hdrla to do the deal on a
leasing basis, which should enable the Department to give

cover under asset based financing

into accoant the value of the azsat and the

leggor would be able to repossess

arrangements - by taking
fact that the
the airecraft in the evant of

default - thus producing a much reduced country limit

exposure: £9m against a figure of

it

£40m for full cover.

Tl
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the dbepartmicne for Enterprbse

g i After some argument, Adria eventually agreed to consider
a leasing agreement. Progress on this however will depend
not only on the signing of the next multilateral desbt
rescheduling agreement by the Paris Club (which, of course,
depends upon an IMF Standby arrangement being in place) but
also acceptance by the Paris Club that leasing transactions
will continue to be excluded from debt rescheguling
agreements. To date the latter point has not been decided by
the Paris Club. At the last meeting the agenda was not
completed and it will therefore appear on the agenda of the
next meeting which takes place on 18 April. However, this
initiative has enabled the UE to make a more positive
commitment to our Airbus partners and Adria and should enable
discussions on the financing arrangements to continue.

| draft letter is enclosed for the PM to send to Mr Djuranovic
¥plaining that all depends on an IMF Standby agreement being
greead.

As further background, I should add that, while ECGD has taken
a generally more rastrictive attitude towards the resumption
of medium/long term cover for Yugoslavia than the other
European export cradit agencies, 1its high existing exposure
(of gome E450m resulting from the generous support given for
Yugoslav develapment projects before Paris Club debt
rastructurings began in 1923} is the highest of all apart from
tha U5 Eximbank's. Cover even on the limited scale regquired
for an"wss=t—tmsed financing arrangement will have to be given
under the DX ecriteria. This should be possible in time
provided that a successful econcomic adjustment programme is at
last put in place, as evidenced by an IMF Standby arrangement.
To relax on this point now would, of course, give the wrong
signals to the Yugoslavs at a critical point when we are all
trying to get them to accept a tough IMF programme which
stands a chance of bringing their economy, and foreign dabt
position under control.

Copies of this letter and enclosure are going to Lyn Parker
(FCO), Alex Allen (HM Treasury) and Trevor Woolley (Cabinet
Office).

ﬁm':rﬂ-—f-"

Sep Rarelfl

STEFHEN RATCLIFFE
Private Sacretary
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DRAFT LETTER FOR PRIME MINISTER

His Excellency Mr Veselin Djuranovie,

Fresidency of the Bocialist Federal Republie
of Yugoslavia

It was a great pleasure for mea to meet you in London on
23 March and /be able to discuss matters of mutual interest,
especially to hear at firet hand of vyour GCovernment's
determination to tackle Yugoslavia's present economic problems.

One particular peint you raised which I premised to inquire
into concerned the sale of Airbus aircraft to Adria Alrways.
I am told that ECGD and the other export credit agenciles
involved are examining the poseibility of providing support for
& leasing arrangement, Thia would be subject to the
resgonable condition \that the current negotiations with the IMF
on an economic adjustment programme and the subsequent debt
réstructuring niuatinéiﬁns with the Paris Club of creditor
countries are :nn:luﬁ& satisfactorily. It would also be
subject to agreement amopg creditor agencies that such leasing

arrangaments would be \ excluded from any future debt
reschedulings, )

Although 1 understand that delivery of the first Airbus
aeircreft is not scheduled uhtil next year, Airbus Industrie
will obvicusly want to be sure that cover is available from the
export credit agencies. I told that tha partners in the

Airbus Consortium and indeed Adria Adrways were praparad to
accept the lessing arrangement proposed.

Ag we noted during our meeting, great deal depends upon the
firat step of reaching a nutiufucthry agreemant with the IMF on
eppropriste economic adjustment medsures, which should lesd to
the negotiation with your major ereditor ocountries of &




realistic debt restructuring plan that Yugoslavia can copa
with: this is clearly a matter of grest mutual concern since,
amonget the eaport Credit agencies, the BECGD has one of tha
highast exposures on Yugoslavia, deriving from past support
given to your country.

As always, we in the United Kingdom want to extend all the
friendship and support we can to Yugoslavia and I look forward
to a successful ocutcome to all the matters we have discussed,
not least the supply in due course of Airbus aircraft to Adrie
Alrways.,
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FM BELGRADE

TO DESKBY 050930% FCO

TELND 93

OF 0507051 APRIL B8

INFO IMMEDIATE UKDEL IMF/IBRD WASHINGTOM
INFO PRIORITY BOMNN, PARIS, ROME

BELGRADE TELNO ?D: IMF/YUGOSLAVIA rx{gf

T. ACCORDING TO THE GERMAN ACCOUNT, RUSSQ TOLE THE FINANCE
MINISTRY IN BONN ON 30. MARCH THAT A MEMORANDUM OF UNDERSTANDING HAD
BEEN INITIALLED BETWEEM THE IMF MISSION AND THE YUGOSLAVY GOVERN-
MEMT, WHICH WOULD RELEASE BOLLARS #EE-HILLIQH OYER A 12 MONTH
PERIOR. THIS NOW REQUIRED THE lPFEEl#L OF THE IMF BOARD, WHILE

THE YUGOSLAVS MNEEDED TO AGREE THE RATE OF DEVALUATION WITHIN A
WEEK. : Cred

£. BEFORE THE IMF WOULD PUT THE MEMDRAMNDUM TO THE EXECUTINE DIREC-
TOR, THE YUGOSLAY GOVERNMENT NEEDED TO FULFIL VARIOUS CONDITIOMS:

E— ]

-

(A) REAL DEVALUATION OF DINAR BY EE_EEE CENT (33 PER CENT IN DIMAR
TERME) IN 2 STAGES. (THE YUGOSLAVS HAD BEEN PREPAREP TO AGREE
ONLY T0 20 PER CENT IN DINAR TERMS):

(B) LIBERALISATION OF FURELGN EXCHANGE ALLOCATION AND PHASING OUT
OF ARTICLE 110:

(C) LIBERALISATION OF IMPORTS FROM THE CURRENT 26 PER CENY TO 40
PER CENT OF TOTAL IMPORTS (AND NO IMPORT RESTRICTIONS FROM 1990):

(D) LIBERALISATION OF IMPORT PRICES:

(E) INTRODUCTION OF MANAGED FLOATING OF THE DINAR.

3. FOR THE PROGRAMME ITSELF, WHICH RUSS0 COMMENDED, THE IMF HAD
AGREED TO AN APPROACH WHICH WOULD HOLD THE IMFLATION RATE UNDER
100 PER CENT IN 1988, AND KEEP REAL INTEREST RATES POSITIVE BY AT
LEAST 2 PER CENT.

4, THE IMF RECKONED THAT DOLLARS 1.5 BILLION OF FINANCING WAS
NECESSARY, WITH DOLLARS 500 MILLION EACH FROM EDUERHHEHTE,}
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COMMERCIAL BANKS AND THE IMF ANMD WORLD BANK. THE IMF UNDERSTOOD
THAT MIKULIC INTENDED TO WISIT BONN 500N TO SEEK ACTIVE SUPPORT

FROM THE FRG. THE CLOSING OF THE FINANCIAL GAFP WAS AN IMFORTANT
PRECONDITION FOR THE PROGRAMME AWND FOR WNEW CREDITS.

5. THE YUGOSLAY GOVERNMENT WANTED AGREEMENT ON THE PROGRAMME BEFORE
MID-®MAY WHMEM MIKULIC'S MAMDATE WMAS DUE FOR RENEWAL. THIS MEANT

THE IMF MUST PRESENT ITS REPORT AND RECOMMEWDATION TO THE EXECUTIVE
DIRECTOR IN APRIL. THIS TIME=SCALE WAS TIGHT AMNP SEEMEDP UNREALISVTIL.
BUT FURTHER DELAY WOULD ALSO CREATE PROBLEMS,. EG THE AGREED PERFORM-
ANCE CRITERIA WOULD REQUIRE REVISION.
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10 DOWNING STREET
LONDON SWIA JAA

From the Private Secretary 28 March 1988

The Prime Minister has asked me to thank
you Ifor your letter of 25 March. GShe wvery
much appreciated the kind gift from
Mr. Djuranowvic. She also sharsed his very
positive assessment of their talks and his
vigit.

(C. D, POWELL)

His Excellency Monsieur Mitko Calovski
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EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

¥ LEAHAM DA HLDENS,
LOWNIDaON, WE SBLI.
Tai: H1-370 G105

Baf'ore lesving Londom todsy, His Excellenioy
Mr, Vesalin Djuranovic, Member of the Presidency of
the Socislist Federel Republic of Yursalavia, asloed me
Lo comvey to you once more his gratituds for your
hospitality and the attention you, your Ministera and
afficials accorded to him during his visit to London.
He left London very happy indeed with the substantive
friendly talks he had with you snd your Ministera.is T
understend, he is writing to you directly from Belgrada.
1 wes alsc asked to thank you for your very kind prassant
and to enclose to you & tdieen which mey remind you of his

vigit,

I teke this opportunity, dear Madam Prime
Mirmdster, alac to exprass my own deep gratitude for the
attention and kindness you also accorded to me personally

on this particulsr occaslon and remain with expressions

of my highest congiderstion snd profound perscnal respect.

The Rt Hon Margaret Thatcher, MP
Prime Minister of the United Kingdom
of Great Britain and Northern Ireland

10 Cowndng Strast
Leodon.




Your Excellency Prime Minister,
Ladias and gantlamen,
Dear friends,

I should like to thank you
sincerely, on behalf of the members of
my party and in my own name, for your
warm hospitality. May I also say how
muach I appreciate the kind words addres-
sed to my country. I wish to express
my pleasurp atg being in Great 2ritain,
thus hawving the Opportunity of becoming
better acquainted with your beausiful
country and

and views.,

people, your achievemants

The relations and diverse
ties between the peoples of our coun-
tries can be traced as far hack as the
nineteenth century. Howaver, the founda-
tions of our present-day relations, bLa-

sed on the principles of independence

and sovereignty, were actually laid by
Marshall Tito and Sir Winston Churchill
in the diffieult,

vet glorious days of
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common struggle against fascicm,whan
trials showed who true herces ware” in
1 should like to recall that the
rime Minister was “he first fo-
statesman whom the leader o the

national liberation struggle of the ¥i-
goslav peoples mat during the war, in

1944. Therefore I am referring to a tra-

dition upeon which we have developed egui-
table and ratually beneficial relations,
which have made it possible for us +to
conduct ‘a friendly, open and frultful
dialogus, az we did today.

Prime Minister,

Like you, we also acsces

new course of an easing of
Europe to be an encouraging cne. The So-
cialist Pederal Republic of Yugoslavia

has always resolutely opposed the settle-

ment of international disputes and probh-

lems by force and intervention, and has

always stood firm against interference
in the internal affairs of other
E

coun=

ries and against all brms of domination,




2
while invariably advecating the settle-
nent of international disputes and prob-
lems by peaceful means, with full res-
pect of sovereignty and territorial inp-
tegrity and the right of each nation to
be the masters of their own fate.

Taking these lasting prin-
clples as a point of departure,; we are
mnaxing every effart today to contribute
a5 much as possible to the pPracess of
the relaxation of tensions and to all
positive developments in-international
relations, This is Corrovorated by our
activity in the Movement of Nonaligned
Countries, our Participation in and hos-
ting of the Meeting of the Ministars of
Foreign Affairs of the Nonaligned Coun-

trieg of the Medlterranean and the re-

cently held Meeting of the Ministers of
Foreign Affairs of

the Balkan Countries,
a8 well as by our activity in
of nonaligned an
LSCE

the group
d neutral countriesg at
meetings and by our efforts at ma-

Oy other international fora and in the




q .
UN to promote constructive tendencies,
cooperation and understanding in resel-
ving the numerous problems of the pre-
senht—day waorid.

We pay tribute and extend
our full support to all the participants
in the new process of detente,but at the
same Ltime we are aware of the fact that
this i1s but an initial step. Therefore
we believe that things sheuld not be al-
lowed to grind to a halt, but that every

effort should bhe made +o turn this into

8 continuing process of disarmament,the

relaxation of internaticnal tensions and

the further democratization of interna-

tional relations, working for a world
of peace, a world rid of arms. True,this
i a visicn, but alsg an ohjective which
we should by no means renounce but, on

the contrary, for which we-mast strive
for the sake of mankind and its future,
of humankind and its well=-being.

In Yugoslavia we alwavys
emphasize that Europe belongs +o all
Eurcpeans and that all the CSCE parti-

cipants have not oenly the duty but also




the right to take part in it. We look
even further ahead and we beliesve that
if these processes are to become lasting
ones they should gradually assume uni-
versal proportions, thus becoming the
common endeavour of all, not only of
Eurbpean nations. I should like to assu-
re you that nonaligned Yugeslavia will
continue rendering its own contribution
to the stability of relations in our
continent. This policy was charted by
President Tito and it remains our firm
and abiding commitment.

In such conditions realistic
pessibilities are being opened for the
better and faster resolving of other ma-
Jjor world problems, such as the Urgent

extinguishing of flash Points of seriocus

regional crises and war conflicts, and

especially resolving one of the greatest
¥ o 0

problems faced by mankind today - the

Plight of developing countries. We are

deeply convinced that thare is an indis-
soluble link between the procegss of dis-

armament and tha relaxation of tensions
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on the cone hand and seeking zcliutisns
for the underdeveloped world on the ok-

ner, Feace reguires the prosperity of

all. The economic pregress of all requi-

¥es a world rid of wars and weapons.The-
refore we rightfully say that develop-

ment 15 a new name for peacsa.

Ladies and gentlemen,

Dear friends.

Having made dynamic soeizl
and economic progress in the post-war
¥years, which changed +he face of the
country, Yugoslawvia is Presantly going
through a very complex pariod in its de-
velopment. We are facing major economic
difficulties, which make the situvation
that we are in a crisis,

These difficulties are not
insurmountable, We are confident that
we have potentials of our own, capable

necessary material pre-
resclved to overcome

ficulties by relying upon




Tra
GUr oWwn resources, with the inevitabhle
self-sacrifice involved.

A procedure 1s under way to
amend the Constitution with a view to
further strengtnening democratizatction
processes and improving the efficiency
of the Federation in ite work.

The gystem of socialist self-
“management can prosper only if sustainsd
oy the operation of market laws and cri-
teria. That is our fundamental postulate.
It is on that basis that wa are now e
barking upeon ‘changes in the economic 5ys-
tem and new economic policy measures,

Realistically assessing all
the ecircumstances and the situatien that
We are in, we are of the view that our
internal efforts will be more productive
and yield results sooner if they are ac-
companied by the support of cur parthers
from abroad.

We belisve that this iz in

our mutual interest, in the interest of

keeping the flows of our economic coape-

ration uninterrupted, that it weuld s Tene—

then Yugoslavia“s internaticnal position




I should like to express my
satisfaction with the talks we had this
morning, Prime Minister, particularly
with the axpression of Your support,
which you now reiterated in Your toast.
I also appreciate vour frankness and the
exchange of views we had on a wide range
of subjects, thus actually continuing
our dialogue from 1980, when I had the
honour of heing ¥Your host in Yugoslavia.,
We remember your Pravious visits to our
Country as well and we look forward to
welcoming you again soon, we hope.

1 would like to add that the

evel of relations that we have reached

le
F:— L

ovides new scope for bilateral coope-

ration, which makes it necessary to con-
tinue exerting concerted efforts. wWith
the momentum of the new scientifie and
technological revalution we must cseek
new ways of developing cooperation and
constantly enrich our eXisting coopera-
tion with new substance. To that end our




economic relations, which we assess as
positive and which are becoming more ha-
lanced, should necessarily be upgraded
with new and more sophisticiated forms -
industrial co-production, scientific and
technological cooperation, joint venturss
and projects in the markets of third coun-
Eries. We believe that this would be in
mutual interest. It 1= encouraging that
we agree that this is the only way of
raising our overall economic relatiens
to a higher level.

We do have livelvy cormunica-
tions and an all-round dialogue at all
levels. Cooperation in the field of tou-
riem, which vou have meENTtioned; is sl=so
developing successiully. I should alss
like to add that our cultural ties have
advanced and, wihich is very lLmporcant,
that there is a dynamic flow of people
and ideas, which substantially contri-

butes to our better mutual understanding

I believe that all of this

is an example of how two countries with




different internatienal
social systems can cooperat

Frime Ministar,

May I propose that you join
me in a teast to the good health of Her

Majesty Queen Elizabeth II, to your good

tealth, Prime Minister, to your associa-

tes, as well as to the development and

promotion of the relations between our

two countries, to peace and equitable

cooperation.
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From the Private Secretary 23 March 1988

ASTHRL AN

PRIME MINISTER'S MEETING WITH MR. DJURANOVIC

The Prime Minister had a talk this morning with
Mr., Vesselin Djuranovic, Member of the Yugoslav Presidency,
before her lunch in his honour. Mr. Djuranovic was
accompanied by the Yugoslav Ambassador. HM Ambassador,
Belgrade, was also presant.

Welcoming Mr. Djuranovic, the Prime Minister said that
she would be interested to hear about Yugoslav's economic
problemes and negotiations with the IMF, She would also
walcome an account of Mr. Gorbachev's recent visit to
Yugoslavia. Mr, Djuranovic said he would be happy to discuss
both points, He would note straight away that relations
batween Yugoslavia and the United Kingdom were in very good
Bhape.

Yugoslav Economy

The Prime Minister said that Yugoslavia clearly faced
very serious economic problems, particularly inflation and the
lavel of indebtedness. The pressing need was to agree a
standby arrangement with the IMF. While this would certainly
require difficult decisions, the nettle had to be grasped.
Speaking frankly, she was not clear whether the problem was
that the Yugoslav government did not know what needed to be
done; or whether it was 3imply unwilling to do it,.

Mr. Djuranovic said that one of the main objectives of
his wisit to Britain was to present the situation
realistically. Yugoslavia had been pursuing a long-term
aconomic stabilisation programme with the cbjective of
maintaining a high rate of economic growth and of servicing
and repaying Yugoslavia's debt promptly. However, experience
of the last three years had shown that it was virtually
impossible for Yugoslavia to achieve these objectives. They
now faced stagnation in growth, while an unacceptably high
proportion of foreign exchange had to be devoted to paying off
debt. Indeed, last year thera had been a negative rata of
growth while 40 per cent of fereign exchange had gone to
payment of debt interest. The Government now realised that

CONFIDENTIAL
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the original objectives had been unrealistiec. Moreover,
Yugoslavia had made another fundamental misjudgement in
believing that they did not need to reach a further agreement
with the IMF, Unfortunately the whole question of relations
with the IMF had become politicised or, more accurately,
ideologised in Yugoslavia. People had thought they could do
without the IMF. Wow they recognised that they could not.

Mr. Djuranovic continued that Yugoslavia had as a result
set itself some clear objectives: to seek a new standby
arrangement with the IMF, to keep its debt sarvice ratio to
25 per cent, to try to contain its debts at the present level
until 1995 and to strengthen its foreign exchange reserves.
Negotiations with the IMF were at present in progress covering
three main issues, The first was price liberalisation, import
liberalisation and establishment of a foreign exchange market.
The Yugoslav government was in Favour of all three and
diffared with tha IMF only on the speed with which they could
be put into practice. The IMF wantad to see them introduced
straightaway: the Yugoslav government thought they shonld be
introduced more gradually. The second issue was the target
rate of inflation., The IMF had proposed reducing it to
50/60 per cent by the end of 1988. In the government's view
this was unrealistic and it now seemed likely the IMP would
agree that any rate below 100 per cent would be satisfactory.
If prices and imports were liberalised there was bound to be a
considerable degree of inflation. The third was devaluation
of the dinar. The Yugoslav government was prepared to
contemplate that, but differed with the IMF on the scale of
devaluation.

The Prime Minister said thera were broadly two approaches
to IMF requirements., You could accept them but say that they
should be applied over an extended peried of three or four
years, Or you could decide to take harsh measures
straightaway. It was really a gquestion of psychelogy. Peopla
oftan understood better the need for harsh measures in the
short term with the prospect of some relief thereafter, to
extending the agony. Mr. Djuranovic should take heart from
the successas which had been achieved, for instance, in
Israal,

Mr. Djuranovic agreed with the Prime Minister's comments.
But some account had to be taken of Yugoslavia's structure.
It was a multi-pational community which meant that thers were
many different interests to be reconciled. Decisions which
could be taken quite straightforwardly in some countries
required careful negotiation and balancing of interests in
Yugoslavia or they would be destabilising. It was difficult
therefore to bring about the transformation of the aconomy
which was requirad, But there were no basic differences with
the IMF. Their disagreements concernad not whethar Yugoslavia
should take action, but how much and how fast. Yugoslavia
desperately needad the support of the IMF and of other
governments

The Prime Minister said that once agreement had been
reached with the IMP on a standby arrangement, the doors would
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be unlocked to a good deal of extra help, for instance with
the rescheduling of Yugoslavia's dabts. The future of
Yugoslavia was a matter of great concern to all of us, We
were aware of the country's diversity and the risk that this
could be exploited to cause instability. Her advice to

Mr. Djuranoviec was to bring negotiations with tha IMP to a
speedy conclusion and make a major effort to explain the
outcome to the Yugoslav people.

Mr. Djuranovic said that political considerations had
alsc to be taken into account. Yugoslavia was having to steer
a very difficult course. They did not want centralisation or
repression. But equally there was a risk that
decentralisation would unleash centrifugal tendencies. A
constitutional amendment would be introduced this year to
strengthen the Federal Government, with the aim of making
Yugoslavia more stable. These efforts were intended to
parallel the econcmic measures which he had described.

The Prime Minister said that it seemed to her that
Mr. Djuranovic had made a very full and basically correct
analysis of Yugeslavia's problems. That in itself was a major
step towards a solution. As soon as there was agreement with
tha IMF, we would do what we could to help. She urged
Mr. Djuranovic to cheer up: while Yugoslavia's problems were
considarable, they were far from insuperable and the long-term
prospects were good.

United Kingdom/Yugoslavian Economic Co-operation

Mr. Djuranovic said that economic co-operation between
Britain and Yugoslavia was developing successfully but not all
the possibilities had been tapped. The main problems arose
because of Yugoslavia's economic difficulties. But on the
British side, there was a particular problem over ECGD which
was withholding credit for exports to Yugeoslavia. While he
understood the reasons for this, he thought that we were being
too inflexible. For instance, both France and Germany had
agraeed to export credit for the sale of Airbus to Yogoslavia
but the United Kingdom had refused. Yet this was guite
clearly an economically viable praject.

The Prime Minister explained that, when countries were
experiencing economic difficulties and had failed to reach
agreement with the IMF, we had no alternative but to limit
ECGD support. She was not aware of the specific case of the
Airbus and would look into it. But the key was for Yugoslavia
to take the right long-term action to get its economy into
order, and then all sorts of other things would become possible.

British Claims

The Prime Minister raised the matter of Yugoslavia's
failure to settle British claims Eollowing the mid-air
collision between British and Yugoslav aircraft over Zagreb
in 1976. We understood that Yugoslavia might encounter
difficulties in actually paying claims. But what hurt us was
her refusal to acknowledge liability. It was a matter of
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grave concern that a claim remained unsettled after twelve
years. 5She understood that negotiations might be possible.
If not, it threatened to become a major political problem.
She hoped very much that Mr. Djuranoviec would consider how a
solution might be found.

Mr, Djuranovic said that Yugoslavia had never denied the
humanitarian aspect. Varlous ideas, such as indemnity, could
be discussed once the legal processes had been concluded. The
Yugoslavian Government would be willing to enter into
discussions at that point.

European Community/Yugoslavia

Mr. Djuranovie said that there had been good progress in
Yugoslavia's relations with the Buropean Community last year
with the conclusion of new Trade and Financial Protocols. The
joint Working Group which had been set up would meet in April.
Yugoslavia was looking for increased support in two areas:
more favourable trade access to the Community market and halp
for Yugoslavia to adjust to trading with the Community once
the internal market had been completed. It was necessary to
remember that the Community and Yugoslavia were not on an
egqual footing. Yugoslavia's special status as a European
developing country had been recognised. Yugoslavia
desperately needed to be able to earn more foreign exchange.

The Prime Minister said that the fature of Yugoslavia
mattered a great deal to the European Community. But many of
the products Yugoslavia wanted to export caused difficulty.
Completion of the internal market should ba a stimulus to the
Community's external trade as well, from which Yugoslavia
sheuld be able to benefit. But she came back to the point
that the first and most crucial step was to put the economy in
order and not run away from difficult decisions,

Conclusion

The Prime Minister again urged Mr. Djuranovic to cheer
uap. Britain was a great supporter of Yugoslavia, indeed his
country had no greater well=-wisher than Britain.

Mr. Djuranovic recalled the help that Yugoslavia had received
from Britain in the Second World War. He hoped the same
spirit could ba re-created now.

The Prime Minister does not recall anything of great
moment emerging in their talks over lunch. The Poreign
Secretary would have filled you in on hls own conversation
with Mr. Djuranovic.

The Prime Minister would like to know the position on the
sale of Airbus to Yugoslavia (which was not covered in her
brief). She may wish to write to Mr. Djuranovic on the
subject.

CORFIDENTIAL
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I am copying this letter to Alex Allan (HM Treasury),
Stephen Ratcliffa (Deparbtment of Trade and Indusktry), Brianm
Hawtin (Ministry of Defence) and Trevor Woolley (Cabinet
Cffice),

l:)hm

C D POWELL
"

Lyn Parker,; Esg.
Forelgn and Commonwealth Office

CONFIDENTIAL




Foreign and Commonwealth Office

London SWlA 2AH

27 March 198BS
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Deor Clotas,

Dijuranovic Visit: Yugoslav Speech

The Yugoslavs have just given us-the enclosed copy of
the speech which Djuranovic will make. at the Prime Minister's
lunch for him tomorrow.

"PU\—\'&WH

o

Private Secretary

L Parker

C D Powell Eag
LD Downing Strest




PRIME MINISTER

VISIT OF THE PRESIDENT OF THE FEDERAL EXECOTIVE COMMITTEE OF
YUGOSLAVIA

You will be having talks, followed by lunch, with

Mr. Djuranovic tomorrow. The procedure will be exactly as

the Heir Apparent of Qatar: welcoming ceremony in the FCO

Courtyard, talks in the Cabinet Room, lunch at 1245.

—— —

¥You read the briefs over the weekend and will need to look

them again only briefly.

I attach your speech at lunch. This has now been given to

Yugoslavs for translation into Serbo-Croat.

I alsoc attach, immediately behind this minute,; somz telegrams

Erom Belgrade about Dijuranovic's visit here and Gorbachev's
i __'ﬁ I ] i
vigit to Yugoslavia, which are relevant.

e

- L]

Charles Powell
22 March 1988

DGICOE
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Foreign and Commonwealth Office

London SWI1A ZAH
21 March 1988
c 00
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Dijuranovic Visit: Prime Miniater's Speech

You asked for decantly printed copiles of the speech for
diztribution to the Yugoslav delegation at Wednesday's lunch.
I attach some copies of the text in
are themselves translating
coplies to their team.
¥ou have it beforehand.

t)mqﬂﬂxrﬁfl

English. The Yugeoslavs
it into Serbo-Croat, and will distribute
He will obtain one and ensuce that

L tor

LL Parker)}
Private Sscretary

C I Powell Esg
10 Downing Street
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TR LIST=EM, HND HIS ADCMISSI0ON OF THE BEXTENT DF
HLM AND HI1S POLICIES WITHIN THE SOVIET LINLEN
HAVE HEEMN GRZATIR THAN THEY HAD BEL IEVED. AL
PROGRAMME DID MOT ALLIDW FOF4 TRELES W210H HBD T
TH= ISSUES IN DERTH, HS FLETTER=D TREM BY Tawis
T BE A GENUINS I[NTEREST [N THEIA SMLICIES &MD
ESIECTIALLY THe WY YUGOSLOYVIA HAS CLOED wITH
PROBLEMS. THE HROSOECTS FOA /kE SELS—mMOnNGIEEMEN ]
FORTLANES OF THE NOn=00 NS0 SOWEMSRT. HE FHERERY SLE=Es|
IN FUNTHER CONVINCINS THEM He RECEESEMTS A REH FREmMGvE S0
WHICH DESERVES A= lH BUPPHRT MDD THOT THE DEMANDE Lre
FERCETROIKA BRE SUCH AS T MEKE A FOHE PRAGMATIC END WED
RPRROACH TO FOREIGN BFFELNY YH sSIET ORT IDN.

-
)
]

M T U A

.5 THE YUBGOSLAV-SOYIET RELATIONSRID Ras IN ANy (i i

rHA FORE FRAGMEMIC GND Losy ID=E0LDEICAL STNLE [TE3YS DEA
BND THE USSR HAS NOT SEEN DEMANOINSG OF RIS COUNTARY, AeRHES
RCCEPTING THAT IT FRLLS CUTSIDE ITS SUSTAINABLE BREH-EHE (R
INFLUENCE. Ths PLALIC EFMPAas[S O THE B [ Hi= ==
q_._LI'"T:Ll‘-::H‘I.I:-'.. I HE "'F':.l."'-l..l!.-"_I::.:\- GF THeE 1955 BND "E:" =i
THE VALIDITY OF OIFFERENT ROEDS Til sOUIolISm AND <1 UN ks
MONETAELESS REVEQ_ING OF T-e LONTINOING NEURH GIE “OiNTS A
YUBOSLAV-3OVIET AFFAIRE. GOAEACHSEV'S COMMENTS 0N  FE 1%4.4

] o ]

EvilenT 2ROSRESS

LT e

BREAK WERE UNDERSTENMDING OF YUSOSLAY FEELINGS GMD INTERESTS.

AND WENT DOWN WELL HERE.




fa THE MOST TANBIBLE PRODUCT OF THE YIBIT Was THE JOIN
DECLARATION ISSUED ON 14 #MERLH (MY TELNDS 79 BND B0 WHICH
BOTH SIDES CLAIM TO BE OF WIDE SIGNIFICANCE OF DRINCIDLE.

A PROGRAMME TO BOVERM THE IILRTEARSL ECOMNUMEC RELETIONSHIP WAaS
=S50 EI'IU"‘J._-H., L 1:; FHALA Ly T'?I r'-u'_l 7 g w|—|j-_|_g; I_I-“I l.'-‘-lr_ﬂ-:"'..::.‘;.‘.';.
THIS WAS., APPARENTLY. A FRAMSWORS SSREEMEMT WHICH Wil rREED
CONST DERARLE ELABOARTION BEFLRE IT CAN EBE TUnED INTO CONGR=TE
RESLIL TS, IHE SAME GCES FOA YUGDSLAV-SOVIET INTEATIONS TU
INCREMS= THEIR JOINT VENTURES AND OTHER OULTE HIGHER EOAns

OF COOPERAT ION, IT WiLe I SRACTICSE BE WIFFICULT 70O REVEARLS
[HE BRESEMT MERAR=D FOLL IN RICLGTZBEL RADE. ESPZIT&LLY WwhIl
THE WORLD ARICS OF SOVIET WAY MATERLIGLS WEMAINDS LGW GND 1F Tee
RLERIANS MAKE bOUD ON THEIR LEMAND THEY TASKS ONLY TOd 0QUSLITY
YUGDSLAY GDO00DS IN FUTURE, iHE WRESTION OF WHRT T DY) &EiiT
THE FRESENT LAFRGE AND CRIOBRBLY BRIWING SOVIST LDEERT 10 YoiE0=Sy v ]a
WAS EXTENSIVELY DISCUSSED, AND RERITTED FOR FURMRE? NEGUTIGT IO
BURIMGEG BN EMENTUALE UISIT BY. THE BGVIES fifE MEnIST=8,

=i THERE WiIlL 80 DOUBT MOW BT OW JINSRESSS T TR =¥{) iR
YUBUSLAV=SOVIET ENCHANGES. GORBACHEY AWLEARED TO ENJOY
HIMEELF  ALTRUOGH 11 SESrED HE WANTED TU MEET RORE 040 1HOSY
YUGHSIAVE, Wkl #ESAONDED Tu MIM WITH FRIEND Y LURIOSTITY T Fas
LHRGER NUMBERS THRAN WULLD Tuss GUT FOR AMY YOBEISLAY POLITICI A,
EUT TREHE 15 kO WBY OF KNOWING WHAT HE SALD CE KIS H RLT Lo
TO RAIER BEFURE TEEY WENT TA-S-E=5SnD 0 FEENS YT TO
DIEiET_'I?:-_?'? KHETHER RHE LEARW=D EMNY T HING AELEWSINT HERE FOS 4195
FUTURE ROLICIES. O SCHEOL OF THUWSIRT I8 HE [Us. REVE LOLR=0
AT YUBOES_AVIA 65 BN AWAFUL wWHRNIMG BOTR BS 10 ECONOSTER A
NATIONALITY POCTCI=ES. L FIND THRT TO99 SIMBLISTIC: TEeR= ORE
POSITIVE THINGS BOVIET PDLITICIANS CDULD LEARN. HERE 0S5 LeEll &5
MISTAKES Td AVOID. BUT WITH (He PUSSIKLS ELCE-TIINS JE THE
SLOVEME, HUCkHMN. AND THE CROAT, ANTE MARKOVIC. NIGE OF
YUGBOSLAYS BOREACHEN MET SESM LIHELY T4 HEvVE mals ICH
INTELLECTLRL IiMI=ESSION ik HT i, BND EOR BLLE The =

IMARCT GORBACHFEY HAYD ON ThE YUGBUSLMVS =S MET

T BUPBIRE T=E LATT=E/ " FELT THEY FAD- GaY 1D=EOL

POLITICAL LESSLNS TO LEARW BT HIY EFEET. T MR INS

BF TrE YISIT WAS 70 CONFIRYM THAT IT IS CHanNseEs I THe

UNION WHICH BRVE ALLOWZD THAT COUNTRY'S RELAT LunsSk] 3
YULBUSLAVIA TO b=T ON A WORE RelREel. CUusNFIDENT &ND L

INTENSE Fvd TEAT FLTLURE SAlERESS S80S 3 D=F=nD1

THE EVOLUTION OF SOVIET mAT=Er THAaN YUBGSLAV POLICIES,
FPERESTROIRA,

B MY PRELIMINEBRY ASSESSYAENT THEREFOAE (THERE How w3 BEEM
CHANCE S0 FAA Tu SET BMY LETRILED ARCCOUNT3 FROM SITEER O
THE PRRETICISANTS) IS ToAT THeE VISIT CONFORMED TO EXNECTOT
(MY TELND B4), IWM CONSOLIDATING 4 Siase IN THE

EVOLUTION OF THE YUSUSLAV-SDVIET RELOTIONSHIP RATH=H 7HaN
FORMING A BRSIS FOR NEW DERARTUNES. ke MEY k=il BESFE BN
INCREASED YUGDS AW WILLINGNESS TO GIVE THeE RUSSTANS THE
HENEFIT OF THE DOUBT. ESPECIALLY 14 FORSIEN QFFAIRS. AMD A
MUTLAL EFFOAT TO THICKEM U BILATERAL LINAS. BUl I KNJw UF
NOTHING TO SUGSEST 1HE YLEUSLHEVS HAVE NEDE EN{ S.GHNIELCHN
CONLESSIONS OR =VEN THAT THe wUSHIARS FRSSSED FOR Ther - S0
THAT THE BRSIC RELATIGNSRIWY <EMAING UNCHAMSET. H=
SOSENTIRL DRIFT RERE CUNTINJIES 10 FE 1048305 THE WEST. AOT
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FRIME MIMNISTER

MEETING WITH MR. DJURANOVIC

You will be meeting Mr. Djuranovic, whos i in effect
President of Yugoslavia, on Wednesday. There will be a guard

— il

of honour ceremony in the Foreign Office Courtyard at 1145,
followed by a meeting at 1200 and lunch at 1245.

———

You will £ind a note about the wvisit in the meeting folder.
His wigsit includes an aundience with The Queen and a wisit to
the Cambridge Science Park. He was President at the time of

Your visit to Yugoslavia,

Yugoslavia has got itself into a frightful mess (inflation
e ——

over 100 per_cant, axtarnal debt of 520 billion) and there is
little sign that they are getting to grips with it. The main
purpose of your talk with Mr. Djuranovic will be to urge him
to grasp the nettle of good economic management and reach

agreement with the IMF om a Etanﬂ@i_hr:anQEngt. At the same

timea, we want to show political support for Yugoslavia as a
vulnerable country in a strategically important position. The
meeting will also be an opportunity to obtain an up-to-date

——— R —
agssessment of Mr. Gorbachev's views and pre-occupations: he

has been in Yugoslavia this week.

e

Following from this, the main subjects you will wish to
discuss are sat ont helow.

Economy and Debt: you will want to talk to him

frankly about Yugoslavia's deepening economiec crisis.

=

They really have no alternative but to introduce more
market-oriented policies. No-one pratends it will be

—

easy but there is no other way. We welcome their

decision to seek a Standby Arrangement from the IMF.

If he suggests that we should give Yugoslavia a
bridging loan, you will want to say that this is not

the answer. We agree that they need a long term

restructuring of their debts. We will help with that
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in the Paris Club but only once thea Standby

Arrangement has been agreed.
A —————S—r

East-West Relations: you will want to ask him abount

Gorbachev's recent visit ko Yugoslavia and any points

of particular interest which emerged. You will want

——e S o) = .
to give him an account of the recent HATD Sammit.

EC/¥ugoslavia: The Yugoslav Prime Minister wrote to

you last year urging improved treatment for

Yugoslawvia by the EC. New and more favourable trade

and financial arrangements have now been negotiated.

You will want to claim some credit for these. But if
the Yugoslavs want better access to the EC market in

the longar term, they must be prepared to offer

greater reciprocity (which in turn meana that they

muzt work towards a more market-oriented economy).

—

Zagreb Claims: you will recall the mid-air collision

betwean a Euguhlav and British aircraft o over Eagreb

in lHqE: The ¥Yugoslavs are still refusing to accept
11&EIlit? for this: indeed their courts recently
ruled that the British Airways claim for £12 million
WS Eime Barreds T British Airways have prﬁsseﬂ for a
TFFIEW.ﬁF this decision, but no reply has yet been
received. You need to speak to him quite severely on
this, making clear that it represents a real
political problem in our relations. We would be
ready to work for a "political' (i.e. nagotlated)
settlement but what we cannot accept ls blank refusal
to accept our claim. You wvery much hope that wa can
tell the press after the mesting that some progress

has been made towards settling this mattar.

There are a number of relatively minor points whceh he might

raige;
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Activities of Croatians in the United Kingdom. We

have no evidence that they are up to anything
i1llegal.

Bilateral Co-operation against terrorism: we are not

keen, because they will simply bug us to do something
about the Croatians. We are very happy to work with
the Yogoslavs in varions muoltilateral bodies.

Light Combat Aircraft Project: BAe and Rolls Royce

are involved in this. But there are various pieces
of advanced technology which we are not prepared to

release to the Yugoslavs. We cannot change that

-

decision.

Trajkoveki Twins: Thie ie a family case where a

British mother has obtained a Court Order denying

access to her children by their ?uqnsf;E father {(who

earlier kidnapped them and took them to Yugoslavial.

e

If Djuranovic raises this, you should say that it is

not a government matter. It is open to the father to
contest the Order in a courkt in this country.

————

Invitation to you to visit Yugoslavia. If he invites

you, you will want to express appreciation but say
that we nead to settle our bilateral problem ie the

Zagreb claim before you could consider another wvisit.

You have already seen and approved the text of your speech at
the lunch which has now been translated and will be available
on the table to the Yugoslav guests.

<2

C. D. POWELL

18 March 1988
SLHATD
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Foreign and Commonwealth Office

London SWIiA 2ZAH

18 March 1988

Noge Olarta),

Yugoslavia: Visit by Mr Djuranovic

Mr Veselin Djuranovic, member of the Yugoslav Federal
Fresidency, is to call on Ehe Prime Minister at noon on

Wednesday 23 March. The call is to last 45 minutes (with
interpretation) and will be preceded by a Guard of Honour in
the FCO main courtyard at 1140, and fellowed by a lunch which
the Prime Minister has kindly agreed to host. Mr Djuranovic
will have seen The Quean on 22 March.

The initiative for this visit came from the YJugoszlavs.
We agreed to it, partly in order to show continued interest in
Yugoslavia (Gorbachev is in Belgrade this week) but mainly
because the Yugoelave have still not grasped the nettle of
economic reform. They are well aware of what has been
achieved in the UK. The Prime Minister is ideally placed to
point out the need for a more resolute affort to free the

Yugoslav economy from political and administrative
restrictions.

The Prime Minister may therefore wish to concentrate
mainly on the Yugoslav internal situation and relations with
the IMF and Paris Club; on EC/Yugoslavia; and briefly on
bilateral relations, especially the Yugoslay failure to settle
British claims following the Zagreb air crash in 1976.
Background and a suggested line to take on these are set out
below.

Mr Djuranovic for his part will no doubt say scmething
about Gorbachev’s visit to Belgrade and the Yugoslav view of
East/West relations. He may refer to the activities of
Croatian emigres in Britain; to Yugoslavia*s current role
(this munth}qEE President of the Security Council; suggest

bllateral ration against teprorism; and refer to the
Yugoslav Light Combat Aircraft (LCA)} project, and perhaps to a
current congdISL case (involving the Trajkovski twins). Those
subjects are also covered briefly below.

Mr Djuranovic will probably invite the Prime Minister to
pay ancther visit to Yugoslavia. The Foreign Secretary does
not consider that this wolld be appropriate while our Zagreb
claims remain unsettled. But if that issue can be resolved,
he believes a further visit would be useful, in due course.
The Prime Minister would be sure of a warm welcome, and the
fugoslavs will need constant high-level encouragement if they
are to stick to an appropriate economic programme.
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Yugoslav Internal

Yugoslavia’s complex federal structure and collective,
rotating leadership, have provided a fragile form of stability
since Tito’s death, but have alsoc inhibited effective
decisions on political and economic reform. The present
federal government under Branko Mikulile has failed to get to
grips with the problems, and has been widely criticised.
HihuITE'ﬁE?“ﬁEf?E'E_EEEEnd term from May this year, for lack
of a willing or credible alternative. There is acute tension
in the largely Albanian province of Kosovo.

Economy and Debt

Yugoslavia’s net external debt is close to 520 bn.
Pespite a current wage/price freeze, inflation IB Bfill over
100%. Economic B s been feebla. The essential
problems are political: how to reconcile in a single economic
pProgramme the contradictory neede of Yugoslavia‘’s republics
and regions; and whether the politicians are ready to

surrender economic power to the market.

Last September, the Yugoslav authorities announced a
programme of 126 measures intended to stabilise the economy.
While some of EhEéSe were on the right lines, the programme as
a whole is ill-conceived and inconsistent (the earlier and
still current Stabilisation Programme of 1982 is less open to
criticism). In late 1987, after nearly two years of "enhanced
monitoring” by the IMF (during which most of the IMF‘s
performance criteria were missed) and faced with a financing
gap of around %1 killion in 1988, the Yugoslavs conceded that
a Standby Arrang@mERT (SBA) was needed, Discussions are now
in pregress with the IMF Staff. But there is wide
disagreement, especially on the inflation target, interest
rates and incomes policy. The British approach is that terms
for an SBA should not be softened on political grounds. Most
other major Westerd§ creditors agree. (Ttaly i= an exception.
It has recently offered Yugoslavia grants and low interest
loans). However, other major creditors see more risk than we
do, if the IMF sticks out for strong conditionality, that
Yugoslavia may either suffer damaging instability or drift
towards the CMEA and Warsaw Pact.

The Prime Minister may wish to tell Mr Djurancvic that we
are concerned about Yugoslavia‘’s deepening economic crisis
(though acknowledgiT Some encouraging aspects: exports to
hard currency markets increased by 18% in 1%87, and to the UE
by some 21% ). We welcome the Yugoslav decision to seek an
SBA. We agree that Yugoslavia needs longer-term restructuring
of its debts. Bridging finance (for which Mr Djuranovic may
agk) is not the answer. But we will play a caonstructive part
in the Paris Club once an SBA has been agreed, We look to the
fugoslavs to devise and implement market-oriented policies.
Things have been allowed to drift since the payments crisis of
1982/3 (when the UK made a £38 m loan, as well as contributing
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generously to refinancing). HNo-one pretends it is easy toc
make an economy more responsive to the market, or to give
better incentives to enterprises. But it will be no service
to Yugoslavia if a weak SBA is agreed.

EC/Yugoslavia

Yugoslavia has a Cooperation Agreement with the EC. 1In
February 1987, Mikulic wrote to Community Heads of Covernment
stressing the political importance of the agreement, and
pressing for improved treatment. During 1987, new and more
favourable trade and financial protocols were negotiated. &
resolution in pesitive terms was adopted by the joint
Cooperation Council in December.

The Prime Minister may wish to welcome the new protocols,
and underline the pelitical and economic importance of
Yugoslavia's relations with the Community. But she could add
that better access to Community markets must in the longer
term mean greater reciprocity. This in turn underlines the
need for a more efficient, market-based Yugoslav economy.

Bilateral Relations

These are in general cordial and substantial, reflecting
longstanding ties. Since the Prime Minister’s wvisits to
Yugoslavia in 1980, Mikulic’s predecessor Mrs Flaninc has paid
a raturn visit (1983); the Foreign Secretary has been to
Belgrade (1986); the Yugoslav Defence Minister to the UK
(1986) ; and there has been an exchange of visits by Trade
Ministers.

An important problem however is the Yugoslavs’ failure to
settle British claims following a mid-air collision between
British and YOFosIav aircraft over Zagreb in 1976. Faulty air
traffic control at eb was the main cause of the accident,
although the Yugoslavs dispute this. The sum at stake is
about £12 m. The bulk of this repraesents a claim by BA and
its insurers for the aircraft, but private claimes by relatives
of the crew have also not been settled. After protracted
legal argument, the Yugoslav courts have this year ruled that
BA's claim is time-barred. BA's lawyer has asked for a review
of thie decislomn. TRis is almost certain te be rejected. If
it is, the only alternative will be a political settlement,
which the Yugoslavs rejected last year but have hinted they
may be ready to consider when the legal process is complete.

The Prime Minister may wish to express disguiet that the
claims remain unsettled after 12 years; say that the court’s
recent decision was @ major disappocintment; that she hopes it
will very scon be clear WHETHGr the decision will be reviewed;
but stress that if it is not, we shall be left with a major
political problem. She may wish to invite Mr Djurancvic to
comment on a political settlement, and say that action is
neaded rapidly to clear this important issue off the agenda.
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Mr Djuranovic for his part may refer to the following:

i) Activities of Croatian emigres in EBritain.

The Yugoslavs recently complained that Crecatian emigres
in Britain were planning or had been involved in terrorism.
Our reply stressed that we had no evidence of any breach of
the law in Britain. We drew attention to British traditions
of free speech and peaceful political activity.

i1) Bilateral cooperation against terrorisn.

The Yugoslave have several times suggested this. oOur
response has been that we find cooperation useful in
multilateral fields, eg on aircraft security within the
Eurcpean Civil Aviation Conference; but that we do not
envisage cooperation at bilateral level. (The reason is that
we do not wish to stimulate Yugoslav requests for action
against Croatian emigres in Britain).

iii) LCA project.

We have recently told the Yugoeslavs that British
companies (mainly BAe and Rolls Royce) wish to continue te
cooperate on this ambitious project, but that there are four
areas where advanced technology cannot be released. The Prime
Minister may wish to say, if necessary, that we continue to
attach importance to defence cooperation with Yugoslavia
including on the LCA project; but that no change in our
decision on the four areas can be expected in the timescale
the Yugoslavs have indicated for the project.

iv) Trajkovski Twins.

Mrs Trajkovski, a British subject, returned last year
from Yugoslavia with her children, who had been abducted by
their Yugoslav father. She has cbtained a court order in
Britain denying access to the children by the father. The
Yugoslavs maintain that this cute acrose an assurance she gave
to a Yugoslav court. We have told them that it is open to the
father to contest the order made in this country.

Mr Djuranovic and his interpreter (Miss Brajovic) will be
accompanied by the Yugoslav Ambassador, Mr cCalovski.
Personality notes are attached. ~Our Ambassador in Belgrade,
Mr Wood, will alsc be present.

Yo 0ves

i

(L PaYker) 1

Private Secretary

C D Powell Esg
PS/No 10 Downing Street
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DIJURANCNIC ; VESELIN

Hembor for Montenegro of SEFRY Presgidency. (Five vear

mandate from 15 May 1984).
Born 1925 near Danilovgrad, Montenegro. Montenegrin.

Party: Partisans 1941, 1943 arrested by Italians and sent
to Cohcentration Camp until 1344, Joined Party 1944. Member
of the €CC of Montenegrin IC and of its BC 1958, President of
Ideclogical Commission of Montenegrin Party 1958-62. President
of Montenegrin S5AWF 1962-63. Member of EC of LC Montenegro 1964,
and member of Federal CC 1964. President of LC Montenegro 1968.
Re~glacted 1974, HMember of CC LOCY 1982-B6.

Government: Member of Councilil of Federation, President of
EC Montenegro and President of Montenegrin EC Committee for
Defence 1963-67. 1977 President of FEC; re-elected 1978. Also
Member of Counell for National Defence and of Fedaral Counecil
for Protection of the Constitutional Order, 1982-83 President
of Presidency of SR Montenegro. 1%83-84 Member of Montenegrin

Presidency.

Djuranovic was appointed the youngest ever Prime Minister in
1977. His time as Prime Minister was one when economic problems
cameé home to roost, though he himself was not generally blamed.
In 1982 he returned to Montenegro but was elected to the new
SFRY Presidency in 1984 and was its first President (1984-85).

He was not a forceful or charismatic President and failed ko

galvanizse the Presidency into action during his term of office.

Has been scarcely wvisible since.

Has trouble with his back. Enown
by Montenegrins as "Ves o0". Has two sons and one daughter. His
wife worked in social Insurance before retiring. Enjoys watching
sport, particularly soccer,
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CALCVERI,, MITRD

SFRY mRmbassador to the United Kingdom, since May 1985.

Born 1930 in Bitola, in the reglon of Macedonia. Macedonian.
Graduated from Higher Journalist=Diplomatic School in Belgrade

954,

Membar of LCY gince 1948.

Has been member of the Committee of the LCY in the Federal
secretariat for Internal Affalrs: member of the Communal Council
SAWP Vracar in Belgrade; member of the Commission for
International Links and Co-operation of the Federal Councll of
SAWPY; member of Election Commission of Federal Council SAWPY.

In govecrnment; Chef de Cabinet of the President of the
Federal Council SAWFY; member of the Group of Current Economic
uestions of the Federal Council SAWPY; SFRY Consal General in
Toranto, Canada; Chief of the Group for Analysis and Planning in
the Federal Secretariat for Foreign Affairs; Deputy Secretary of
SFRY Presidency:; and BFRY Ambassador to Canada,

1982-85 Federal Secretary for Information and Member of FEC,.
Energetic and friendly but wvoluble, self-important and

opinionated. Had a reputation as a hard-liner as Federal

secretary for Infermation.

Speaks good English as does his wife who has taughbt English

literature in a Belgrade school.
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MY TELNO &9 VISIT BY MEMBER [UF YUBDS_AV PRESIDENCY

SUMMARY
1. DJURANDOVIC'S VISIT NEXT WEEK COMES &T & TIME OF DRIFT WITHIN BOTH
PARTY AND BOVERMMENT LERDERSHIPS SMND FRUSTRATION AMONS THE POALLLCE,
CHRONIC YUBDSLAV RELUCTANCE TO MAKE NECESSRAY ECONOMIL CHAONGES &
COMPOUNDED EY CURRENT PULITICAL UNCERTRINTIES. WE MAY BE AHLE TU HELD
BY SHARPENING YUSDSLAV PERCEDTIONS GF THEIA 09T IONS.

DETAIL .
2. 1 HAVE AN HPPDINTMENT 7O SEE THE "SECRETARY [F FINANCE (N 38
MARCH. SUBJECT TO ANYTHING HE MAY SAY NOTHING SO_FAN ARPEMRS TU kAJS

HAPBPENED WHICH MIBGHT HELP UVMERCOME THE IMPRSSE IN YuUEOSLAYV NEEOTIAT-
IONS WITH THE ImF. WHICH THE YuUEDSLAVS Hﬁﬁ‘Eﬁh;cT TO RESUME 0N 2.
MARCH. THE FECTSTILL DO NOT BHOARENTLY SE= 0 NED FOR SIGNIF ICANT,
POLICY CHANGES, DESCITE THE PRISPECT OF SEVERS FLRS1GY EACHANGE
DIFFICULTIES SUON, LISRUIETING INFLATION FIGUKES FOR FEBRUBRY FOR ALy
THE PRICE FREEZE (WITH FIBURES FOR MARCH LIKELY 10 ES AT LERST £S

EAD) AMD SIGNS OF INTERNAL FINANCIAL STRAEIN.

3. THE FIRST MEETINS ON 9 MARCH OF THE COMMIESIO® UNLER mMIsliL I CY S
CHAIRMANSHIP TO CONSIDER ECONOMIC REFORMS BASED ON EOVEARNMENT
FPROGRAMMES TO DATE WAS INDICATIVE IN THE CONFUSION OF alMs IT
REVERLED. 1T BEEMS THE WORRKING BOLIES OF THE upmmJbHJUN HEVE YET TO
BE ESTRELISHED. THE FEC AGFPEAR TD HAVE NO CLEAR IDER OF WhAOT Td DO
AETER THE FREE NOS O 15 mMAY. THE PROMISED EHiEE'LI@EHﬂ;IEﬁ1qu .
FROGRAM S LIAELY TO BESIN BY FREEING THE PRILE3 OF LS PER CENT OF
YUSOSLAY GQJLUS AT PRESENT SAID TO BE IN SURPCUS- SUPPLCY. SPORESH=N
FOR THE GUVERNEENT SAY THE FEC ARE WORKING DAY RND NIGHT FOLLOWING
Uk THE 1o MEASURES AGREED IN MNOVEMBER (T RSPIRATIONS'® WOULD HE &
BETTER DESCRIPTION) BUT WE <NOW OF NO CONCRETE RESULTS 80 FaR. IT is
RS THUOLG= THE ALUTHORITVIES &RE HOPING EXORCIEM WILL WORK. SINCE THEY
CannOT RASREE OM ACTION. T

—

4, THE FREGENT FREEZE ENDS WITH THE EXPIRY OF mIKULIC'S FIAST
FMAKDATE BS PRIME MINISTER. H=s COULD NOSEMALLY EXPECT Td BE SiWVeEn
HNOTHER > YEARS. HE PRUBOBLY WILL HUY 1T CLOULD He & CLODSE RUN THING.
END PRESENT POLITICAL UNCERTRINTIES FOKE 1T STiLL MORS DIFFICULT ar
FRESENT TO TECIDE UN LONG-K TERM FO_ICIES. 1T IS5 CLEAR ThAT
MIKULIC'S STANDING IS VERY LOW BND THAT THE SLOVENES AND CROBTS gRe
KOT ALOGNE 1IN WISHING THERE WoS SOMEONE BETTER 70 TAKE HIS PLFACE. BT
THE ISSULUES RUN DESPER THAN THE QLESTION OF WFAT SHOULD BE DLns ABD
THE PRESENT GOVERNMENT. LIVISIONS WITHIN THE ESTRBLISHMENT &S O
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WHOLE NOURIS= TH= HUDE THE STRTUS GUD CAN SOMSHON HE =sdSED Wb oD
AR CHOICE FURTRER RPOSTRONED BETWEEN EIBNIEILANT ECOrROMIC anb
EVENTURLLY POLITICRL RSFOAMS O THE ONE HAND BND O MORE REACT IONESY
STRNCE OM THE DOTHEA. THE LARTTEAR OPTION. HUWEVER ImERARCTICAL. RPPER=S
TO BE FAVOURED EY THE SERET LM LEADERSHI2, BUT EVEN HERE THe SIiENSLS
«ARE MIXED. THE 13TH FLENUM OF THE LCY HELYD ON 29 FEERRUERY oD

1 MARCH IN FREPGRATION FOR THE S0y LONFEREMIE, mlwW LUS Ik My,

WRS MNOTRBLE FOR ITS TRENMCHANT CRITICIEY OF THE LEADERSRIP. BLUT IT
ENDED MOMETHELESS WITH A SET F THESES FOR THE CONFENENCE Lol DOF
EXHOSRTATION FND DEVOID OF REdL CONTENT.

S. THE LEVEL (IF LONCERN AND mUTUAL CRITICISH WIThIN THe AisnGRCHY
HAS _BEEW RISING IN RESPONSS T THS GHOWING SRESSURES, CRITICISM AMND
ALIENATION WITHIN THE UTHER BND MORE PUBLILC YUGLSLEVLIE HAS AGAIN
BEEN ON THE INCREARSE. AND FULLY RERORYED AS WELL A ARTICULLATED IN
THE YUSOSLAY MEDIA. FART OF 1T PAS FOCUSBED Um mIKLLIC GMD THE FEC.
WHICH OUBHT TO MEAN THART ANY NEW TEAM COULD ATTRHCT A MEASURS OF
HOBE 1F ONLY BY BEING DIFFERENT. THE HCCENT HAS ALED BEEN LN
YUGDSLAYIA'8 BYSTEMIC WEAKMESSES. INCLULDING THE ROLE OF THE PARTY.
THE CURRENT DEBRTE OVER CONSTITUTIDNAL AMENDMENTS COULD MEIHASS
PROVIDE MORE AND MURS OF A FOCUS AND hHA3 ALRERDY SUNE BEYOMD T-E
BOUNDS 1TS PROTAGONISTS HAD HOPED TGO SET. THE END RESULT WILL S7TIcL
NO DOUBT BE A MOUBE BUT THE FACT THAT THE mMOUrTAIN IS IN SULCH LAHOUR
UNDERLINES THE DEPTH OF PUBLIC CONCERN. '

6. YUBOSLAVIA IS5 PRELCCUPIED WITh 1TSELF YET FUREIGN AFFLIARS
NEVERTHELESS REMAIN IMOGRTANT TO THE COUNTRY'S SELF—IMAGE. THE
SUCTESE OF THE EPLRAN CUNFERENCE WAS M WELCOME BOUST. THE S&CT maT
GORBACHEY 18 EPENDING S DAYS HERE maGY HELD TOU. THE MNON=ALIGNED
MDVEMENT IS STILL IN THE LITHENY THOUGH IN 3HD PLACE [N THS BOLNTRY? S
REALTCONCERNS. FFTER 175 RELATIONSHIEP WITH THE EAST AND THE WEST.
PROGRESS TUWARDS AN AARANGEMENT WIIH THE LMS Is CLEARLY THE MOST.
IMMEDIATE AML IMAURTANT SROBLE™ IN THE vLaTTER CONTEXT. WE HAVE YET
TO SEE 5 PLELIC CRITICISY OF THE FLMD Or ThRE CREDITORS: 1H=S
ARCCENT HAS BESN DN THz YUSCSLAY NEED 7O COFE WITH JTHE PRUBLEMS THEY
HAVE MEDE FOR THEMSELVES. 2

7. WE CAN HELP THE YUSBSOSLAVE EBY LOING WHAT WE CAN TO CONCENTRATE

THEIR MINDS., PARTICULARLY BY [LUS ATTITUDES TOWARDS THEIHR NESOTI&T-
IONS WITH THE IMF_ AND REFINANCING, A5 WELL AS THE COUNTRY'S RELATION=—

SHIP WITH THE COMMUMNITY. IT IE EOO0D THART kE ARz PREFARED TO SlVe

THEM SYMEPATHY AND PUBSLICTATTENTION A5 WELL H§ TO HCCORD. THEM THE
IBNITY DF ESCHEWING TH=Z QF|1QM OF OFFERING SAORT-TERM PHLLIATIVES.
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From the Privaie Secreiary 10 March 1984

YUGOSLAV REQUEST FOR A T.V. INTERVIEW
WITH THE PRIME MINISTER

Thank you for your further letter
of 8 March about the ¥Yugoslaw reguest
for a T.V. interview with the Prime Minister
at the time of Mr. Djurancvic's wvisit.

I have discussed this with the Prime
Minister. I am afraid that she is not
willing to do it. It comes at a particularly
busy time and she feels that the preparation
required is more than she can take on
2T E‘.IT'EF;ETL'-.'..

C. D. Powall

Lyn Parker, Esq.,
Foreign and Commonwealth Office.

CONMFPIDENTIAL
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Yugoslav Reguest for a TV Interview wigth the Prime Minister
1o
Thank yvou for veur latter afﬁjfﬁ:rﬂh i

The Yugoslavs have s5aid they would like the interview
to cover bilateral relations: the Yugoslav economy, and
relations with the IMF and Paris Club: Yugoslavia's relations
with the Community: and East/West relations. They have said
that there will bes no Qquasticns about Waldheim.

The question of a single interviewer 1Is more difficul+t.
The Yugeslavs have told us that they made thelir suggesticon
of an interview with three journalists partly because this
was the format used for the Prime Minister's TV interview
in Moscow, which they found particularly affective. In
addition, TV services in Yugoslavia are run on & regiocnal
basis. If the Prime Minister were to give an interview to
only one Yugoalav TV journalist, this would unfortunately
mean, given local rivalries ete, that it would propably be
broadcast in only one region. For the reasons in my earlier
letter, 1t would be useful if the Prime Minister's answers
could reach the widest possible audience. HMr Wood in Balgrade
therefore recommends that, 1f posslble, an Interview should
be arranged with all three jourpnalists mentioned in para 2
of his telno 51 (further copy enclocsed).

‘rm,@gm,

&l

&,

(L Parker)
Private Secretary

C D Powell Esg
LU Powning EStreet

COVERING CONFIDENTIAL
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MY TELNO 45: DJURANOVIC VISIT

SUMMARY

1= TUBOSLAYE ASK FOR TY INTERNIEW MITH THE FRIME RINIESTER AT THE TIHME
OGF THE DJURANOVIC VWISIT. A CHANCE TO PUT OUR WIEWS ACROSE 1 HOFE WE
CHEM SELLE.

DETAIL

£+ I HAYE BEEMN ASKED WHETHER THE PRIME MIMISTER WILL AGREE TO

GIVE A Tv INTERVIEW TO THREE YUGOSLAVY JOURMALISTS REPRESENTING
LJUBLIANA, ZAGREB AND BELGRADE TELEVISIONS ARCUMND THE TIME OF THE
BJURANOVIC VISIT. THE IDEAL TIMING WOUL® BE JUST BEFORE BJURAROVIC
ARRIVED BUT THE JOURMALISTS WOULD OF COURSE ADJUST THEIR SCHEDULES
TO SUIT THE FREIME MINISTER'S COMVENIENCE. THE INTERVIEWERS SUGGESTED
ARE JURI GUSTIMWCIC, A FORMER POLITIKA CORRESPONBENWT IW LONDON AND
WASHINGTOK AND A RAN CF VERY WIPE INTEENATIOMAL EXFERIENCE, GORAN
MILIC, THE ANCHORMAN OF THE CURRENT AFFALRS PROGRAMME IN BELGRADE TV
AMD 20RAN BOSHJAK ., FOEMER CORRESPONDENT FOR VJEESHIE IN WASHINGTOM
ARD CURRENTLY CHIEF EDITOR OF START MAGAZINE WHOM THE OTHER TWO FEEL
WOULD BE A USEFUL A5 WELL AS ACUTE REPRESENTATIVE OF A YOUNSER
GEMERATION OF YUGOSLAVS . ALL THREE SPEAK FIRST CLASS EHNGLISH.

3. THE TEARM WOULD HOPE IN THEIR QUESTIONS TO DEAL BRIEFLY WITH
BILATERAL AFFAIRS AND THEN TO CONCENTRATE OMN ECONOMIC AND EURQPEAN
d33UES FARTICULARLY , IN THE LATTER GCOKTEXT . DN HOW EUROPEAN
INTEGEATION MAY EFFELT NON=EC COUNTRIES.

4. THE PUBLIC ASPECTS OF THE DJURANOVIC VWISET ARE FPERHAPS AT LEARST

AS IMPORTANT A5 THE DOFPPODRTUNITY OUR EXCHANGES WILL BIVE US TO GET OUR
VIEWS THROUGH TO THE YUEOQSLAY HIERARCHY. THIS WILL BE ALL

THE MOREE 50 IW THE LIGHT OF PROBABLE FPRESE TREATMENT HEEE OF THE
BORBALCHEY WISIT BEGINHING 14 MARCH AND AT A DIFFICULT TIME IN IMEYS
YUGOSLAY NEGOTIATIONS . IT WARE AGREED AT YOUR 19B& DFFICE MEETING
FOLLOWING YDOUR VISLIT TO YUGOSLAVIA THAT WE ESHOULD TAKE EVERY
OFPORTUNITY TO PROMOTE A MIDER UNBERSTAMNDING IN THIS COUNTRY OF
BRITIEH ATTITURES, THERE 15 WIDESFREAD ADMIRATION HERE FOR THE WAY

WE HAVE BEEN ABLE TO TURN OQUR ECOMNOMIC FORTUNES AROUND AND THE PRIME

PAGE 1
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MINISTER"S VWIEWS CARRY PARTICULAR AUTHORITY. I THEREFOEE VWERY MUCH
HOPE A ‘WAY WILL BE FOUND TO MEET THE YUGODSLAY REGQGUEST, WHICH CARRIES,
BS I UNDERSTAND IT,. THE BLESSINGE OF THE NEW YUGOSLAY FOREIGN
SsELCRETARY .

8. IF ASREEMENT IM PRIMCIPLE TO THE INTERVIEW CAN BE GIWEN I SHALL
EXPLORE IN MORE DETAIL WITH THE JOURNALISTS THE QUESTIODNS THEY WILL
WIEH TO PUT AND WILL SUGGEST WAYS IN WHICH THEY MIGHT BE APPROACHED.
IM THE MEANTIME HOWEWER I WOULD RECOMMEMD THAT THE CENTRAL AXIS OF
BHY IMTERVWIEW MIGHT BE TO GET ACROSE THE POINWNT THAT ALTHOUGH WE ARE
COMCERNED AT THE WAY THINGS ARE GOING HERE IT I5 UP TO THE YUGOSLAVS
THEMSELVES TO TAEE EFFECTIVE ACTION BY ADOPTING A CLEAR HEADBED
APPROACH TO THEIR ECOWNOMIC PROBLEMS 50 AS TO0 REGAIN THE CONFIDENCE
OF CRPITAL MARKETS, AMD THAT THIS IS5 ALSD ESSENTIAL FOR A STILL HMHORE
PROBUCTINVE RELATIONSHIP WITH THE EC. I SUGGESTED AN OVERALL AFPPROACH
T THE DJURANDWIC VISIT IN MY LETTER OF 8 FEBRUARY TO FIGGIS, EED.

I HEVE WO DOUBT AN INTERVIEW WITH THE PRIME MIMNISTER WOULD GREATLY
INCREASE THE IMPACT OF THE DCCASION. MITHOLOT IT,., COVERAGE HERE IS
LIKELY TO BE BLAND, IF NOT COMPLACENT, IF ONLY BECAUSE THE MEDIA

ILL BE DEFENDENT OM THEIR LOMBOWN CORRESPONDEWTS AND OFFICIAL
ACCOLUNTS .
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MR %EL 8 March 1988

¢ Mr Hatford, FCO
Mr FPiggis, FCOD

LUNCH WITH THE YUGOSLAV AMBASSADOR

1. I had lunch with the Yugoslav Ambassador, Mr Calovski,
taday.

2. He asked about the likely subjects for discussion when
Mr Djaranovic called on the Prime Minister on 23 Marech.
Faollowing the line already taken by the Poreign Office,
suggested (a) East/West relations, te include Yugoslav/
Soviet relations and perceptions of Mr Gorbachev in the
light of the latter's visit to Belgrade just before
Djuranovic's London wisit; (b) the Yugoslav economy and
relations with the IMF and Buropean Community; (e) bilateral
relations, including our claims over the Zagreb air
disaster.

3. 0Under 2(b) above, I emphasised the importance we attach
to Yugoslavia adopting a more market-orientated policy and
reaching a satisfactory agreement with the IMF. The
Ambassador pleaded volubly for sympathy and understanding as
well as prescription. He said the Yugoslavs would

particularly welcoms a sympathetic attituds from the Prime

Minister on the guestion of a bridging loan, a mattar of
£600m, to see them through from the end of the first quarter
this year to the end of the summer when their tourist
receipts would come in. He said the Italians had been
helpful, promising to consider this application. I said I
could not, of course, give a final answer on this point, but
should wish to leave him under no illusions. Our Ministers
would be likely to regard a good IMF agreement as the
pra-requisite for anything else; thereafter we would be

anxious to play a constructive role, but not before.




4. Under 2{c) above, I said that we would attach importance
towards a satisfactory settlement of the Zagreb claims. I
understood that we were nearing the end of the legal
process. The Ambassador confirmed this. It was not

possible to intervene in the judiclal process, but once that

was over the Yugoslavs would want to adopt a helpful
attitude in the interests of good relations with the UK.

3. The Ambassador said that Djuranovic might also wish to
raise the subject of the United Mations, in particular
Yugoslavia's coming role as President of the Security
Council., He was a little concerned at the shortness of the
time available for the interview with the Prime Minister and
hoped it would be possible for the conversation to go on
during lunch. I assured him that there would be no
difficulty about this.

6. Another subject likely to be raised is that of a visit
by the Prime Minister to Yugoslavia scon. The Yugoslavs
racognise that 1988 is out of the gquestion but hope that a
visit in 1989 will bhe possible.

PERCY CRADOCK
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Yugoslavia: Visit by Djuranovic, Member of
Federal Presidency: 22-25 March

I ericlose a draft Eor the speech which the Frime
Minister is to make at lunch for Djuranovic on Wednesday
23 March. The Forelign Sscretary is content with 1t.

One of our main objesctives for Dijuranovic's wvisit
will be to maintain pressure on the Yugoslavs to adopt
more sensible, market-oriented economic policies. The
draft reflects this. But it needs to strike an appropriate
balance between admoniticon and recognitioen of our special
lipnks with Yugoslavia. It therefore also contains positive
references to other aspects, in particular the importance
of Yugoslavia's relationship with the European Community.

The Yugoslavs have asked 1if they may be given the
text of the Prime Minister's speech in advance. I hope the
Prime Minister will agree to this. They plan to publish
the text In full, and have promiszed us Dijuranovic's text
before the lunch takes place. If texts have been exchanged
in advance, the Prime Minister's remarks could, we suggest,
be translated simultaneously teo Djuranovic only by the
interpreter: ‘all the other members of hls party speak good
English., (Djuranovic's speech will, we agsume, nesd to be

tranglated consecutively.]
Kd\a—-"—\
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LL Parker])

Private Secretary

C D Powell Eag
10 Downing Street




DRAFT SPEECH BY THE PRIME MINISTER AT LUNCH FORE MR VESELIN
DIJURANOVIC, MEMBERE OF THE YUGOSLAV FEDERAL PRESIDENHCY, 23 MARCH

Your Excellency, ladies and gentlemen. T am delighted to
welcome you and your delegation on this important wisit. It adds
another link to the strong chain of friendship, mutual interest and
open discussion which has bound Britain and Yugoslavia together over
many vears.

Yugoslavia is a unigue country. I have travelled there -a-
tebtal—ed three times on official duties. My two visits as Prime
Minister were highly memorable. The first was to mark'a sad moment
in your history - the funeral of President Tito. On the second
occasion later in 1980 you, Mr Djuranovic, acted as my host as
chairman of the Federal Executive Council. You have occupied
several important political posts since then. I am glad to say that
I have stayed where I am. But it 1is a great pleasure that I can now

repay some of your hospitality.

Oour bilateral relations are established on a firm and
well-tried basis. We have a history of 150 years of diplomatic
relations, cooperation in two world wars and links between our
peoples at all levels. I said to you in 1980 that our two
countries, from being staunch allies in wartime, had become warm
friends in peace, able teo speak frankly to each other on a wide
range of issues. That is still true and necessary today. There are
few barriers between us, and almost no constraints on the subjects
we can discuss and tackle together.

By its struggle for freedom during the war, Yugoslavia made a
major contribution to European history. PBritain gave active and
practical support. Subsequently Yugoslavia developed and put into
practice its own distinctive system of socialism. This process has
been marked by increasing recognition of the need for a decisive
role for market forces. Our own process of development has baen
very different, resting as it does on a multi-party system and the
sovereignty of Parliament. But we share an acceptance that the
market is the most effective way of realising a nation’s potential
and increasing its wealth.




The process of exposing an economy to market forces requires
difficult and often painful decisions. Our own experience, over the
past nine years, has been that clear cobhjectives are needed. They
need to be fought for, in the face of inevitable opposition. The
problems are never easy. But to postpone solutions sinply makes
things worse. The Yugoslav people do not lack the gualities of
courage and imagination which are needed. As in the past, we in
Britain will support you in your search for appropriate policies
and, together with the IMF and Yugoslavia‘’s other Western creditors,
for a sound long term basis for the restructuring of debt.

Successful foreign trade performance 1s a vital part of your
programme of economic recovery. I am glad to say that trade between
Britain and Yugoslavia iz contributing strongly to this. Exports by
British companies to the Yugoslav market have increased, and reached
some £206m last year. Your own exporters alse have much te be proud
of. In 1982, the year in which your stabilisation programme was
drawn up, the ratio of our wvieible trade was over 2 to 1 in
Britain*s favour. oOur visible trade is now almost balanced.
Yugoslav exports to the British market have increased from £52m in
1982 to E175m last vear. And you are also forging ahead in the
trade in invisibles. Last year around three guarters of a million
British visitors enjoyed the sun and friendliness of Yugoslavia.
With a country as beautiful as yours, that is not surprising. But
it is gratifying, and a useful contribution to your economic health.

A stable and prosperous Yugoslavia is very much in the
interests of Britain and I believe also of our partners in the
European Community. I am glad that, last year, negotiations were
successfully concluded on the new trade and financial protocols to
Yugoslavia’s Cooperation Agreement with the Community. The year

ended with a productive meeting of the Cooperation Council. A

positive and forward-looking resclution was adopted on relations
between the Community and Yugoslavia. Tt noted our common desire to
strengthen, intensify and broaden cooperation. We in Britain
greatly welcome this, and the striking increase in Yugoslavia‘s

exports to the European Community over the past decade. There are




of course significant differences between Yugoslavia’s economic
system and those of Community countries. The match between us is

not perfect. But we in Britain have worked hard and will continue

to do so to achieve a relationship which is as rewarding and

positive as possible to both sides. The Round Table on "Yugoslavia
and Europe”, to take place hers next month, will play its part in
this process.

Your Excellency, we can be proud of the friendly and open
relations which our countries already have. For the future, there
are gpportunities for even more extensive and fruitful cooperation.
You visit, and our talks, will have made their own contributions to
the process. I raisa my glass to relations betwesn Britain and
Yugnslavia, to the success and well-being of the Yugoslav peoples
and to you and your colleagues in the Presidency of the Socialist
Federal Republic of Yugoslavia.
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From the Private Secrefary 3 March 1988

YUGOSLAV REQUEST FOR A TV INTERVIEW WITH THE PRIME MINISTER

Thank you for your letter of 2 March about the Yugoslawv
request for a television interview with the Prime Minister.

Before putting this to the Prime Minister, I need to know
more about the line of qguestioning which will be pursued. We
do not, for instance, want it to get into the subiject of
Waldheim. Also, it would have to be limited to a single
interviewar. I should be grateful if vou could establish
whether these points could be settled satisfactorily.

(CHARLES POWELL)

Lyn Parker, E=q.,
Foreign and Commonwealth Office,
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Foreign and Commonwealth Office

London SWI1A 2ZAH

2 March 1988

Djuranovic Visit: Yugoslav Regquest for TV Interview
with the Frin Hiniath

The Yugoslawvs have asked for a TV interview with the
Prime Mipmister; in the context of the vigit to London by
Djuranovic, member of their Federal Presidency, on 22-=-25 March.
Mr Wood in Belgrade has strongly recommended that an
interview be granted; 1f posiible before Djurancovic arrives
(Balgrade telno 51, copy enclosed).

Para 2 of the telgram gives details of the threes
Yugeslav journalists who would conduct the interview. They
are all competent, and speak excellent English. Mr HWood's
para 3 explains the ground which would be coversd.

One of cur main chjectives in inviting Djuranovic, as
you koow, i8 to persuade him that Yugoslavia needs more
coherent and market-oriented economic policies. A=s Mr Wood
gays |{para 5 of the telegram] a TV interview with thea
Prime Minister would be the ideal way of getting this
mesgage acrogs to a wide audience in Yugoslavia. The
Prime Minister's spesch at her lunch for Djuranovie, which
we hope Wwill be published 1n Yugoslavia and of which I
shall shortly be sending you a draft, will be an opportunity
to do this. But a TV interview would greatly reinforce the
impact. We therefore hope that the Prime Minister will agree.

If the Frime Minister is conteant amd you cabn say what
time would be convenient, we will ask Mr Hood, as he
suggests, to explore in more detail what guestions the
journalists will wigsh to put, and will let you have sonme
material on which replies might be based.

o/ {
l | A&y
s
(L Parker)
Frivate Secretary

C D Powell Esg
10 Downing Street
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MY TELNO £5: DJURANOVWIC VISIT

SUMMARY

1. TUGOSLAVS ASK FOR TV INTERVIEW WITH THE PRIME MINISTER AT THE TIME
OF THE DJURANOVIC WISIT. A CHANCE 7O PUT DUR VIEWS ACROSS I HOPE MWE
CRN SELLE.

DETAILL

2. I MAVE BEEM ASKED WHETHER THE PRIME MIMISTER WILL AGREE TO

GIVE A TV INTERVIEW TQ THREE YUGODSLAY JOURNALISTS REPRESEMTING
LJUBLJAMNA, LAGREB AND BELGRADE TELEVISIONS AROCGUND THE TIME OF THE
BJURANOVIEC VISIT. THE IDEAL TIMIMG WOULD BE JUST BEFORE DJURANOWIL
ARRIVED BUT THE JOURMALISTS WOULD OF COURSE ADJUST THEIR SCHEDULES
TO SUIT THE PRIME MINISTER'S CONVENIENCE. THE INTERVIEWERS SUGGESTED
ARE JURI GUSTIMCIC, A FORMER POLITIKA CORRESPONDEMT IM LONDON AND
WASHINGTON AaND A MAM OF VERY WIBRE INTERNATIONAL EXPERIENCE, GORAN
MILIC, THE AMCHORMAN OF THE CURRENT AFFALRS PROGRAMME 1N BELGRADE TV
AMD ZORAM BOSNJAK, FORMER CORRESPONDENT FOR WJESNIK IN WASHINGTON
AND CURRENTLY CHIEF EDITOR OF START MAGAZINE WHOM THE OTHER TWO FEEL
WOULD BE A USEFUL AS WELL AS ACUTE REPRESENTATIVE OF A YOUNGER
GEMERATION OF YUGOSLAVS. ALL THREE SPEAK FIRST CLASS ENGLISH.

3. THE TEAM WOULD HOPE-IN THEIR QUESTICOMNS TO DEAL BRIEFLY WITH
BILATERAL AFFAIRS AHD THEN TD COMCEMTRATE ON ECOMNOMIC AND EUROFEAN
155UES PARTICULARLY , IN THE LATTER CONTEXT, ON HOW EUROPEAN
INTEGRATION MAY EFFELCT HNON=-EC COUNTRIES.

L. THE PUBLIC ASPECTS OF THE DJURANOVIC WISIT ARE PERHAPS AT LEAST

AS IMPORTANT AS THE OPPORTUNITY OUR EXCHANGES WILL GIVE US TO GET OUR
YIEWS THROUGH TD THE YUGDELAY HIERARCHY. THIS WILL BE ALL

THE MORE 5Q IN THE LIGHT OF PROBABLE PRESS TREATMENT HERE OF THE
GORBACHEV VISIT BEGIMMING 14 MARCH AND AT A ODIFFICULT TIME IN IMF/
YUGOSLAY NEGOTIATIONS . IT WAS AGREED AT YOUR 79B& OFFICE MEETLING
FOLLCNIMNG YOUR VISIT TO YUGDSLAVYIA THAT WE SHOULD TAKE EVERY
OPPORTUNITY TO PROMOTE A WIDER UNDERSTAMDING IN THIS COUNTRY OF
BRITISH ATTITURDES. THERE IS5 WIDESPREAD AKADMIRATION HERE FOR THE WAY

WE HAVE BEEM ABLE TO TURM OUR ECONOMIC FORTUMES AROUND AND THE PRIME

PAGE 1
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MINISTER'S YIEWS CARAY PARTICULAR AUTHORITY., I THEREFORE VERY MUCH
HICH CARRIES .
E

1
P
15M

HOPE & WAY WILL B®E FOUNB TO MEET THE YUGOSLAY REQUEST, W
A% T UNDERSTAND LT, THE BLESSING DF THE NEW YUBDGL-AY FOR
SECRETARY .

5. IF AGREEMENT IN PR#INCIPLE TCO THE INTERVIEW CAN BE GIYEN I SHALL
EXPLORE IN MORE DETAIL WITH THE JOURNALISTE THE AQUESTIONS THEY WILL
WISH TO PUT AND WILL SUHGSEST WAYS IN WHILCH THEY MIGHT BE APPROACHED.
IN THE MEANTIME KOWEVER I WOULD RECOMMEND THAT THE CENTRAL AXIS OF
ANY INTERVIEW MISHT 8E TO GET ACROSS THE POINT THAT ALTHOUGH WE ARE
COMNCERMED AT THE MWAY THIMGES ARE GOINS HERE IT I8 UF TO THE YUGOSLAYS
THEMSELVES TO TAKE EFFECTIVE ACTION 8Y ADOPTING A CLEAR HEARED
AEPROACH TO THEIR ECOMNOMIC PROBLEMS S50 AS TO REGAIN THE CONFIDENCE
OF CAPITAL MAREETS, AND THAT THIS IS5 ALSD ESSENTIAL FOR A STILL MORE
PRODUCTIVE RELATIONSHIP WITH THE EC. I SUGGESTED AN OVERALL APPROALH
TO THE BDJURAWOVIC VISIT IN MY LETTER OF B FEBRUARY TO FLGGIS, EED.

I HAVE KO DOUBT AN INTERVIEW WITH THE PRIME MINISTER WOULD GREATLY
INCREASE THE IMPACT OF THE OCCASION. WITHOUT IT,. COVERAGE HERE IS

L IKELY TO BE BLAMND, IF NOT COMPLACENT, IF OHLY BECAUSE THE MEDILA
WILL BE DEPEMDENT OM THEIR LONDOM CORRESPONDENTS AND OFFICIAL
ACCOUNTS.

wWooo
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10 DOWNING STREET
LONDON SWIA JAA

from the Private Secretary 4 February L19B8

VISIT BY VESELIN DJURAROVIC,
MEMBER OF YUGOSLAV FEDERAL PRESIDENCY

Thank you For your letter of 4 February

about the wvisit of Mr. Dijuranovic, I am sures

the Prime Minister would be agreeable to a
Guard of Honour in the FCO Quadrangle.

[CHARLES FPOWELL)

Lyn Parker, Ezq.,
Foreign and Commonwealth Office.

RESTRICTED
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Foreign and Commonwealth Office

London SWlA 2AH

4 February 1988

Federal Presiﬂgpgz

In my letter of 14 Dgtember, I said that the Yugoslavs
had accepted 22-25 March as dates for this visit.

We recommend that Mr Djurancsvic should be offered a
guard of honour. Members of the Yugoslav Federal Presidency
act as Jjolint Head of State on visits abroad. MWr Djuranovic
will be seeing the Queen, on the afternoon of 22 March.
It 15 in our interests to show the Yugoslavs that HMG have
gone to some trouble over the protocol for the wvisit. That
will halp us to get over more effectively our points of substance
such as the need for further economic reform and for settlement
of British claims following the Zagreb air crash of 1976.

d

The Crown Prince of Qatar will be visiting London at
the game time as Mr Djuranovic (see Robert Culshaw's letter
today). We would not wish the Yugoslavs to draw
unfavourable parallels.

If the Prime Minister agrees, the most convenient time

and place would of course be immediately before the call
oen ner, at about 1130 on 23 March, in the FCO guadrangle.

Y,

(Dre Qoes
(L Parker)

Private Secretary

- B Powell Eag
FS/No 10 Downing Street
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Foreipn and Commonwealth Office

London SW1A 2AH

L4 December L1987

Viait by Member of thaslnu Federal Presidency

I your letter of 5% November, you saild that the
Frime Miniaster copuld manage talks with Mr Dijuranovic at
1200 hres onh 23 March, followad by lunch.

You willd wish to khow that the Yugoslavs have now
accepted the dates we cffered for the visit {(22-25 March).
We will submit a propoeed guest list for the Prime
Minister's lunch lno due course.

b
—

{A C Galsworthy)

C. P Fowell Esg
10 Downing Street







1O DOWNING STREET
LONDON SWIA ZAA

From the Private Sacretary 5 Movember

VISIT BY MEMBER OF YUGOSLAV
FEDERAL PRESIDENCY

Thank you for your letter of
4 November about the proposed visit of
Mr. Veselin Djuranovic next year. The
Prime Minister could manage talks at
12 o'clock on 23 March followed by lunch.
I should be grateful if you could put the
necessary arrangements in hand. I

CHARLES POWELL

Lyn Parker, Esg..,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWIlA 2ZAH

d November 1987

Visit by Member of Yugoslav Federal Presidency

Iin your letter of 2B /July, wou sald that the Frime
Minister agreed in principle that we should invite a member
of the Yugeslav Federal Presidency to London in sarly 158B.

The Yugnslawvs have now told us that the person they
have in mind 18 Veselin Djuranoviec, who represents
Montenagro on the collective Presidency, and whom the
Prime Minister will remember from her visit to Yugoslavia
in 1980 (when he was Federal Prime Minister). Other members
of the Presidency are due to visit the US and France before
the end of this year. The Yugoslavs have said that they
would like Djuranovie's visit to take place as soon as
pessikbla, partly in order to balance an expeacted sarly wisit
by Gorbachev to Belgrade. They have apologised for the
agelay in putting his name forward, blaming this on
pracccupation with their economic and financial situation.

As you know from my letter of 27 July, the Prime
Minister's involvement in a visit by Djuranovic would be
limited to a meeting and a meal. The Forelign Secretary hopes
it may be possible to offer dates fairly early in 1988.

From what we Know of the Prime Mipister's plans, and on the
bsale of Lhe Forelgn Secretary's commitments, the following
dates may be possible candidates:

22=23 ar 23=24 March
27-28 April

If the Prime Minister were able to manage talks and
a lunch en 23 Mareh or 27 April, the Foreign Secretary would
be able to attend. The earlier date would have the
advantage that it would allow us to pursue a possible brief
call by Djuranovie on the Queen, for which the Yugoslavs
have asked. The Queen will not be in London on 27 April.

1 should be grateful if yvou could let me know whether
any of these dates would suit the Prime Minister.

owd 03¢ %@‘?

(. Farker)
Private Secretary

T D Powell E=ag
10 Downing Street
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RELATIONS WITH EASTERN EUROPE AHEHI_HGDEI_AEFIA
4 ]
Thank vou for your letter aof 27 Jul out the way
ahead in our relations with Eastern Europe.

The Prim= Minister agrees in principle that we should
invite a member of the Yugoslav Federal Pregidency to
London, but would wish this to be in early 1988. We already
have as many visitors as we can manage in the second half aof
1987.

The Prime Minister is also content that we should
invite the new Hungarian Prime Ministar to visit the United
Eingdom naxt year, although we should leok for dates in the
gecond or third guartars of 1988. In thigs case, as for the
Yugoslavs, she notes that her own involvement would ba
limited to a meeting and a lunch or dinner.

The proposal for a visit by the Prime Ministar to
Ppland in 1988 raises a number of guestions. The Prime
Minister thinks that it would have to be clear in advance
that not only would she be able to meet Lech Walesa, but
that she would also be able to visit Father Popieluszko's
grave,; meeset church leaders and appear on television., It
would be helpful to know whether you think these conditions
could be met, before putting the guestion of a visit back to

the Prime Minister for a decisian.
ch¢;rJ¥xi

e

Charles Powell

Lyt Parker, Esg..,
Foreign and Commonwealth Dffice.
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27 July 1%87 ﬂ{gﬁﬁ

Relations with Eastern Europe and Yugoslawia

sir Geoffrey Howe suggests that it would now be appropriate
ta consider the role which relations with Eastern Eurcpe :
and Yugoslavia should play in the next phase of the Government's
approach to East/West relations, and the Prime Minister's
possible involvement in this.

As you know, our policy towards the Soviet Union'a allies
iz to try to widen the room for manceuvre available to them,
and to encourage more open societies, including market-criented
sconomic reform. With Yugoslavia, ocur appreach is to maintain
similar pressure for change, while pnderlining the importance
we attach to Yugoslavia's independence and non-alignment.

As you said in your letter of 23 February about relations
with Poland, the level of meetings has a particular symbolic
importance in dealing with communist countries. To take
Yugoslavia first, the Prime Minister went there twice in 1980
Tonce for Tito's funeral), and had a return visit from
Mrs Planine in 1983, Sir Geoffrey Howe went to Belgrade in
early 1986, and will invite the Yugoslav Foreign Secretary
here prebably in the second half of 1588. Last year, the
Yugoslavs pressed for a return visit by the Prime Minister
in 1987. We explained (your letter of 19 December) that this
would not be possible. They have now proposed that a membear
of their collective Federal Presidency (probably either the
Slovene, Dolanc, or the Creat, Vrhovec, though they will not
be able to tell us which until the early autumn) should come
to London for a meeting with the Prime Minister and a short
programme of other activities. The timing they have in mind
is late 1987 or fairly early next year.

The Foreign Secretary considers that this would be a
good way of maintaining the necessary high level contact with
the: Yugoslavs, without taking up too much of the Prime Minister's
time. The Yugoslavs have been showing signs of uncectalnty
about their future role in Europe. Gorbachev is due in Belgrade
later this year. They are anxious to balance that visit with
similar top level contacts with the West - they are planning
to send~a member of their Prasidency to France and the US, and

fwe
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wea understand that Chanceller Kohl has agreed in principle to
go to Belgrade. A meeting with the Prime Minister would be

an oppertunity to reassure them that the West will continue

to help with Yugoslavia's economic problems, where this is
prudently possible. But the Prime Minister is also ideally
placed to point sut that, without further changes in the Yugoslaw
economic system, the scope for closer links with the BEC {and
for debt repayment) will be greatly reduced. Formally, the
Prime Minister would need to be the host for such a visit,

and would need to offer the visitor a meal. But otherwise

her involvement could be limited to a meeting of say one hour.

A5 for Eastern EBurope, Gorbachev's policies have created
expectations of change. And the Prime Minister's wvisit to
Moscow has aroused hopes that she may fairly soon pay a further
visit to Eastern Europe, thus acknowledging the part which
Eastern Europe can continue to play in East/West relations.
Against this background, the Foreign Secretary hopes that
the Prime Ministar might be ready to invite the new Prime
Minister of Hungary, Karolyl Grosz, to visit Britain; and
that she will feel able to go firm on a visit to Poland some-
time during 1988.

Thers hazs been further solid progress in our relations
with Hungary since the Prime Minister went there in 1984,
and since Kadar's return visit to London in 19%85. A further
top=-level contact would help to maintain the momentum. Grosz
is a leading candidate to succeed Kadar. As Prime Minister,
he will be responsible for the next phase of Hungary's economic
reform. He has expressed a strong interest in (and admiration
for) Britain's industrial restructuring. He has little
experience of the West. A fairly early meeting with the Prime
Minister would be invaluable in encouraging him te adopt an
appropriately bold approach on the economy, rather than half
measures. The Prime Minister's involvement would not nead
to go beyond what is proposed above for a member of the Yugoslav
Presidency.

As for the proposed visit to Poland, the background remains
much as described in my letter of 23 February. When he sees
the Prime Minister in December, the Polish Foreign Minister
will undoubtedly press her to make a visit. Jaruzelski is
axtremaly keen that she should go. If the Prime Minister
decided to do so, the prospect of a visit, as well as the
vizit itself, K could be exploited to keep Poland moving in
a more liberal direction politically, and to maintain pressure
for econemic reform. It would have to be made clear that
the Prime Minister would wish to see Walesza. Thisz would not
ba easy for the Polish authorities to accept, but S5ir Geoffray
Howe believes they would probably do so. That meeting would,

of course, have a strong rescnance both within and outside
Poland.

/1£
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If possible, it would be useful to have a reaction on
a visit by Grosz by 29 July. Our Ambassador in Budapest hopes
to see him at the end of this week, mainly to lobby further
for a Hungarian purchase of six BAe 146 aircraft (which is
still very much on the cards). It would be ideal, including
iln the context of that contract, if Mr Appleyard were able
to confirm that the Prime Minister would be willing to sae
r Grosz, say next spring.

To summarise, the Foreign Secretary hopes that the Prime
Minister will agree to see a member of the Yugoslav Federal
Presidency late this year or in the first half of 1288: to
invite the Hungarian Prime Minister next spring; and to consider
a visit to Poland some time next vear,

(>R Q5.

]

{L Parker)

Frivate Secretary

C D Powell Esg
PF5/10 Downing Streset
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PRIME MINISTER

Hugh Thomas has been in touch to say that o |

i . . =l
Cjilas is apparently in London this weaesk, \;E
7 ; ; . . LT
the first time in 15 years that he has d
been allowed out of Yugoslavia. Hugh wonders

whether yvou would like to sea him.

It would be wery difficult in diary terms,
and it would also cause problems with the
Yugoslav govermment. Rather regrettably

I conclude that it would ba better for

e e e iy e —
gomenne at a rather lower level to sae

—

Fim.
ﬁ-'-ﬁ.

Content for me to say this to Hugh Thomas?

CDBy

CHARLES POWELL

3 March 1987
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EMBASSY OF THE SOCIALIST FEDERAL
REFUBLIC OF YUGOSLAVIA

5 LEXFLAM GARIENS,
LSOO, WE SR,
Tal: B0-370 £

Leondon, Tth July,

Desr Privete Secretary,

[t 18 my honour %o encloze a message addressed
to the Bight Henourable Margaret Thatcher, Prims Miniater
of the United Hingdom of Great Britain and Northern
Irelend, by the President of the Federal Executive Council
of the SFR of Yugoslavia Mr. Branio Milailic.

With best wishes,

Yours s ‘.n;we] T

iy / o
* Bramico Brankovic
mmrge d'Affadires a.1.

Frivate Secretery to
the Frims Minister of the (nited Kingdom
of Great Britain and NHorthern Ireland

Landan




PRIME MINISTER'S

PERSOMNAL MEEESACE

SERIAL MNo _.|.‘:|r-»||51_-

PRESICENT OF TEE FELERAL: EXFCITIVE
COURCIL OF THE SFR OF YORCSLAVIA

Belgrade, %0th Jun 1986

Thank you most cordially for the felicitations end best wiszhes
externded to me on the occasion of my elsctlon ag Presldemt of
bhe Poederal Exasibive Coursile.

I evall myself of this cpportumity to extend to you the beat
wishes for new guccesses in your work, for your persocnal

Eppingss and geod health,
{8rd) Branko Miludic

The: Ft Hon Morgaret Tatcher, - KP
Prime FMindster of the Undted Eimgdom
of Great Britain and Rortharm Trelernd

L-on & o




10 DOWNING STREET
LOWNDON SWILA ZAA
Fram the Privale Secrefary 22 May 1986

The Prime Minister has asked me to thank
you warmly for your letter of 22 May with
which yvou conveyved Mrs. Flaninc's reply to
her recent message. Mrs. Thatcher shares
Mr. Mikulic's wish to see the relations between
our two countries further strengthened and
improved.

(C. D. POWELL)

His Excellency Monsieur Mitko Calowski
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EMEBASSY OF THE SOCIALIST FEDERAL
REPURLIC OF YUGOSLAVIA

5 LEXHAM GARDEMNS,
LONDA0N, Wa 55U,
Ted: U370 SRS

London, 22 May 19856

Dear Modam Prime Minister,

I heve the honour to transmit the mezasge addrassad
to you by Mre. Milks Planine, the outgoing Prazident of the
Federal Executive Council of the Assembly of the 3FR of

Yugoalavia, which I have juat received.

Eay I take this opportunity, desr Madam Prime
Miniater, to thenk you also on my own behalf for your kind
geature In extending your best wlishes to my Prime Miniater on
the occasicn of the termination of her term as President of
the FEC, the more so since I mysell had the honour So serve
88 ne of her eendor mindsters for thres vears, May [ alszo
aagure you that the locoming Federal Executive Council, undser
the preaidency of Mr., Branko Milkolic, will contirme to work
towards the further advancement of the owverall relations
batween our two countries in the some way as it will conbinas
to follow up the policies of sconoric stabilization at homs
and the policy of further strengthening the independent

non=gligned posltlon of Yugoslavia In her Internationgl

relationa, foatering gag broad snd opsa equitable international

to=uparatlion a8 posslble.

Plagge gocept, dear Madam Prime Mindster, the
assurances of my highest consideration and profound respect.

M tlen Calovalkt
fmpasagdor,
Ihe Right Honourable Margaret Thatcher ¢ r".ll: I;” Y O —
Prime Mimiater of the United Kingdom /A &~ *

of Great Britasin and Northern Ireland
L'm r"
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office of the Preslident of the
Fedapnl Exscutive Coimell of
the Socipliet Federal Repuklie
of Yugoalavia

="

Belgrade, 21 Moy 1986

I would liles £o Ehank you cordizlly for the best wishes

you have axbanded to ma.,

I; too,; an very plessed to bave had the opportuniby to
meet you and have talks with you In London, of which I

keep vivid memoriss.

I am convinced that the friendly relsetions and cooperation
in all aress betwssn the Socialist Federal Republic of
Tugoslavia and the United Klngdom, to which you have
rendared your waluabla contribution, will continue to
devalop auecsssfully and thet the traditionally close ties
batwesn the peoplea of ocur two coumtries will be further
sLtrengthensd.

Plogae accept my beat wishas fop furthar success in tha
digcharge of your responsible dutiea, for your peracnal
happiness and good healta,

With friendly greetinga,

Sinoerely youra,

(Bizned) Milks Planinc

The Rt Hon Margaret Thateher, MP
Prime Minister of the United Hingdom

Landon




Margaret Thotoher
Fredsednik vlade
Lotidom

Srdacno Vam sebwal fujem na upucenim najbol jim zel jama,

I meni je weoma drago da sam imela priliku da Vas sretnem
1 vodim razgovore ga Vama u Londomy, sto mi e ostalo u

Zlvom &jecanju.

Uvjorens sam de ce se prijatel jsid odnosi 1 svestrana

suradnja SFRJ 1 UK, cemu ate Vi dali drsgocjeni doprinos,

1 dalje uspjesno rasvijati 1 time jacati tradicionalno

blisks veze narods nasin dviju zemalja.

Frimita moje nejbol je zalje za daljnje uapjehe u Vasem

odgovornom poalu, za Vasu osobm srecu i dobro zdravl je.

Sa prd jatel jskim pozdravims,
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CONFIDENRTIAL

10 DOWNING STREET

From the Private Secretary

HEW YUGOSLAV FEDERAL GOVERNMENT: MESSAGES

Thank you for your letter of 9 May proposing draft
messages from the Prime Minister to Mr. Mikulic and
Mrs Planinc.

That to Mrs Planinc can issue as drafted. But the
Prime Minister does not in a first, courtesy message wish to
advise Mr. Mikulic how to run the Yugoslav economy. The
message to him should therefore read:

"Please accept my warm congratulations and best wishes
on your appointment as President of the Federal
Executive Council."

C.R. Budd, Esg.,
Foreign and Commonwealth Office.

CONFIDENTIAL




COMFIDEMTIAL
Foreign and Commonwealth Office

Lendon SWilA 2AH

9 May 1986

New Yugoslav Federal Goveroment: Messages

Branko Mikulic will take over on 15 Mav. a5 the new
Federal Prime Minlster of Yuposlavia.

The Prime Minister may wish to send a message to Mikulic,
and to the cutgoing Prime Minister, Mrs Planinc.
gir Geoffrey Howe saw Mikulie during his wisit to Belgrade in
March, and emphaslised the need for Yugoslavia to stick to
market-oriented economic policles. il megsgge from the Prime
Minister would be an opportumnity to reinforce this, and to
indicate the contiopuing importanmce of efforts by the Yugoslav
federal government to co=-ordinate suitable economic policies
aprliceble to the whole country.

I suggast messages along the following lines:
iy Teo Mikulic

Plense acccept my warm congratulations on your
appointment as President of the Federal Executive
Council, [ You and your colleagues face a difficult
task in coordinating the further stabilization of
the economy. DBut your determination to give
appropriate scope to the market remlities set out
in the Long Term Economic Stabilisation Programme,
which you explained to Geoffrey Howe in March, will
be an important ass&tuj I should like to assure you

of my coptinued support and to send you my best
wishes.

To Mr=s Planinc

I send my best wishes to you and those of vour
colleagues who are now handing over to vour
successors 1n the Federal Executive Couneil, 1
remember your visit to the United Kingdom with
particular pleasure, and am grateful to you for
the part you have playved in building up the warm
relationship between our two countries.

Yoais ey,

C5lan Bl

: (C R Budd)
C D Powell Esg Private Secretary
P3/10 Downlng StLreet

CONFIDENTIAL




10 DOWNING STREET

From the Private Secreiary 17 April 19B6

Thank yvou for your letter of 15 April
about the Yugoslavian Minister of Defence

who will be wisiting the United Kingdom from
2 to 6 November.

The Prime Minister regrets that she is
uniable to receive Admiral Mamula on Monday

3 Movember.

1'iMrs Caroline Ryder)
|

Miss Carolyn Whitehouse,
Ministry of Defence.




MINISTRY OF DEFENCE
hAAIM BLAELDIMG WHITERALL LOMNEON 5W1A ZHE

; .ag_._..ﬁ/ slaphone O1-218 2] T"a"ll_l et Dnlling)
o
m&;ﬂ;-:if." [1-218 BO00 (Swinhboard)

MO 17/3 15th April 1286

':—E'“ Illr" 'l"'"i'

No w*D
o019 ¢
Sarry Co1Y

The Yugoslavian Minister of Defencea,
His Excellency the Admiral of the Fleet
Branko Mamula, will be viglting the United
Eingdom from 2znd to 6th November 1956.

I appreciate that the diary is busy but
I have been asgked if the Prime Minister would
raceive a courtesy call from Admiral Mamula
on Monday 3rd November.

QJ:«.J:L-L._V—-
e £
(CARDLYN WHITEHOUSE)

carocline Ryder
10 Downing Street




10 DOWNING STREET

Fram the Private Secretary 17 December 18985

Thank you for your letter of 16 December
regarding the visit of the Yugoslavian Minister
of Defence, the Admiral of Fleet Branko Mamula.

I very much regret that it will not
be possible for the Prime Minister to find
time in her diary to attend.

CAROLINE RYDER

Miss C. Whitehouse
Ministry of Defence




MINISTRY OF DEFENCE
MAIN BUILDIMNG WHITEHALL LOMNDON WA Z2HEB

Tuluphons 7 330D 218 211173

l6th December 1985

MO14/15
-lr_-"""--r

N &
C o

Baay Cooalivg

Further to our conversation the Yugoslavian Minister of Defence,
the Admiral of Fleet Branko Mamula, will be vieiting London from
léth-20th February 1986 and it was hoped that the Prime Minister
might be available to see Admiral Mamula during his wvisit.

Would you pleasa let me know if it is possible for the Prime
Minister to zee Admiral Mamula.

k"'{i‘-ﬂ.i“é- T C oL,
s
L\. JI:—"‘--.U;-\.-Li-._ Fﬁ\:&lﬁ\_-.‘_ H—-‘—xf—n}:‘

(CAROLYN WHITEHOUSE)
Private Secretary

Mrs Caroline Ryder
10. Downing Street
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cC M AsTEL
BECOED OF A MEETING BETWEEM THE PEIME MINISTER AMD TEE
YUSOSLAYV FOREIGH MINISTER, ME. DIZDAREVIC,
ON WEDNESDAY 7 NOVEMBER AT 10 DOWNING STREET AT 0930 HOURS

The Prime Minister Mr. Raif Dizdarevic
HM Ambassador, Belgrade The Yugoslav Ambassador
Mr., Fowell

A8 8 3 EES 25 FE ]

The Prime Minister welcomad Mr, Dizdarevic on his first

visit to Britain. She had always greatly anjoyed her wisits
to Yugoslavia. Its people had enormous talents and

history had given them a great incentive to strive for unity.
The Prime Minister recalled in particanlar her wvisit in the
company of Lord Maclean who had, of course, been a greaat
friend of President Tito. The Prime Minister continued that
she had seen Mrs., Planinc briefly in New Delhi where both of
them had been attending Mrs, Gandhi's funeral. 3She was
sorry it had not been possible to hava a proper discussion,

The Prime Minister said she looked forward to hearing
from Mr. Dizdareviec about the current situation in
Yugoslavia. She was aware of the economic difficulties and
the need for a new agreement with the International Monetary
Fund. We knew f[rom our own experience in Britain of the
difficulties such agreements could cause.

Mr. Dizdarevic thanked the Prime Minister for receiving

him and conveyed warm greetings from Mrs. Planinc who had
been greatly touched by the Prime Minister's cordial greeting
in New Delhi. Mrs. Planinc had asked him to remind the
Prime Minister of the invitation already extended to her to

visit Yugoslavia.

CONFIDENTIAL
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Mr. Dizdarevic continued that he wanted to raise two
matters: the state of the Yugoslav economy and the
rescheduling of Yugoslavia's debts. On the first, he
believed that the worst was over and that thils year was
seeing a4 gradual restoration of economic stability. There
had been an increase this year in internal demand of 5 per
cent. GDP was up by 2 per cent and agricultural production
also by 2 per cent. There was an increased inflow of foreign
axchange which had been achieved by increasing exports. Owver
the past nine months, Yugoslavia had achieved a small balance
of payments surplus. By the end of the year this should
amount to some US $700/800 million. The Prime Minister said
that the Yugoslav Government must surely ba very plaasad by
this, Mr. Dizdarevic said it was a considerable turn-around.
In 1979 the deficit on payments had been £3.7 billion.

He continued that foreign currency reserves had risen and
Yugoslavia had met its external payments, But there were
three major problems remaining: a considerable fall in
personal inceme in real terms over the past three years,
amounting to something over 30 per cent; a high inflation
rate; and unemployment which, while not as high as in the UK,
wag none the lese sericous. The Yugoslav Government's
cbjective for the next year would be to continue to
revitalise the economy with particular attention to achieving

higher personal incomes and lower inflation. The Prime

Minister commented that people ware prepared to accept
sacrifices as long as they were confident that there was a
clear purpose and that one day they would reap the rewards.

This appeared to ba the case in Yugoslavia.

Mr, Dizdarevic continued that the other main aspect of

the Government's programme was to improve its debt position
in the period up to 1990. At present 45 per cent of foreign
aexchange was being used for debt servicing. The plan was to
reduce this to 25 per cent. As part of its strategy,
Yugoslavia would be seeking a multi year rescheduling

CONFIDENTIAL
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arrangement to cover its debts for the period 1985-88. They
wanted this rescheduling for a pericd of twelve years with a
grace period of five years. The United Eingdom and other

creditor countriss had already been asked to help with this,

The Prime Minister said that she was glad to hear that the

Yugoslav Government had a firm programme. She enquired
whether agreement with the IMF was near. That was crucial.
Mr. Dizdarevic said that talks with the IMF would start om 20

Hovamber Yugoslavia intended to continue to cooperate with
the IMF but considered that certain of the conditions
previously imposed should be relaxed, Yugoslavia was highly
appreciative of the support so far received from the UE and
hoped that we would continue to assist their afforts to
achieve a multi year rescheduling arrangement. It was not
just a financial guestion but an important political matter.
The Prime Minister said that she well undarstood how

important it was but had to repeat that agreement with the
IMF was crucial. 5he acknowledged that the IMF set tough
terms but there was a margin within which one could
negotiate. BShe was impressed with the courage which the
Yugoslav Government was showing in tackling its wvery
difficult economic problems. 1In the light of this and of the
political considerations which Mr. Dizdarevic had mentioned,
Britain would in principle be ready to help over
rescheduling, subject to a satisfactory agreement being
reached with the IMF.

The Prime Minister said that she would like to raize the
subject of BEast/West relations. She thought that it would
probably be several months after the Presidential elections
before the new US Administration was ready for talks with the
Soviet Union, but she was sure that they would seek them. It
was important for other countries to continue their politieal
contacts in the meantime to help create a favourable
atmosphere. It was for this reason that Britain was anxious
to establish closer relations with a number of East European

CONFIDERTIAL
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countries, though this had to be handled sensitively so as

not to embarrass them in their own relations with the Soviet
Union. She found that one of her main difficulties in these
contacts was to persuade BEast Buropean countries that the
United States was sincere in seeking reductions in armaments,
as was the United Kingdom. The Prime Minister asked how

Mr. Dizdarevic saw the prospects.

Mr. Dizdarevic said that he thought that a mutual
readiness for contacts existed on the part of both the Soviet
Union and the United States. This had been manifested in
Mr. Gromyko's various meetings during his wisit to the United
States and the suobsegquent talk between Mr. Shultz and
Mr. Tikhonov in Delhi. He therefore agreed with the Prime
Minister's assessment. He had noticed that the United
Kingdom had recently had a number of contacts with East
European Governments ., He and Sir Geoffrey Howe had

discussed this point the day before. The Prime Minister

commented that Britain and Yugoslavia were both in a special
position as countries which could contribute to a more
Eavourable atmosphere and to reducing mistrust. It would be
important to seek early progress in some of the disarmament
negotiations, for instance the CDE in Stockholm.

Mr, Dizdarevic said that Yugoslavia was very active in the

neutral and non-aligned group at Stockholm. The Prime

Minister commented that the Soviet Unien had not hitherto
been very forthcoming there. Perhaps they were awaiting the
results of the US elections.

As he was leaving, Mr. Dizdarevic repeated the Yugoslav

Government's invitation to the Prime Minister te pay an early
visit to their country.

The mesting ended at 1005,




PRIME MINISTER

Call by Yuposlav Foreign Minister

Mr. Dizdarevie is on his first visit to the West
e T
as Foreign Minister and his Iirst ever wigit to Britain.

——

He iz szid to be gn old puard type. He has had long

diplomatic experience in Eastern Europe but is =saild to

be suspicious of the West.

- e ———

He will have the Yugoslav Ambassador and an
— -

interpreter. You will have Een Scott, our Ambassador

in Belgrade.

I attach a8 card. If possible you should read the

———

Belgrade telegram at Flag A.

o November 1984




¥ UGOSLAV FOREIGN MINI STER

Welcome o is Lo Britaisn,

13 D BSes : Planine in
Found her w here last ves ery unseful

chtinue to attach great
moslaviasindependence ru:u

4. Ask azbout yu ugoslay economy. Reo OpTiise
PTOETESS made, Ready 1g g0 om doing
what we can to help, provided
Satisfaclory agreement is reached with

MF,

Ve In':n your views on brospects for
Litest relations and dizarmament
er the US elec tions.

"Eessmenl of prospects in India,

Croat emigre's (if raised). Implacably
cpposed to Lerrorism, but cannot
interfere with ERpressions of opinion
if they are within the law.

8. (If he complalns about British press
comment on his COUNLTY.) DPresg =ay
what they want, But bound 1o be concern
I'l-:-:‘t- about wRy in whichk you deal with
internal opposition.




CONFIDENTIAL

Foreign and Commonwealth Office

London S5WI1A JAH

H November 1984

Call by Mr Raif Dizdarevic, Yugoslav Forcign Minister,
on Wednesday, 7 November at (0831

The Prime Minister has agreed to see Mr Dizdarevic,
the Yuposlav Foreign Minizster at 0330 on 7 November.

Mr Dizdarevic, who was appointed Foreign Minister
in May, hag only limited experience of foreipn affsirs.
His visit: therefore provides us with a useful opportunity
to emphasise the importance we attach to Yupeslavia's
continued independence, stability and non-alignment and
to put across the position of the West in general and the

UK in particular on such issues as East/West relations
and arms control to which the Yugoslavs attach great
importance. Yuposlavia maintalins reasonably cordial
relations with the Soviet Union and the rest of the
Warsaw Pact and Mr Dizdarevic may have some insights on
current thinking in Moscow.

The FPrime Mipnister will recall that Yeagoslavia's
economic difficulties featured prominently during the
vigit O Lhe Yugoslovy Prime Minister, Mrs Planinc, Io the
UK last November. Some Progress has been made but with
the prospect of a further Ia n the standard of living,
inflation of 80X and & winter of power cuts the Federal
authorities still have & tough struggle on thelr hands.
The Yugoslav Government is once again looking to the West
for aggsistance, perhaps in the form of a Multi Year
Re=gcheduli gement; which could be presented to the
population as evidence that Western Governments are prepared
to back them in the implementation of the austerity programme.
It would therefore be appropriate to acknowledge the progross
made so far and to declare our readiness to do what we can
to help, subject to a satisfactory agreement being reached
with the IMF. Creditor governments can then consider what
form of further assistance would be appropriate.

The only significant problems in our bilateral relations
are occasional adverse press comment (particularly over the
recent crackdown on political dissent in Yugoslavia) and the
activities of emigres, largely Creoats, in the UE. On the

fTirst

CONFIDENTIAL
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Tirst podnt we reply that the British press does not represent
the views of HMG but that there 1s Inevitably popular concern
in the UK about certain recent developments within Yugoslavia.
On emigre activities, we make it clear that we are implacably
opposed to terrorism but that we cannot interfere with the
legal expression of political opinions however much we may
disagree with them.

Mr Dizdarevic does not =peak English, though he under-
gtands a little. There will therefore be consecutive
interpretation. I anclose a personality note on Mr Dizdarevie,
a copy of his programme and a telegram from Belgrade which
sete the scene for his visit,

YMW

Ot BAd

(C R Budd)
Private Secretary

C D Powell Esg
10 Downing Street

CONFIDENTIAL




RAIF DIZDAREVIC (DEEZ-DAR-E-VEECH)

Pederal Secretary for Foreign Affairs. Member of the
Faderal Executive Consul. Member of the Ceptral
of the League of Communists O Yugnslavia.

Born 1926 in Bosnia. Moslem.
Partisan from August 1943.
Joined the Party in March 1%45.

Prom 1945-1951 Dizdarevic had a wvariety of Jobs in
ctabke secirlity organs. from 1951 wntil 1967 he worked in
the ¥Vederal Becretariat for Foreign affairs (FSFA} and
sarved in Bulgaria (1951=54), Moscow [1956-53) and PFrague
(1963-67). From 1967-1972 he was Secretary OF Ehe
confederation of Yugoslav Trade Uni President of Lts
Commission for International Affalrs 1972

he retorned
to FSFA as Assistant Federal Secretary. From 1974-1982 he
held wvarious trade union and Defence positions. Since 1578
he has been a member of the National Defence Council ot
Yugoslavia. From 1982-84 he was a delegate to the: Federal
chamber of the Assembly, and was Presildent of the Assembly

§2-May 19B3. He was appointed to his present
in May 1984, replacing Lazar Majsov.

Understands English but prefer: 1t to speak Lt.
Intelligent and hard-working but ks the experience in
world affairs of his predecessor and tends to stick clogaly
to his brief,
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GRS 1300 CGHF'E-HHﬁL
CoNF LSENT FAL

F# BELGRADE 01107302 HOv 2%

T IMPEZDIATE FED

TEL WO 231 OF 01 HOWEMEER L9384

SAYING TO WASHINGTOM, PARIS, BONN, UXDEL IMF, UKDEL HATOD,
UKDEL EC, HMOSCOM, BUDAPEST, BUCHAREST, EAST BERLIN,
PRAGUE, SOFI&, WARGAW.

VIS|T OF THE YUGDSLAY FOSEIGHN MOMISTER, 6-5 HOVEMEBER.

1, ME- DITDARENIC'S VISIT TO LORDON NEXT WEEK WILL BE HIS
FigsT OFF IC1AL ¥1SIT TC & WESTERH COUNTRY %S |NCE HE TOOK
GFFICE IN M&Y, AND WIS FIRST EVER TO BRITALN. HIS
EXPERIENCE N FOREIGH AFFAIRS MAD PREVIOUSLY BEEW CONF INED
LARGELY TO EASTERN EURDPE, AMO HE HAS SPEHMT THE LAET TENW
YEARS N IMTERMAL POLATICS, BOSTLY IN BOSWIA,., HIS PUBLIC
PRONOUNCEMENTS SiNCE BECOMIMNG FORE |GN SECRETAERY {EG HIS
SPEECH TO THE UMGA M SEPTEMBER) SUGGEST THAT HE TAKES

& BATHER CLD-FASHIOMED WIEW OF (WTERNAT|ONAL AFFAIRS BASED
OM THE STANDARD POSITIONS QF THE MON-AL IGHED WMOYEMENT AMD
THE GROUP OF T7. BUT HE IS5 AM INTELL IGENT MAM ANHD WILL

| THIMK RESPOCND TO ARGUMENTS THAT MODERATION AND MEGOTIATIODN
O COMCRETE (SSUES 1MW MULTILATERAL POLITICAL AND ECONOMIC
AFFALRS ARE MORE FRUITFUL THAN RHETORIE AND CCHEROMTAT ION.

2, HE LOOKS FCRWARD TO & SUBSTAMTIYE EYCHANGE OF YWIEWS WITH

THE PRIME MIMISTER AND YOURSELF Ol MAJOR INTERMATIGMAL

IS5UES, AND WILL MO DOUBT ALSD WISH TO DISCUSS THE POLITILAL
FELATIONSHIP BETWEEN YUGDSLAYIA AND THE wEET, AND PROSPECYS FOR
FUTURE WESTERHN FIMANCIAL ASSISTAKCE TO THE YUGDSLAY ECONOMY.
THERE ARE MO SER|OUS BILATERAL PROBLEMS.

DOMESTIC BACKGROUMD

3. THE YUGDSLAY LEADERSHIP |5 SOMEWHAT ON THE DEFENSIVE ON
SEVERAL FRONTS AT PRESENT. THE GOVERNMHEWT 1S PROUD GF 1TS
SUCCESS 1N STIMULATING |MPROVED OUTPUT AND EXPORTS, AND OF THE
ERCOURAGING IMPROVEMENT IN YUGOSLAV|A'S EALANCE OF FAYMENTS,
BUT 15 |MCREASIMGLY COMSCIOUE OF THE URGENT KEED FOR STRUCTURAL
REFORM OF THE ECONOMY. MEASUSES TO IMPLEMENT THE ECONOMIC
ETABILISATION PROGRAMME — WHIGH WAS AFPACYED AT ALL LEVELS OF
THE LEADERSHIP MORE THAM A YCAR ASO = COWTINUE TO BE BLOGKED
BY REPUBLICAN AND LOCAL POWER GROUPS. THE MAIN GENERATORS

OF INFLAT|ONARY PRESSURE REMAIN UKTREATED, AND INFLATION IS
NOW AT 58 PER CENT. COMBINED wiTH THE DARASTIC FALL IN REAL
PERSORAL |NCOMES RESULTING FROM THE I(MPLEMENTATION OF THE

1WF PROGRAMMES FOR 1933 AND lgﬂh, THIS |5 NOwW CAUSING
CONSIDERABLE HARDSHIP AND TME LEADERSHIP 15 SENSITIVE TO THE
POLITICAL AND SOCIAL DANGERS wMIGH |T EEPRESENTS.

AT A
MAUDENTIA




k. THE TRADITIONALLY-MINDED MEMBERS OF THE LEAJERSHIP HAVE
TENDED TO PREACT TO THIS SUTUATION EY CALLING FOR FIRMER

e PPRESSION OF CRITICS OF THE REGIME (THE LONG FOSTRPOMED TRIAL
OF THE ''BELGRAIE S1%'* ACCUSED OF ORGANISING POLITICAL
GEPOSITION HAS NOW BEEN SET TO BEGIM Q% 5 NOVEMBER) LND EY
AECUSING THE WEST, AND THE JMF AN PARTICULAR, OF UMACCEPTABLE
INTERFERERCE 1N THE WORKINGS OF THE YUGDSLAY SYSTEM.

BUT AT THE SAME TIME THERE 15 A GROWING REALISATION TRAT THE
SYSTEM 15 WORKING IMEFF ICIENTLY AND THAT POLITICAL REFOAM

|5 MEEDED BEFORE ECOMOHMIC AEFORM CAN EE EFFECYIVCZLY |MPLEMENTED .,
THIS MIEW WAS A[RED PUBLICLY AT THE LAST MEET|%G OF THE

PARTY CONTRAL COMMITTEE AND |5 NOW THE SUBJECT OF LIVELY DEBATE,
TO THE DISMAY OF THE TRADITIOMALISTS AMD THOSE WHOSE POWER

JOULT BE THREATEMED 3¥ 3UCH REFCHES.

|HTERNAT ICHAL AFFAIRS

5, THE LACK OF SELF-CONFIDENCE AMONG THE LEADERSHIP IMDUCED
BY THMESE INTERMAL PRESSURES DEEPENS TwE ANXIETY WHICH THEY
fEEL ABOUT THE CURREMT INTERNATIOMAL SITUATIOM. EVER CONSC FOUS
0F THE POTEMTIAL THREAT FROM THE EAST, THEY ARE DEEPLY
BISTUREED BY THE TENSIONS W EAST-wEST RELATIONS AND

PLRT ICULARLY BY THE ABSEMCE OF DIALOGUE BETWEEW THE
SUPEAPOWERS. DIZDAREVIC WiLL BE KEEN TO HEAR YOUR ASSESSMENT
9F THE POSSIBILITIES FOR THE RESUMPTION OF THE DI ALGGUE AND
OF ARMS COMTROL WEGOTIATIONS, AETER THE U5 PRESICENTIAL
ELECTIONS, THEY ARE ALSD CONCERNED AT THE POSSIBILITY OF
sUPERPOVER COMFRONTATION IN THE MIDDLE EAST AND CENTRAL
AMERICA, AND = EBECAUSE OF THEIR TRADITIONALLY CLOSE LINKS
WITH BOTH COUNTRIES = BY THE COWTIHUAT IGH GF THE IRAH/SVRAQ WAR.
THEY WiLL HAVE BEENM BADLY SHAKEN DY THE ASSASS IMATION OF

MRS GANDH|, PARTICULARLY BECAUSE OF THE IMPORTANCE THEY
ATTACHED TO HER ROLE IM LEADING THE HOH=AL |GNED MOYEMENT IN A
MORE MODERATE DIRECTIOR, AND WiILL BE DEEPLY WORE [ED ATOUT
POSS |BLE CONSEQUENCES FOR THE STRBILITY OF |NDIA AS OKE

OF THEIR CLOSEST PARTHERS. FINALLY, DIZDAREVIC WILL BE
ANEIOUS TO HAVE YOUR ASSESSMENT OF THE PROSPECTS FOR PROGRESS
FoR WAHIBIA.

§. DN NORTH/SOUTH ISSUES DIZDAREWIC IS LIKELY Ta EXPRESS
CONCERN ABOUT wWHAT YUGODSLAVIA EEES AS A LACK OF SYMPATHY ON
THE PART OF THE |NDUSTAIALISED WEST FOR THE PRUBLEMS oF
DEVELOPIHG COUNTRIES, AND FRESS FOR MULTILATEZRAL DISCUSSION
OF THE DEBET PROBLEM.

YUEOSLAVIA AND THE WEST

7. FROM HIS REMARKS TQ THE FRENCH FOREIGH MIMISTER DURING THE
LATTER'S VISIT IN BUGUST, ARD CON OHE OR TwD OTHER QCCASIOMS,
0)ZDAREVIC APPEARS TO BE AMONG THOSE |M YUSOSLAVIA whO BISTRUST
WESTERN INTENTIONS TOWARDS THES COUNTRY AND SUSPelT A

TEWDENCY |M THE WEST TO EXPLGIT YUGDSLAVIA'S ECONOMIC

CONFIDENTIAL NPAEan




DIFEICULTIES TO TRY TO GRING ABDUT CHAMGES |N THE POLITICAL
eveTEM, HE HAS SHOWN CONSIDERABLE SENSITIVITY ABOUT wESTERW
PRESS CRITICISM OF THE TREATHENT OF INTERMAL OPPONENTS OF THE
REGIME, AND ABOUT THE TOLERATION EY WESTERN GOVERNMENWTS OF
EMIGRE ACTIVITIES I THEIR COUNTRIES. HE wiLL WEED TO BE
AEASSURED OF CONTINUING BRITISH AND WESTERM INTEREST M THE
STADILITY AND INDEPENDEWCE OF YUGOSLAVIA, WHILE AT THE SAME
TIME BEIHG REMINDED THAT THE wWAY IN wWiGH THE LEADERSHIP DEALS
J ITH INTERNAL OPPOSITION (5 BOUND TO AFFECT WEBTERN PUBLIC
ATT|TUDES.

#. DISCUSSIONS BETWEEW YUGOSLAYIA AND WESTERN CREDITORS ABOGUT
BEF INANCING OF DEBTS IW 1985 AMD LATER YEARS ARE AT A VERY

FHEL IMINARY STAGE, AND DIZDAREVIC wOULD HOT | HOPE EWPECT YOU

TO GIVE HIM HWORE THAN A GENERAL ASSURANCE THAT WE WILL CONT|KUE
TO MAKE A CONSTRUCTIVE CORTH{ZUTION TO INTCRHATIONAL
APRANGEMENTS TO COMSOLIDATE YUGDSLAYIA'S DEBTS AND HELP HER

T0 STABILISE HER CCONOMY. THE EXPERIENCE OF THE LAST TwQ YEARS
HAS SOURED YUGODSLAWIA®S ATTITUDE TO THE IMF, BUT THOSE

|4 THE LEADERSHIP WHO ARE MOBET CLOSELY CONCERHED PRDEABLY
HECOGHISE THAT THEY HAYE MO ALTERNATIVE EUT TO CONTIAMUE IMF

i WYOLYEMEMNT AKD THAT THIS IS A PRE=REQUISITE FOR ANY REF INAHCIHA
ARRANGEMENTS BY WESTERN GOVERMNMEWTS ARD COMMERC 1AL BANKS.

THEY WILL, HOWEVER, FACE DIFFICULTIES IN CONVINCINE THE FEDERAL
ASSEMELY OF THIS, AND IT WiLL HELP THEM [F A WAY CAN BE FOUND

OF MAKING IMF SURVEILLAMCE OF THE YUGOSLAY ECONOMY LESS INTRUSIVE
AMD |F SOME ®IND OF WULT|-YEAR ARRARGEMENT CAN EE wWORKED OUT.

ARGLO=-YUGGSLAY TRATE

3. DIZDAREYIC WILL PROEABLY MDT WISH TO DISCuis TRADE

MATTERS IW ANY DETAIL. YUGOSLAY EXPORTS TO BRITAIN HAVE
|MPROVED SUBSTANTIALLY THIS YEAR, AND THIS FACT CAN BE SET
AGAIKST ANY RITUAL COMPLAINTS HE HMAY MAKE ABOUT OBSTACLES
CREATED BY EURQPEAN COMMUMITY IMPORT RESTRICTIONS. THERE AFEC
PROSPECTS FOR A WUMBER OF MEW PROJECTS IHVOLVING JOINT
VEMTURES AND OTHER MIGHER FORMS DF COOPERATION BETWEEN BRITISH
AND YUGOSLAY ENTERPRISES.

i0. FCO PSE PABS SAY MG ADDRESSEES.
SCOTT

ST ARDL A FHACE )
EEH

Sbv b

TNAD

3
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-
VISIT OF HIS EBXCELLENCY ME RAIF DIZDREEVIC, FEDERAL

SECRETARY FOR FOREIGN AFFAIRS OF THE SOCIALIST FEDERAL

REPUBLIC OF YUGOSLAVIA: 6-8 NOVEMBER 1984

ADMIMISTRATIVE PLAN (To be read in conjunction with the

printed programme )

Tuesday & MNovember

Arrival

When the aircraft has landed a representative of the
British Airports Authority will accompany the Ambassador
of the Socialist Federal Republic of Yugoslavia from the
Hounslow Suite to the aircraft and escort the Federal
Secretary for Foreign Affairs to the greeting party where
he will ba welcomed by the Speclal Representative of the
Secretary of State for Foreign and Commonwealth Affairs

who will present (in order):-

Mr E B A Scott H M Ambassador at Belgrade

Brigadier Rlan Cowan Secretary, Government

Hospitality

Group Captain Anthony Government Hospitality Escort

O'Heill Officer




Transport

Cars are provided by Governmernt Hospitality Fund

throughout the visit. (See car plan at Annsx l).

Interpreters

L -

Mr Dizdarevic will be accompanied by Miss M Boric who

will interpret for him throughout the programme.

The Foreign and Commonwealth Office has engaged the

gervices of Mrs 0 Grahor who will interpret at the

following appointmenkts:

Tuseday § November

Talks with the Secretary of State for Foreign and
Commonwealth Affairs at the Foreign and Commonwealth

Office.

Dinner hosted by the Secretary of State for Foreign

and Commonwealth Affairs at No 1 Carlton Gardens.

Wednesday 7 November

call an the Prime Minister at Ho 10 Downing Street.

Lunch hosted by the Chief Secretary to the Treasury at

Lancaster House.




. Participation of the Official Suite in the Federal

gecretary for Foreign Affairs' Programme

His Excellency Mr Dragi Stamankﬂvié; the Ambassador of
the Socialist Federal Republic of Yugoslavia to London,
and Mr K B A Scott, Her Majesty's Ambassador at Belgrade,
will accompany His Excellency Mr Dizdareviec throughout

the programme.

The other members of the Official Suite, as listed at
page 1 of the printed programme, are axpected to
accompany His Excellency Mr Dizdarevf& throughout the
programme but their attendance at appointments is subject

to confirmation.

Mr Milutin Stqjanuvié, Minister—-Counsellor at the
Yugoslay Embassy, will attend the talks with the
Secretary of State for Forelgn and Commonwealth Affairs
and dinner at No 1 Carlton Gardens on & November and the

meeting with Mr Einnock on 8 November.

Mr Predrag Mitic, Minister-Counsellor (Ecconomic) at the
Yugoelav Embassy, will attend the meeting with the
Governor of the Bank of England and the luncheon at

Lancaster House on 7 MNovembar.




Captain Uros Trhujeul&, Defence Attache at the Yugoslav

Embassy, will attend the meeting with the Secretary of

State for Defence on B November.

E E Morgan

Protocal Department

Foreign and Commonwealth Office
Foom S5G104,

01d Admiralty Building

Tel 3 273 35832




CAR PLAN

Heathrow Airport to The Dorchester

Hig Excellency Mr Dizdarevic

His Excellency the Yugoslav Ambassador

Special Branch OFEficer

Back-up Car Special Branch Officer

Mr Gligoric

Mr Sukovic
Mr k Scothk

aroup Captain O"Heill

Mr Jovanovic
Mr Stojanovic

Miss Boric

Car plans will be adjusted as necessary throughouk

vigit in consultation with Group Captain O'NMeill.
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NOTE FOR THE FILE

10 DOWNING STREET

ME. POWELL

Visit of the Yugoslav
Forelgn Minister
Wednesday, 7 November

Protocol and Conference Deparime
rang to say that the
interpreter for this meetling,
Mrs. Olga Grahor, would

arrive at 9.15.

1 November 1BE4
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWlA 2AH

4 Oetober 1984

bo p& o

Visit of the Yugoslav Foreign Minister

Mr Raif Dizdarevie, the Yugoslav Foreign Minister, will
be visiting DBritaln at the invitation of the SBecretary of
State from 6-8 November, The Yugoslavs have asked if
Mr Dizdarevie could call on the Prime Minister.

Political consulations with the Yugoslavs take place
evary two years at Foreign Minilster level. When Mr Pym
vigited Yugoslavia in 1982, he was received by the Yugoslay
Prime Minister, Mrs Planinc, who as the Prime Minister will
reciall visited Britain at the Prime Minister's invitation
last November.

Wr Dizdarevic has never been to Britain before and so
far has had 1ittle experience of the West. Although his
present appolntment expires in May 1986 (under the Yugoslav
system of rotation of Ministerial offices which 1s designed
to satlisfy the aspirations of the constituent republics), he
is likely to remain an important political figure. & short
¢all on the Prime Minister would add greatly to the success
of the visit, although the Foreign Secretary would not wish
ta press the Prime Minister if she is heavily committed on
the days concerned. The Embassy have advised that it would
if necessary be possible to placate the Yugoslave should the
Frime Minister's diary be too full for her to spare the
necessary timea,

My Dizdarevic arrives in the afternocon of & November
and departs at lunch time on B November.

Trrs ety
Crlain Bdd

(C R Eudd)
Private Secretary

C D Powell E=sg
10 Downing Street

CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary & February 1984

Yigit of the President of Serbia

Thapk vou for your letter of 7 February.
1 am afraid that it will not be possible for
the Prime Minister to receive the President of
Serbia during his visit to Britain., Her diary
for the week concerned is extremely crowded and
we still have the possibility of a visit by
President Mitterrand.,

Roger Bone, Esq.,
Foreign and Commonwealth Office




CONFIDENTIAL

Foreign and Commonwealth Office

London SWiA 2AH

T February 1984

Visit of the President of Serbia

Mr Nikola Ljubicie, the President of Serbia (one of
the constituent Republics of Yugoslavia) will be wvisiting
Britain at the invitation of the FCO from 4 - 10 March., He
has asked our Ambassador in Belgrade if he could call on
the Prime Minister,

Mr Ljubicic ranks highly in terms of Yugoslav protocol
and political influence and has had 8 distinpuished career.
He was Minister of Defence from 1567 - 82 and met the Prime
Minister during ber visit to Yugoslavia in Septoember 18580.

Mr Lijubicic wisited Britaim im 1975. In his present position
Mr Ljubicic is one of the most important political figures

in 3erbia and has made an impressive showing. He is also the
most likely candidate for promotion to the Serbia seat on

the nine-man Federal Presidency next May, and scems certain
to eontinue to hold a front-rank role in Yugoslav national
politics for some years.

There are suggestions that Ljubiciec may be one of
those in the Yugoslav leadership who harbour doubts akout
the policy of strengthening links with the West., It
might therelfore be helpful if he were to hear directly
from the Prime Minister about British support for the
policies the Yugoslav Prime Minister, Mrs Planine, is
trying to pursue, although the Foreign and Commonwealth
Secretary would not wish to press the Prime Minister to
find time for him if she is heavily committed on the days
concerned.

(.\_J'\_\_.‘-_._ s ]

i Ty o iy

1 M
(R B Bone)
Private Secretary

A J Coles Esqg

100 11 1 =3 5
RWRIRE Slae ek CONFIDENTIAL




10 DOWNING STREET

20 December 1983

From the Privare Secretary

The Prime Minister has asked me to thank you most warmly
for your letter of 19 December referring to the relationship
between our two countries and extending vour best wishes for
g happy Hew Year.

Mrs. Thatcher has asked me to stale in reply that she
continues to attach the greatest importance to a close and
friendly relationship with Yugoslavia and in that context
recalls with pleasure the recent visit to London of the President
of the Federal Executive Council, Mrs. M. Planinc.

The Prime Minister sends tc vou her best wishes for 15984,

His Excellency Monsieur Dragi Stamenkovic




YUGLUSLAY AMBASSADOR




MINISTER

Yugouslavia

I attach:=
B) & message from Mre. Planinm

b} & collection of photographs
dativzfrom your 1880 viesit which
the Yugoslav Embassador sava
he undertook to send to you,

He apologises for the technical

quality of the photographs,

4 T_IE.".'.'.!:-mLul" LEE3




10 DOWNING STREET

From the Privale Secretary 8 December 1583

Yugoslavia

The Minister Countsellor of the Yugoslav Embaoey ecalled
on me today to deliver the enclosed messape from the President
of the Federal Executive Councill of Yugoslavia to the Prime
Minister. He also delivered a book of photographs which had
been taken during the Prime Minister's visit to Yugoslavia in
1980,

Mr, Stejanovic said that it would be clear to us from
Mrs. Planinc's letter that Yugoslavia sought the strongest
possible bilateral relationship with the United Eingdom.
This was not only for reasons of tradition but because
Yugoslavia bhad a powerful interest in such a relationship.
I saild that I could reciprocate his remarks. The Prime Minister
has greatly enjoyed Mrs, Planine's wisit and attached high
importance to & close relationship with Yugoslavia.

Roger Bone Esq
Forelgn and Commonwealth Office.




10 DOWNING STREET

From the Private Secréfary

The Prime Minister has asked me to thank yvou for
your letter of 24 November enclosing a message to
Mrs. Thatcher from the President of the Federal
Executive Comincil of the Socimlist Federal Republic
of Yugoslavia.

You also kindly enclosed a collection of
photographs taken during Mrg., Thatcher's visit to
Yugposlavia in 1980. The Prime Minister has asked me
to thank you warmly for this gesture.

His Exeellency Monsieur Dragi Stamenkovic.




1 December 1883

YUGOSLAVIA

The Prime Minister has noted the

contents of your letter of 25 November.

Miss Judith Simpson,
H.M. Treasurv.
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I'reasury Chambers arliament Street, SWIF

Oil= 2833 8000

25 November 1983

A J Coles Esg
10 Downing Street

esr Toka,

YUGOSLAVIA

Following the Prime Minlster's meeting with Madama Flaninc
last week you asked me-to axplain the insistence, in the

wasg the multilateral one.

The line was agreed betwean the Treasury and the FCO. In
fact, we are reasonably satisfied th3at Yugoslavia's need

for further assistance in 1984 is much less than in 1983.

The ¥Yugoslavy administration, desplte the difficulties of

itz federal structure, have made enormous progress towards
turning round the economy, and eliminating the balance of
payments defi_it. Admittedly, there 1s a long way to go.
But the 'gap' in the Yugoslav balance of paypents for next
year seems to us likely to be much smaller than the IMF have
suggested (they have put it at $3.3 bIllion) and indeed the
Yugoglavs themgelvas think the IMP have overdone it, 1In
particular, the IMF suggested a build up uﬁﬁwaav resarves
of some $1 billjon, which the Yugoslavs think an unjustiiiable
luxury at this stage.

—

Wae are therefore fairly confident that a rescheduling operation,
together with an IMF programme, some new bank money, and
credits which we know are already on offer from other govern-
ments, will be enough to do the trick. We do not exclude

the need for a possible small-scale UK contribution. But

there is still £113 million of UK export credit, available

"in the pipeline™ from previous agreements, which can be

drawn in 19%84; and we are still on short=term cover.

UK representatives took this line at a meeting in Geneva

lasgt week under Swiss auspleces, between the creditor govern-

/ments and a
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mentes and a Yugozlavian team. We game under no great
pPressure, for the FPrench and Germans took a very
similar line, We are all partners in a new EIB loan
te Yugoslavia.

If at a later stage, we were to become uncomfortably
fisolated, 1t might become necessary to ocffer scoma further

lfasmall-scale bilateral assistance; preferably in the form
of additional short-term cover (which minimises the risk
to ECGD). But we do not at present see the need for
further medium or long term cowver. I understand that
FCO, DTI and ECGD share this view.

rl-"'.-".n . .,..,..L-'_FJ

h..‘“

MISS J C- SIMPSON
Private Secretary
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EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

3 LEXHAM LARDENS,
LAONEREN, Wi S5,
Ted: U1-370 &L03

London, 24 November 19813,

The Right Honourable Mrs Thatcher,

I have the honour to transmit enclosed
herewith the message by the President of the
Federal Executive Council of the Socialist Fe-
deral Republic of Yugoslavia Mrs Milka Planine.

Also, as I mentioned to you during the
lunch given by vou in honour of Mrs Planinc,
the Manager of the hotel "Excelsior" sent me
some photos of you taken during your stay in
Dubrovnik. Some of my colleagues disguaded me
from my intention to send them to you hecause
they are demaged. However, since you kindly
encouraged me by expressing your wish to see
them, I avall myself of this opportunity to
enclose them herewith so that yvou mavy recol-
lect the memories of your short respite in
Dubrovnik.

Please accept; The Right Honourable Mrs
Thatcher, the assurances of my highest consi-

deration.

L LT g Ry {

Tl
bragl Stamenkovic
ambassador

b.}

Her Excellency

Mrs Margaret Thatcher

Prime Minlster of the United Eingdom
of Great Britain and Morthern Ireland
L o nh doan
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AAVENE TO AEL -0 i kD TAERES: [BY DAL
MY TELND 183 YUSOSLAY ks FIHANCIAL PACEADE

i A TWO=3AY SESSICY OVER THE WEEKEND , THE FEDERAL AGSEMBLY
LPPROVED & SERIZS OF NEY LAWS A iCH, |h L'F=¢' =1¥E THE FEDERAL
EXECUTIVE COUNCIL ANT RRTTONAL SANE THE PONERS THEY MCED I6 ORDER
T2 COMCLUDE WEGOTIATIONS WITH THE COMMERCIAL BANKS.

— —
2, THIS REMOVES THE LAST MLJOR OF! F 4N THE YUSOSLAY SIDE TO
FINKLIGKETION OF THE PACKAGES 4T THAT, SUBJECT TO FinAL
BESITIATAON VATH THE COMMERC AL ZANKS, THC AGREEYENT REAGHED
PRiECSIPLE HETH |3 ¥ L : SLE TGO B0 AHELD (Ky TELRO 18L).
5 FOR THE iB8D TR :—:mm:un S4OLE TOLD
THE MINISTER FOZ TRADE WHEN | TODK MR CHANYOL TC SEE HiM OH
30 GHETE THA T THIS D oW BE SICGHED 4NN ? JULY. A5 YOu ﬂﬂﬂw,

PR

iH: FULL B1S L E BH 15 5TILL i MUK BUT DISCUSSIORE WITH
SOVERATENTS AWE GUING ABEAD WITHOUT MAd OBLEMS, ALL M ALL,
\T LODKS AS SULK OF THE PACKAGE WiLL KOW BE | PLACE BY
AUSUST,

FETERAL ABEEMBLY WAS EVIDENRTLY VWERY DIFFECULT.
THE 19A11 CUESTICH WAS W0W TO GIVE PRACTICAL SFFECT TO THE STATE
e L e W ol (R ]
GURRANTEE 1H3)5 BY THE CoWMekD AL BENES., GIVLN YUGOSLAVIA'S
ey e R U e L B VTt 0 e i e L e T el PR SR TR R
DECEATRAL JRET 2AMK NG SYSTER AND THE LI¥ITED PCWERS HITHERTIO
ESJOTED 3 THE HATIOHAL HANE, WHAT BAS DEEW RGREED, IN THE-TEETH
OF ZITTER SPPOSITIGE FROM DILIGATES FEPRESSMTING CROATIA ALD ESPECHAL
LY
SLOVERKA, |5 THEE WHZW & REPUBLIC OF BEOVINCE 15 UHLEIE Tg EHEEE
AT
HEPLYMINTS (N FORELGH CURRENCY BY ANY OF ITE BAMES OP ENTERPRHISEE;
B i " T - -
THE HATEOMAL BANE %ILL HAWE POWER TO SEIIe ALL FOREIGH CURRENCY
ASSETS OF YUGJSLAY BAMKES, WHEREVER SITUATET, IN DFDER TO MEET THE
DERT, THE TEXT 0F THE NEW LA® WILL NOT DE PUELISHED FOR SEVERAL
5 NOT CLTAR FOR IRSTAHCE HOMW 1T WILL AFFECT FOREIGH
CURRENCY HOLDIEG: OF PRAVATE IMDIVIZUALS =UT THE ] CEETAFR LAY
o
R i TOLE ¢ THIS &0FBIYE THAT THZ MEwW POWE! ; )
ANE TUTURE FORTZ 1SN CURRECHY DEZTE, WOT JUST THOSE

THE CURBENT MEGDTIAT HONE ¥ITH THE (CC. [THIS SHOULD

FRCIBSUTALLY E4MPLIFY ECOD'Es CURSSHT RESCOTIATIONS ON CUARAKTEEES FORE

THEI® HE=F | JANCING).

BRYS. ¥ |

FEDERAL EXECUTIVE COUMTIL, K25 PLANINHE,

e S

JUSTIEYINE THE #Ew ARRANGEMENTS. SOME

CEMANEEMATE HESOT IATIDES BY THE COMBERC AL EARES MAD,

L..D FiDENTiAL ;"J SHE SAID,
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PRIME MINISTER

Yugnslavli: Economlico Crisis

You =zaw today the atlached minute by
the Foreign Secretary about our loans to
Yuposlavia and the proposed AnNOUNCement

e
on 89 Februarvy, You commented that we should

be rightly criticised because the loans are

untied.
A——
Could I ask whether you wiszh me to
make this peint to the Ministers conoernad?

The Chancellor of the Excheguer iz content

with the proposals, as is the Forelgn and

Commonweglth Secretary.

A-7.C -
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Yugoslavia: Economic Crisis Gy : - &

£ You will have seen the outcome of the inter=-
Governmental Creditors' meeting in Berne (Berne telegram
Nos 23 and 24). Cur total pledge of £78 million was
entered in the MOU, subject to fulfilm63¥=zf certain
conditions, Although these conditions have not yet

been Iully met, I believe nevertheless that ;E_Eﬁét
proceed on the assumption that they will be, or risk
missing the boat with our o"n budgetary and Parliamentary

procedures, which need to be initiated next week.

2 The present positionm over our conditions is as
follows, The IMF will circulate their programme for
1983 on about 7 February, for agreement by the IMF
HBoard by the é;E'uf the month. It iz ‘hoped that it will
be possible to reach agreement on the BIS pre-financing
loan which will be discussed in Buslé-;E_%JB February.
The commercial banks are giving datailedmsideratiun
to the proposals for maintenance and some lncrease in
their lending, with a view to decisions by 21 February.
And widespread participation on the inter-Goveromental
glement iIs =SeCure.

< As regards the component parts of our own contribution,
I understand that arrangements are in hand over the £65
million/ €40 million of loans to be guaranteed by ECGD

to refinégtﬁ officially backed Yugoslav commercial debts
falling due in 18983,

——

14,
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4. There gre two issues aifecting the remaining_
£60 million/£38 million of pew financial credit:

&, how a proportion of it should cover

the Bank of England’s expected $30 million
ghare of the BIS bridging loan;

whether some or all of the money should
be tied to UK exports.

on_(a)
0 I understand that the Bank of England are discussing

with the BIS the way in which the UK's financial credits
L -
can be used to secure the Bank in respect of its

participation in the loan. Forden Richardson will no

doubt let us know the auteome,

On _(bj

6, I believe that we should stick to the position arrived

at before the pledging meeting and not make the contribution
conditional on a link with Yugoslav purchase of UE goods
for the following reasons:

a. We are offering less in volume terms than
the U8, French, Germans and Italiaos. In

order to compensate, we need to maintain
guality;

untied Iinancial credits are best suited

/'\.'-'-\_-Eo-"-‘_--' e -
to meeting Yuposlavia's own needs:
"..-i-_-\-—-‘_—-—-__l___‘__b-_-_____-___

there iz already an imbalance in our

favour of bilateral trade with Yugoslavia

which is presenting problems;

CONFIDENTIAL
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it would be difficult, as you pointed
out in your letter of 14 January, to
enlorce conditions in circumstances
where disbursement has to occur before

the end of this financial vear and checks

could therefore be only after the event
on whether the Yugoslave had actually
purchased British goods:

should failure te link this to exports
be criticised in public or Parliament,
on the grounds that our money might

be used to pay other countries! debts,

it would be poséIEle to point to the

fact that eight other countries are
giving financial assistance (including
U3, Germany and France - provided the
e g
French implement their commitment in
principle), with five (Switzerland, Austria,

Sweden, Netherlands and Norway) giving

untied credits like osurselves,
l'___-——--.

i As regards the Parliamentary and financial procedures
I would propose to proceed as follows. Our contribution
to the assistance package would be made publie through
Written Answer along the lines of the attached text.
I hope that this can appear by 9 February before the
spring Supplementary Estimates are released to the
Parliamentary Committees on 10 February, I have already
taken provisional steps to include the loan for Yugoslavia
in the spring Supplementary Estimates as a charge to the
1982 /83 Contingency Reserve, I understand that, subject
to the examination by the Parliamentary Committees, the
ffunds

CONFIDENTIAL
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funds should be voted by the middle of Mzsrch. Wea
should by then be able to check that all the other
integral parts of this complex coperation are assured,
Thi=s would open the way for a rapid negotiation with
the Yugoslavs to agree with them the precise terms

and conditions (non-concessionary) of the loan so that
disbursement could occur, as you have suggested, within
the current financial year rather than in 1983/B4.

8. 1 hope that vou and Arthur Cockfield are content
with this procedure and timetable,

B, I am sending copies of this minute to the Prime
Minister, Secretary of State, for Trade, Governor of
the Bank of England and to Sir Robert Armstrong.

r
( FRANCIS.AFYM)

Forelign and Commonwealth Office

7 February 1883

CONFIDENTIAL




" PARLIAMENTARY QUESTION FOR WRITTEN ANSVER

G To ask the Secretary of Btate for Poreipn and Commonwealth

Aftalirs waat part the UK will play in the intergovernmental

programme 0f economic assistance for Yuposlavia announced in

Berne on 1% January.

A As its contribution to a 1.3 billion dollar programme invelving
15 Govermnments and on the basis that the other elemeats of the
integrated programme of assistance, including IMF support;

will be forthcoming, HMO is arrangling credits for Yugoslavia

to the value of £78 million. These credits will comprise two

elements:

£40 million of medium term loans at a market
rate of interest, to be guaranteed by ECCGD
under its inherent powers to refinance imsured

Yugoslayvy debts falling due Iin 1983.

£38 million of Government to Government

Iinancial loanz repavable over 3-5 years at a
market rate of interest. Parliamentary

apgroval for this new service will be sought

in a Supplementary Estimate for the

International Subscriptions Speeisl Payments eto.

(Foreign and Commonwealth Office) Vote in 1982/83,




Prime Minister

Secretary of State for Traoge
Governor of the Bank Of
England

S5ir Robert Armstrong

Treasury Chambers, Farliament Street, SWIP 3AG
1-233 3000

T February 1983

The Rt. Hon. Francis Pym MP
Secretary of State for Foreign and Commonwealth Affairs

Lo

,A&,._, Secbuay o-Stule

YUGOSLAVIA

Thank you for your sfinute today with a draft written Parliamentary Answer
on economic assistance to Yugoslavia. I have no comments on the draft,
and am content that vou should make the anncuncement this week.

Copies of this latter go to the other recipients of your minute.

;
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A Carter Eang
EESD

Jen Adiar,

YUGOSLAY ECONCNIC STABILISATION: GBOCIAL POLILCY

We promised to report the main recommendations of the
Eraigher Commission on economic atabilisation as they come outb
(my letter of 16 November to Alan.Montgzomery).

f 2, Two further mets of recommendations have now appeared in the
preas, called "Foundationa and Frameworxno of Long=term OSocial
Policy" and "Developmant Poliey aof Sooial Activities As A Factor
of Boonomigc Stabilisation".

30 Anyone. looking for A2 long and dreary read in these two
documents would be well content = they are extremely turgid.
Ag you know, "social activities"™ in Yugoslavia means health and
edueation, scientific ‘research, provision of recreationsal
facilities, etc. Since the constitutional reforms of 1974, these
have been provided by "self-managing interest communities" (SIZes),
organiged basically at municipal level, and in theory under
management by logal political Assemblies through the delegate
aystem,’ The two documents are full of eriticism of the way the
ayatem is working. They draw attention to a lack of overall
lanninf, non-ocbservance of economic lawa, ‘intepference in the
E:ufusﬂ onal working of soeciml services By politicianas, empire-—
ilding and waste by the axperts, over-manning, lack of commen
gtandardns, decapitslisation etc., The moat serdious eriticism -
hardly a surprising one given the decentralisation of the
Yugoslav political and economic oyatem = ia that voeclial aerviges
have become almost compleftely regipnalised. The documerita lament
the lack of "gelf-managing agreements" between health services
etc. even at inter-municipal level. Under these agreements, it is
open to clinics in different municipalities,; for inastance, to
specialise and ao improve the guelity of services they provide,
rather than attempting to cater for every possible allment
themselvesa. But every municipality has tended to want 1is own
polyeclinic, its own fully-equipped sports centre, the full range
of education services etc. The documents quite rightly desacribe
this process as wasteful and inefficient.

e
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‘4. Just as no real answer has yet been found to the increasing
fragmentation of Yugoslavia'e political and economic system,
these documents do not really come up with any new ideas in the
field of mocial services. They make some technical reccmmendationa,
for instanece about the method of financing "social activitiea",
rguggesting that this should not be through a flat-rate tax on

wenterprises but through a perceniage of net income. Buat octherwise
they fall btack on the usual cry for "more self-management™. Their
basic political analysis is that weaknesses in the social sector
§n Yugoslavia are due to deapartures from the pure theory of self-
management, under which workers will provide fully for esch
others' neede by freely assgciating their labour,

5. Thig type of analyais does not of course get us much further
forward,. Wa doubt if the two documents will lead to any major
change.

l?iiﬁd E“{kf

A 85t J H Figels

/ Distribution
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10 DOWNING STREET

Frown the Private Secretdr) 19 January 1983

YUGOSLAVIA

Thank vou for vour letter of
17 January,

The Prime Minlster has approved the
Lwp messages To the Federal Presidency of
the Sccialist Federal Republie of Yuposlavia
anga to Madame EBakKaric. GShe has also written
o the lines proposed to the Yuposlay
Ambassador.

Roger Bone, BE8q. .
Foreign and Commonwealth Office.
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CHANCELLOR OF THE EXCIEQUER

Economlie Crisis

L. Thank you for your letter of }d;;nnuur?- I am grateful
for your understanding of the exceptional circumstances
Tnvalved.

4. 1 note that you believe we should not, as an opening
bid, increase our offer at the -'.,":r--:-.ﬂiw:llr:;;;.'1 Meeting on
18/19 January by $100 million., 1 understand YOUr reasons
for this and can agree instead to your proposal that we
should increase our offer of financial credits by

60 million, of which §30 million would be for the Bank

of England/BIS take out bafare being disbursed
eventually as & financial cregirt, THis latter proposition

is, ol course, dependent on agreement being reached between

our allficials and the Bank of England on an sppropriate
way of earrying this 1Zability.

3, I agree that the negotiating position is uncertain

and am therefore grateful that you do not object to my
original proposal being kept in reserve for use as a fall=-
back if necessary. I have now al=o seen Arthur Cockfield's
letter of 17 January. He had not apperently seen your letter
al 14 January when he wrote, and was not therefore aware

af your reservaticns, on public expenditure grounds, sbout
moving to the higher figure tied to British exports. 1If

however, we do move to this position I will of course ensure

fthat my

CORFIDENTIAL
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in which any credits might be tied 1o

ish goods end commodities ip 1983

3 T am sending copies of this minute to the Prime

Minister, Secretary of tate for Trade, the Governor of

the Bank of England and Sir Robert Armstrong.

(FRANCIE PYM)

and Commonwealth

Japuary 1983
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DEFARTMENT UF TRADE 1VICTORIA STREET LONDCON BWIH OET Telephone 0f- 215 7877

. |
e |

Fromfhe Secredory of Siale

The Rt Hon Franeis Pym MC MP

Secretary of State for Foreign and Commonwealth Affairs

Foreign and Commonwealth Office

Downing Street

London

SW1 |77 January 1983

\y o

b R A TR L

Thank you for sending me a copy of your minute of 14 January o Geolfrey Howe.

It may well be that the offer we tabled in Berne on &/7 January was interprotod
by others in a way which made it look effectively well below that of our major
partners. But this & not an intérpretation that | accept. Nevertheless | would
support your suggestion of providing financial credit, which might be tied in the
main to exports of British goods and commodities in 1983, My officials would be

happy to participate in discussions on the detafls of sech an arrangement.

I should alse like to comment on the peint raised in paragraphs 4 (b) and (g) of

Your minute,

As regards 4 (b), 8 number of our partners (led by Japan, Canada and Germany)
are not apparently continuing to offer medium term cover on normal terms; though
the US, Austria and Switzerland have said that they will do so. But as 1 said at
cur iast discussion on this subjeet, | would not regard availability of such cover as
the answer to Yugoslavia's problems. We should not be encouraging expenditure on
new projects when retrenchment seems to be necessary, And such money would
not be drawn down in 1983 but at some later date when the projects were
progressing. Moreover ECGD exposure is disproportionately large in this area. Sa
while | would be willing to consider individual cases, 1 would regard this as an area

to tread with very considerable caution.

CONFIDENTIAL




CONFIDENTIAL

From the Secretaryof State

The proposal to increase the presemt offer for refinancing eredits to £81m would
mean that we would be providing cover for the total sum repayable in 1983, But
the amount is small and it would be an undesirable precedent for other countries.
As you say, it is not highly reparded by others and being o small it would make
no real difference to the packege. So 1 suggest we stay at the fipure already

proposed.

| am copying this letter to the Prime Minister, the Chancellor of the Exchequer,

the Governor of the Bank of England and Sir Robert Armstrong,

LORD COCKFIELD

CONFIDENTIAL
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Treasurvy Chambers, Parliament Street, SWIP 3AG
Ol-233 3000

14 January 1983

The Rt Hon Francis Pym MO WME
Foreign and Commonwealth Office;
Dosmuitig Street, LONDON ~ SWl

e TR

YUGOSLAVIA

Thank you for your minute of 13 January.

I sccept that the circumstances aré gulite exceptional; and justify
an increase in our offer at next week's meeting of ereditors, and
that the cost of this should, equally exceptionally, be a charge

to the 1982-83 Contingency Reserve. I also agree with you that it
would be wrong to ask ECGD to extend more medium term credit than
can be justified on comercial grounds.

As regards the component parts of your proposal,. I agree that part

of our offer should take the form of a financial credit which would

act as a take-gut for the 30 milliorn share which I understand has

been provisionally essioned to the Bank of England fFor thelr pertici-
pation in the proposed BIS bridging loan to ¥Yugoslawvia, Dur officials
will need to discues the details of thies urgently with the Bank of
England, The public expenditure impact of thiz proposal would be
easier to digest if disbursement were in the current finaneial year
rather than in 1983-84.

I am less convinced by yvour proposed $65 million commercial credit.
This would mean a total increase 1nh our offer of 3100 million, which
is surely excessive. It would be difficult to enforce conditions
about tying the money to UK exporte unless we were prepared to hold
back disbursement until the next financial year, and on public
expenditure grounds I would oppose that, Ae you yourself say, what
Yugoslavia needs are financial credits; not commercial credits to
finance an increase in the trade deficit. Your proposal would in
fact give the Yugoslave much of the benefit of a financial credit,
but in negotiating terms you would only be getting value for a
commercial credit.

I could agree to an increase in our offer of financial credits by,
say, $60 million, of which $30 million would be for the Bank of
England /BI5 take-out. I believe thilis ought to be adeguate fcr your

/pDurposes
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purposes and that this should be our opening and, I would hope, final
position at next week's mesting. But in wview of the uncertainties
of the negotiating position I would not cbject to vour proposal being
kept in reserve for use as a fallback position if necessary. In
that event, the financial element of our offer would of course be
reduced to 35 million.

Copies of this letter go to the other recipients of your minute.

GEOFFREY HOWE

CONFICENTIAL
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Yuposlavia: Economic Crisis

1 35 You will have seen the outcome of the Creditors®
meeting in Berne (Berne telepram numbers 7 end 8 enclosed).
We have now to consider urgently what our positien should
be before the final Creditors' meeting, on 18/19 January.
2, On 6/7 January our offer of $250 million looked
Increasingly thin the more it was exemined by Our partiners,
This is because we sought to count in our 1983 offer 3120
million of medium term credits which stem from contrascts
sighed in 1982 and before. And the terms of the Memorandum
of Understanding circulated by the Swiss will not allow us
to count our §$120 million without a major amendment which
will be resisted by the Americans and others. The Italians
sald specifically that they would not seek to count their
$250 million credits already in the pipeline, with the

$110 million which they were offering additionally for 1983.
- 3 If, however, §120 million (and the short-term credit)
iz subtracted from our medium term contribution we' will be

offering only 855 million of refinancing credit which puts

us well below our major partners. The situation is maude more
difficult by the fact that our offer has been passed (not by
us) te the Yugoslavs who have told our Ambzssador in Belgrade
that they hope we will be able to increase our offer of

medium term commereial credit in line with provisional
commitments by a number of other countries.

q , At the next meeting therefore we face the difficult
position of putting our names to a document with our partners
and the Yugoslavs in which our contribution will be seen by
8ll not to measure up to the political importance of a prohlem
which we have consistently acknowledged. What then should we do?
There are several possibilities:
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we could 51t tight on our present offer and try
to face our eriticism from the Yugoslavs and
our pariners. I do not think this will do,
We could econsider increasing our provisions
o commercisl credit from ECGD. While I would
hope that Arthur Cockfield will agree to put
Yugoslavia back on medium term cover (in line
with most of our partners) for certain limited
and specific projects, once the IMF programme
and the current international assistance packapge
are in place, I do not think that an extra offer
of medium term commercial eredit unless it were
for commodities, is the best sort of help for
Yugoslavia,
We could look at increasing our present offer,
of §65 million for refinancing credits, to
$§81 million whick would cover the whole of the
sum due to be repaid to us by the Yuposlavs for
officially puaranteed debis maturing in 1983.
But this would cnly be a very small Incredise to
off-set against the $120 million. And our
refinancing offer has in any case, been looked
at slightly askance by our partners, as rescheduling
by another route.
o I do not think these cpticons are the answer. What the
Yugoslavs need are financigl credits. To convert our fall
offer into the form of a financial eredit might attract
criticism from the Public Accounts Committee, given that only
8 few of our partners have so far offered aid in this form
(Switzerland, Austria and Holland) while other creditors
are proposing to give their help in the form of commercial
and commodity eredits. I would therefore like to make a
claim in respect of the FCO vote on the contingency reserve
for 1982/83 for the eguivalent of $100 million of assistance

to Yugoslavia to be tiled in the following way:-
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million to be releoeed to the Yupgoslavs on
rapayment by them of the Bank of Englend's possible
share (a4t present estimated at £30 million) of the
BIS short term bridging operation of (probably)
o000 million; the $35 million would thus function
in the first place as collateral for_ the participation
of the Bank of England in the BIS operation and omly
thereafter to be disbursed as an untied financial
cradit;
865 million to be made available az a loan to the
Yugoslay government, The loan should be tied
explicitly to purchases of British goods and
commodities in 1883, It should carry market rate
of interest and be repayable between 3 to 5 vears.
The precise terms and conditions to be stipuleted
to the Yugoslavs should be discussed urgently between
our officiels, Exceptionally, the $65 million would
be paid over ito the Yugoslavs in advance of the
conclusion of the contracts to whieh it would be tied:
this would have to be made clear to Parligment., Thig-
arrangement, &lthough unusual, seems to me more
realistic than the alternative of telling the Yugoslavs
that the $65 million must &ll he spent on British
goods and commodities by 31 March 198B3; and less
open to objection here than the other option of
making the loan untied.
B, In practical terms, at this stage ol the financial VEaAr
it would be unrealistic to offer the prospect of any compensating
gavings within the Publiec Expenditure programmes for whieh I am
responsible, to off-get the proposal in paragraph 5 above. 1
realise that a cldaim on the Continpency Reserve will be

unwelcome but I believe we have to accept that a finaneial

erigis of this importmnce is likely to involve some increase

in Public Expenditure and would be an appropriate use of the
Contingency Reserve,
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" IT vou and the others concerned can agree that on

18/189 January we should improve our preseant contribution in

the way I have suggested, then I do not think it would be
necessary to avail ourselves of the Prime Minister's offer

to chair a mesting (her Private Secretary's letter of

4 January). :

8. To sum up. I do mot claim that this operationm is certain
to succeed. T am, however, sure that we should play our full
part and be seen, both by our Allieg and also the Yugoslave, to
be doing so. The guestion at issue ig of the highest political
and strategic importance. Yugoslavia lies on the fault line
between East and West. Ever since she broke with Stalin 35
years ago, her survival and well-being have been seen by East
and West alike as an acid test of Western willingness to contain
the Boviet empire in Furope. The present Yugoslav government
believes it would not itself survive a major economic collapse,
with the consequent increase in tension between the various
republice of the fragile Yugoslav Federation. If the West is
not seen to be actively helping during the coming months, the
consequences will be a rejection of the structural reforms
contained in the IMF's latest programme and a further increase
in Yugoslavia's dependenrse on itgs East European neighbours,
ahove all on the Soviet Union under its new and more active
leadership.

9. I am sending copies of this minute to the Prime Minister,
the Secretary of State for Trade, the Governor of the Bank

of England and Sir Robert Armstrong.

A

(FRANCIS PYM)

Foreign and Commonwealth 0ffice

14 January, 1983
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RECORD OF A CONVERSATION AT NO 11 AT SAM OW 5 JANUARY ON
ECONOMIC ASCISTANCE TO YUGOSLAVIA

Present: Chancellor Secretary of State FCO
Governor Secretary of State DOT
Mr Littler Mr J C Thomas OO
Mr Loehnis
Mr Carey

T e e e i . e i . e ([ W W I - . S . o, i v i . W v —— ——

Mr Pym described the political and commercial case for a substantial
UK contributien t¢ the programme of assistance to Yugoslavia which
would be discussed at the meeting of the Western Creditors Group on
6/7 January in Berne, and at the meeting of Central Bank Governors
in Basle on 1l0/11 January. He suggested that an appropriate UK
contribution to the programme for discussion at Berne would entail
increasing the level of medium term commercial credit on offer from
565 to $110 million, while maintaining our offer to refinance $65 millior
of UE Government-backed maturities falling due in 1983, and to allow
some $25 million new short term credit in 1983, An appropriate UK
share of the proposed $500 million BIS loan which would be discussed
at Basle might be %50 millien.

2 Lord Cockfield pointed out that ECGD credit must be linked to
particular exports, and drew attention to the risk that the provision

of free foreign exchange, or re-financing, would mean that other

creditors were repaid. He was nevertheless prepared toc agree that

$120 million of medium term commercial credit already in the pipeline
for 1983 should stand; that our offer t¢ re-finance the 265 million
falling due in 1983 should also be maintained; and that we should
continue to eéxtend short term eredit up to a celling of $25 million at

any one time (whichk would in fact mean a "turnover® of 550 million in
1983.)

4
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3. The Governor said that there had as yet been no discussion of

the appropriate UK share in any BIS bridging loan, and the destination
which the bridge was intended to reach was as yet unclear. He had as
vet seen no authentic forecast of the Yugoslav halance of payments

for 18983, He envisaged that Central Bank Governors would hawve
conslderable difficulty in agreeing to & substantisl loan: anvy Bank

of England participation would certainly require a Government guarantee.
If, having been satisfied by evidence of a4 clear programme and
rationale, BIS agreed a loan, and for $500 million, the Americans

would have to carry at least $100 million,; and the UK share might be

of the order of $60/B0 million.

4. The Governor and the Chancellor cautioned that the programme
under discussicn in Berne seemed unlikely to make much real contribution

toc the resolution of the Yugoslav problem. New foreign credit was not
Yugoslavia's prime reguirement: w&hat she needed was financing.

The IMF talked of a package of £1, or prefersbly 1.5 billion, of which
at least 2/3rds would have to be financial, net credit, assistance.

5 The Chancellor however pointed cut that the UK offer of $65 million
re-financing put us ahead of the rest of the western pack, except

perhaps for the Swieges and the Austrians. And it was noted that the
bids recorded in paragraph 4 of Mr Pym's minute of 31 December had been
more than met by Lord Cockfield's response. Officials thought it
possiknle that at the Berne meeting there might be some reluctance t©to
score our $120 million medium term commercial credit as a contribution
to the proposed package, since it would not represent any new commitment.

But there would nevertheless be considerable difficulty abauttE!prnpﬂ—

sition that ECGD should be asked further to increase their potential

exposure, and to offer credit unrelated to specific contracte being

sSCught.

b. Mr Pvym enguired whether the Government would be able to offer the

guarantee which would apparently be necessary if the Bank were to

2
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participate in any BIS loan. The Chancellor explained that, not
least because it would be necessary to inform Parliament of any such
guarantee;, he would need;, with the Governor, to be satisfied that the

Yugoslavs had in fact embarked on a credible adjustment programme

which offered a real chance of a solution to their current problems.

Distributicn:

Mr Coles = No 10

Mr Fall - FCO

Mr Rhodess = DOT

PS/Governor - Bank of England
Mr Hatfield = Cabinet DOffice

Chief Secretary
Economic Secretary
Sir Douglas Wass
Mr Littler

Mr Carey

Mr Hawtin
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10 DOWNING STREET

From the Private Secretary 4 January 15H3

b

Yugoslavia: FEconomic Crigis

The Prime Minister has seen the minute of 31 December by
the Foreign and Commonwealth Becretary to the Chancellor of the
Excheguer. She has minunted that she would like to receive advice
from the Treasury and the Department of Trade on Mr. Pym's
propogals for improving our offer of assistance to Yugoslavia
when the Western Creditors Group meets in Berne on 8/7 Janouary
and the BIS ecentral banks meet in Basle on 10/11 January.

Mrs. Thatcher is prepared to hold a8 mesating of the Ministors
concerned if there 1z no agreement on the line we should take
al these meetings.

I am copylong this letter to John Kerr (HM Treasury),

John Bhodes (Department of Trade), Tim Allen (Bapk of England)
and Richard Hatfield (Cabinet Office).

Frn AT
il

Roger BHBone, Esqg.,
Foreign and Commonwealth Office.

C Ao e B g
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Yupoglavia: Economic Crisis

{ P You will recall that when we discussed Yugoslavia's
economic problems informally on 23 December, together with
Arthur Cockfield and Gordon Richard=on, we concluded that

== e
we should be ready to reconsider and, if we agreed, lmprove

our contribution to an pssistance package once we had more

information from the IMF team in Belgrade.
. 34 Your officials have no doubt reéported to vou the
brieling given by the leader of the IMF team here in London

T ———— -
on 20 Decerbear. It 18 clear that tho IMF have at last

forced the Yugoslavs to face up to the structural changes

they need to make to their economy if it is to survive in

e W X
the competitive world of the 1880s. The IMF also made it
clear, however, that without an assistance programme,

Yugoslavia's economy would almost certainly collapse early

in 18B3. This would have long term politiecal mend mlso
important economic consequences, for the UK as well, given
pur position as Yugoslavia's legding official Western creditor.
On the political side, the collapse of the Yugoslav economy
would lead tfo a collapse in the authority of the present
relatively competent Govermment; they might be replaced by

a more inward looking group, whose sympathies are thought to
lie in stronger links with the East. Whether this assessment
is sccurate or not there canm be shsalutely no doubt that a
failure to sustain Yugoslavia's economic links with the West
must lead to a considerable strengthening of Yugoslavia's
already growing links with the East, and above all the Soviet
Union. The long term strategic implications of this are
clear.

3. Against this background we have now to decide on our
line at both the next meeting of the Western Creditors Group

on 6/7 January in Berne and thereafter at the BIS central
]
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banks' meeting in Basle on 10f/1]1 January. I[Ii agreemeat to

T

assist Yuposlavia is not reached at both these meetings,

ithen the IMF consider that the ehances of averiing an

uncontrolled default by the Yuposlavs in January are slim,
. following —
4., I uwnderstand that / discussion among officials our

position for the Berne meeting is 1ikely to consist of

the Iollowing elements:

fa) Acreement te allow 365 million medium term
e s T

commercial credit already in the pipeline for 1983,

to stand:
==

(b)) An cffer to refinance 565 million of UE
Covernment backed maturities falling due in 1583;

(c) Continuation of approximately $25 million short
——=3

term credit.
I Tecognise that for a country in Yugoslaviia's present
economic situstion, such an offer would by normal standards
be consldered penerous. Nevertheless, at the last creditors’
e B

meeting on 17 December we put forward a package on
gubstantially gimilar lines and 1t was not considered to

provide the sort of contributicon which might be expected
from one of Yugoslavia's leading Western partners, taking
into account mlso the political Importance of the problem.

¥ I therefore bhope thit we caEn improve our gition at the
s JEEﬂfhﬂfhﬂthiuﬁfﬂUh-
j :F l.I._ne:-:t meeting by offering a further §45 million medium term

jF‘Jh.w.h“'E“ﬂmE]L]ﬂI credit, which would bring cur total contribution

to $200 millionm., 1 think such 8 move very important 1f we

FHU' T i e
Lf“h L are to convince both our friends and the Yugoslave that we

, J are taking this Yugoslav erizis as seriously as 1t deserves.,

prJ}HT Ag far as the BIS operation is econcerned, I also hope
W‘T "'.\t P R
u#“b hat Gordon Richardson will be sble to maet the UE share of

g a collective operation to provide a $500 million short term

bridging loan whieh the IMF consider a crucial element in
the package. 1 expect he would wish to see the outcome of
the Governmental creditors meeting on 6/7 January before

deciding on the most appropriate terms for the Bank of
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glgnd's participation. Tf, however, he should decide that

g government guarantee was needed, I would hope that you

: PV AT W W o T T W
would be prepared to grant one.
G, In the spirit of our meeting on 23 December, 1 hope

yvoui and the others concerned can agree that this falls

within the scope of our existing consensus and can be agrocd

by minuting in reply without the npecessity for a meeting
before & January. If, however, vou or one of the others

felt that a meeting was necessary 1 would hope that it could
be arranged as early as possible.

i I am sending copies of thisz:minute to the Prime Minister,
Arthur Coekfield, Gordon Richardson and to Six Robert

Armstrong.

( FRANCIS PYM)

Foreign and Commonwealth Office

31 December, 1982
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FCONOMIC CRISIS

copy of your minute to Geoifrey Howe dataed
te vou on the following day.
xm content with the propesal that the UK should be prepared re ke a m
contfibution to & rescue packege on the various conditions outlined in paragraph 3
-r;..-:-_

of Geoffrey Howe's minute within their existing rrading

contribute to this operation by guaran
would refmance (by hHa vEg ranches and at commercial
560m of existing medium term debt. There would however, be & pre-condition in
that some £3m of arrears currently owed te ECGD by Yugosiav banks should be

paid off. ECGD would also be able to continue to provide short term finance on

the current bmsiz and &8t current levels which wauld malke available approximately

| understand that thete idsac tact, already been dizcuszed by the vatious

-:l-F"'-r-"'--J'nTS' CoTCE :._I:'."i a2nc 1'r.:‘:r ||i:'_- i o1 | | ]':T,i"'l T t.l_.l_.":. :'(:,r 1!"__: 'i|__-|_-|.'.:

meeting of officigls of Yuposlavia's main Western creditors on 17 December. |

shall be interested 1o hear the outcome of those discussions.

I am sending copies of this letter ro the Prime L\}MJ{‘H the Chancellor of the
Exchequer; the Governor of the Bank of England and Sir Robert Armstrong.

LORD COCKFIELD
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FOREIGN AND COMMONWEALTH BECRETARY

YUEOSLAYVIA: ECONOMIC CRISIS
[hank you for your minute of 7 q?fgmter.

2. The Yugoslav

meEeting

shall azil: for whom a bridging oparation

of 81 RV and the Americans look to their
make a substantial contributionl.

3. I think you know my view, and agree with it,
and realistic solutlion to Yugoelevie's

inciude a substantisl rlement o

gseantial element of course, A

-]
orogramne. It ls unforzunaie th
tirm stard to date against reschs iing,
———— = T
¥ agpEar B0 have besn BRACOUDSES

-

he
nalyeis of the gravitiy o

Lo ave besn amateurish

understand that at t } ing aof officials on 2 December %
that our other 1 B clopser to our own diagnosi
forthecoming Ministerial
should:; I think, build
on this. Ws need ont Americans that

ooth their analysi s ' 18 i and their proposed
olution of a major cug operation involving new
moray dr new =g =) f : {The tactless way in which

they have inspired the : razilian approach to European
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epeditors makes it evern less likely of course that off al

.
funds will beE forthcoming for Yugoslavia on anything likse

thescale which would be required even on the Americans'

gwn optimietic analysis. )

5. At the eame time I EgTEE W vou that it would be difficult
for us to depline to make any contribution toc a collective
rescue operation if other creditors and alliss wers prepared

to chip in. Cther reasons apart, our claim that the American
the Yugoslav problem would

approach is an inadequate response t

& o

look like self-intsrest 1 would net thersfore exclude some

indigcation io the Americans and others of willingness to make

a modest contribution to a rescus package, if that is essaential
e

—
avoid our being ldentified as the aonly country nol preparsd
do anything over and above debt relief. Any such offer ought

my View to hgpéunject te the following three pre-conditions belng

mets

Fund staff would pneed to put forward, and

Yugoslavs accept, an adaguate INF programme.

g burden of any asegistance package would have
Th d y gis g-package would ha

ta be widely

The j s1de heduling. and to explain
the ' ges of i . Yugoslavs, should be

s
LR

E, As to the form and amount of any contribution we might make to a3
spacial azsistence pack I would hops that we could avoid being
too specific at ik But, subject to Arthur Cockfisld's
views, I woulcd ses no 3ct] to ECGO0's providing guarantess of

new commerciesl bank j on a medium term basis and at

aommercial rates of i ; o rafinance 1983 maturities of
4 - .
ECGQ-guaranteed loans. £ ' or perhaps a bif

-] ilabl QULCE 1 noerstand. there may be sbme
bls to make modset

—_———a
t available consistently
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CHANCELLOR OF THE EXCHEQUER M—_—

Yuposlavia: Tconomic Crisis
e —
1 At our meeting yvesterday we touched on the outcome ol

Lthe meeling in Paris on 2 December of officials of Yugoslavia's
[ive main Western creditors at which the Americans ﬁﬁf‘?hrward
1€ pI 54 or a special assistance package to help

Yugoslavia overcome its acute liquidity problem in the first

ey :
half of 1983; I enclogse for ease of reference & copy of the

reporting telegram, The problem is on the apendsn Tor
discussion at the traditional Berlin meeting of the French,
Germans, Americans and ourseclves before the NATO Ministerial
Meeting on 9 December. I expect to come under heavy pressure
from George SHUltz to take part in this operation. I also
understand that Yugoslavia is on the agenda of a meeting yvou
%ill be attending on 9 December with the Finance Ministers of

gome of our closest allies.

2 As you know, the next meeting of officimls of the five
countries will he in Parie on 14 December. I consider it
important that at that-meeting we should be able to play &

positive part in any conclusions that might be reached about

how to assist Yuposlavia.

3 I do not underestimate the difficulties involved. But
in my view there are three reasons why we should be prepared
to provide some extra assistance for Yugoslavia:

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

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

if while we are discussing the matter among ourselves, or

with the Yugoslavs, the Commercizl banks eall in their

Jshort
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ghort term deposits (currently about $1.68 billion) the
problem, both Iinancially and pelitically will become
a great deal more difficult to manage;

if, on 14 December, we are the only country not prepared
to do anything over and above debt rellef for Yugoslavia,
I would expect this to get back to the Yugoslavs very
guickly with serious short term and long term economic
and political effects on our interests.

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

an element of debt relief and some special assistance, in what-
ever form. I h;pé“that our officials can work urgently on a
position on these lipes in preparation for the 14 December
meeting. My officials will have some Bpecilic ideas to put
Torward on the guestion of the form our special assistance
contribution might take.

o, I am sendipg copies of this minute to the Prime Minister,
the Secretary of State for Trade, the Governor of the Bank of

England and Sir Robert Armstrong.

)
0.

{ FRANCIE PYM)

Foreign and Commonwealth Office
7 December 1982
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TO IMMEDIATE BELGRADE

TELEGRAM NUMEER 183 OF 3 DECEMEEE

INFD IHMEDIATE COPEMBEAGEM (FOR EVANS ARD BULLERD), UEDEL
IMF/IBAD WASHINGTON

I¥FO PRIORITY WASHINGTON, BONM, PARIS. ROME

INFO ROUTINE UKDEL WATO

INFD SAVING DEDEL OECD, MOSCON

TOSGODESLAVIA ¢+ ECONOMIC CRIZIE

SUHMARY

p & A MEETIRG IR PARIS O 2 DECEMBER DHDER FRENCH
CHAIRMANZHIP, ATTEWDED BY REPRESERTATIVES PROM THE UE, FRG, U5
AT ITALY DISCUSSED YOGOSLAVIA'S ACUTE FIRANCIAL PRDBLEM.

THE UNITED STATES PFROPOSED THAT,TOGETHER WITH OTHER WESTERNH

CREDITORS, DOLLARS 1 BILLION OF GOVEARNHERT-BACKED FIRARCIAL
LESTSTAMCE SHOULD BE MADE AVAILABLE. THE US WA FHEPLAED

TO COMMIT ITSELF IN PRIMCIPLE TO CONTRIBUTIHG. MO OTHER
DELEGATION MADE & SIMILAE COMMITMERT AND OTHEE OFTI1DES

FOR RSSISTING YUODSLAVIA WERE ALS0O CONSIDERED, INCLUDING
RESCHEDOLIKG IN SOME FORM™ THE GHOUP AGREED TO MEET AGAIN ON
14 DECEMBER TO EEE IF THERE WAZ COHHON AGREEMEXRT

I0 R3BIST YOUGOSLAVIA AHND IF 30 IN WHAT NWATY.

- DISCUESION COVERED THE POLETICAL, ECONOMIC AND

FINAMCIAL ASPECTS OF THE PROBLEM.

FOLITICAL

3. WITH THE U5 TAKING THE LEAD, THERE WAS AGRAEEMENT ON THE
STRATEGIC AMD POLITICAL IMPORTAHCE OF MATHTAINIHG YDCOSLAVIA'S
NOR-ALIGHED STATUS. PAYE (FRANCE, CHAIRMAN) EMPHASISED

TAE POLITICAL AND STRUCTURAL FRAGILITY OF YUGOSLAVIA POST-
TITO, THE ADDITIONAL STRAINS BROUGHT AEQUT BY ECONOHIC

1
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AUSTERITY HEASDRES MOW BEIRG PURSUED, THE VULNERABILITY OF
THE COUNTRY TO EASTERN PRESSURES AMD THE POLITICAL SENSITIVITY
OF THE COVERNHMENT TO CERTAIN FORMS OF FINANCIAL ASSISTANCE.
ECONOMIC
4. ALL YERE AGHEED THAT THERE WERE BASIC STRUCTURAL
ECONMOMIC WEAXKMESSES (FEDERAL -STRUCTUHRE OF THE COUNTRY,
SELF-MANACEMEKT SYSTEMS, ETC). THESE REQUIRED HEDIUM/
LONG TERM TREATHERT AND APPROPRIATE IHMF PROORAHME. BUT
THERE WAS AN IMMEDIATE FIKAWCIAL CEISIS REQUIRING URGERT
LITERTION.
FIRANCIAL
- MEISSHER (u3) SAID THE IMMEDIATE TROBLEW WA3 THE
FIRAKCING GaAP. THE MAIN ELEMENT WAS BANEING CONFIDENCE,
FOHE THER K QUICK=FIX Wi3 NEEDED. ANY SOLUTION SHOULD LEAD
INTD & LONGER TERM RESTRUCTURING AMD CHANGES IN THE TUGDSLAY
ECOROMY ., IESCHEDDLIKG WAS MNOT THE RIGHT APPROACH. IT
WOOLD INCREASE LACE OF CONFIDEHNCE ARD FRECIFITATE THE
PROELEM WE WISHED TO AYOID,
E. DISCUSSI0N TUEHED TQ THE FIGURES CIRCULATED BY THE
AHERICANS (COPIES BY BaG), HOST DELECATIONS QUESTIONED THE
05 ASSUMPTION ABOUT THE FIKANCIKG GAFP. HNEISSHNER EVENTUALLT
ACCERTED THAT IT WOULD BE AT LEAST DOLLARS 1.5 BILLIOR.
SMITH (BANK OF ENGLAND] SAID THE IMF TEAM NOW IR BELGRADE
MIGET FIMD THAT IT WAS WORSE.
T MEISSNER SFELT OUT THE U5 FROPOSAL:
?UEUELA”IR SNOULD HAVE DOLLARS 1 BILLIOM FOR THE FIRST
51X HMoNTHS OF 1983.
& FUELIC STHTEMEHT OF INTERT SHOULD BEE HADE BY LATE
PECEMBEER OR EARLY JANUARY.
THE FIKANCIAL ASSISTAMCE WOULD BE PART OF A PACEAUE
INCLUDING AN IMF PREOGRAMME, TUGOSLAY UNDERTAEINGS
TO MAEE STRUCTURAL ADJUSTHENTS;AND INFCORHAL UNDERSTAWDIKGS
WITH THE COMMERCIAL BANES:
ALL HARD CURRENCY CREDITORS WOULD BE INVITED TO
CONTRIBUTE, WITH BURDEN SHARING BASED ON THE
APPROXTHATE RATIO OF FRESENT CREDIT EXFOSURE.

4
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E. FERENCH COMMEKTZS REVEALED R SLICHT DIFFEREHCE OF EMPEASIS
BETWEEN QUAT AND TRESOR. CAMDESSUS (TRESOR) SUGGESTED
DEFERRING A DECISION TO GIVE TIME FOR A 'PEDAGOGIC EXCHANGE!
WITH THE YUGOSLAVS IN WEICE THEY MIGHT BE BROUGHT TO
LPPRECIATE THE ADVAMNTAGEZS OF RESCHEDULING. PAYE (CUAI)
STRESSED, HOWEVER, THAT SOMETEING ALSO NEEDED TO BE DONE TO l
DEAL WITH THE IMMEDIATE PROELEM OF CONFIDENCE.

G SERCINELLI (ITALIAN TREASURY) SAID THAT IF THE CHEDITCOHS
COULD CONVINCE THE MAJOR BAMKS TO PROVIDE HEW LDAKS THE
PROBLEM WOULD BE RESOLVED. BUT ALL BANKS MAJOR AND MINOH
WOULD NEED SIMILAR THEATMEWT. KE MENTIONED SOME DEOREE

OF RESCHEDULING AS A WAY OF LOCKING IN THE BREEE.

10.  LDECE (FRG] THOUGHT IHAT RESCHEDULING AND NEW LOAKS
WERE NOT ALTERNATIVES. IT WAS DIFFICULT, IF NOT IMPOSSIBLE,
TO FIND THE MEANS TO COVER THE FINANCING GAF QUICELY.
HESCHEDULING HAD THE ADVANTAGE OF REDUCING THE AMOUNT OF
FINANCE REQUIRED. BUT IT WAS QUITE CLEAR THAT WECESSARY
BUOILDING OF CONFIDEMCE COULD ¥NOT BE S0LVED BY RESCHEDULING
ILONE: SOME NWEW HONEY WAS ALSD NZEDED.

Tk iif?tii {UE) RECOGKISED THE POLITICAL IMPORTANCE OF
HELPING YUGOSLAVIA. BUT WE SHOULD WOT RULE OUT RESCHEDULIRG.
TEE TERM COVERED A WHDLE VARIETY OF OPTIDKS. IT COULD BE
FRESENTED AND FACEAGED IN MANY WAYTS. IT WOULD BE & FITY IF
THE IMF GAVE THE YUGOSLAYS THE THPRESSIOR TRHAT RESCHEDULING,
IN WHATEVER FORM, WAS ROLED ODT. 1IN ANY OVERALL PACEAGE

124 PAYE IMITIATED KGIFFUSE DISCUSSION DF THE 'VENICE
DECLARATION' (JUHE 1980 ECONOMIC SUMHIT). HE CLAIMED THAT

IF COMMITMENTS WERE HONOURED YUOOSLAVIA WOULD OBTAIN THE
RECEESARY FDHDS. IT WAS CLEAR THAT PAYE CONSIDERED FRARCE
HAD PLAYED A FULL PART AND SAW THIS A5 k WAY OF REDUCING

A FRAENCH CONTRIBUTIOR TO ARY FUTURE PACEAGE. THE ITALIAKS

DID ROT RESPOND HEGATIVELY. LOECK RESISTED THE SUCCESTION
STRONGLY. IF IT WAS PURSUED THE GERMANS WOULD WISH THE
TOTALITY OF rMAST CONTRIBUTIONS TD BE TAEEH INTO CONSIDERATION.
WE SUPPCRTED THEM. MEISSHER OPPOSED THE SUGGESTION ON THE

3

. ]

CONFIDENTIAL




CORFIDENTIAL

EO10E

GROUKDS THAT 1T WOULE CPEN UF A TIME WASTING DISCUSSION OVER

BURDEN SHARING.

12. AFTER CONSIDERAELE FURTHER DISCUSSION AND OFE OF TWD

ATTEMPIS TD SUM UF, FAYE CONCLUDED THAT:

fi. THE IWF HISBSION HIGHT FRUOVIDE BETYER CURRENT

JNFCRHATICN ABOUT THE YDIOELAV ECONOMY, COVERKMENTS
SHOULD HOWEVER PROCEED IN PARALLEL:
DELEGATIONE PRESENT WOULD REFER TO THEIR
JOVERNKENTS TO SEE WHETHER THEY WERE PREPARED TO
STATE THEIR INTEREST 1IN HELPIND XYTIGOSLAVIA:
IF THEY WERE THEY SHOULD DEFINE WHAT TYFE OF HELP
EG PERSUARE THE COMMERCIAL BANES TO EXTEKD NEW
CREBITSE: NEW GOYERNMENT MONEY SEHI-COLOHN OR
UOVEENMENT GUARANTEED LOARS
WEAT CONDITIONALITY SHOULD APPLY
HOW TO FRESENT A FACEAGE:
EDW TO ERING IN CTHEH COUNTRIES [(METESHER CLATMED
TO OTHER WESTEHN COONIRIES WERE WILLING TO
CONTRIEBUTE)
THEGEE PRESENT WOULD RECONMVENE O 15 DECEMBER.

WEWS D ADDITICKAL DISTRIEUTION

Al LR

I o es AT 0 N fa

A CIETOTERT e A e
BE = ASTERT EOROFEAR ECCHUE

Al

PSR RIFEIID
PS/PUS

SIR J BULLARD
¥R EVANS

MR GOODISON
YE THEOYAS

¥R HAMAY

MR HAYES

]
CONFIDENTIAL




e H el e L

g
wakt FLENT LA
-

FI RESETW 15

YUGOSLAV A

1. THE SECRET

SEEMED

"_'F'
WORAE ECONOM|
THE Wk

ETA
hETEE

aRULTL 54

|_!IEIT ._L||: |:|"
LOUNTRY W

arizEiCA.

REefs

= g b

T r.-E

ETFUL | &G
PR ING | PEL A4S
UNITED STATES
MUCH | RYOLYED

H:dhr WEEE

1o HAFRT

LAl

3. T WkS
THE FOUE
ECENTLY

KEE

AR
£

T yUT

ok

BUTHERLAS

LIMITED
EE3D
ECDLE
CaCE UNIT
KAD

(=AY

WED

ESID

THRED
FLARRING STAFF
=35

PUSD

£ST MES FREPARED TG PUT
in

i THAT

.'!:Fl

F!‘
dlﬂu
ph

ENTIAL

I'F. M
i

H .\_1....

COl

. 10, DOWNIRG STHEET.

ETATE®S MEET|IMG WITH MR ERULTT HOVEMEER ¢

Lo L H

ARY OF STATE SAID THAT THE SITUATION IN YUGOSLAVIA
WAVE BECOME MORE UNSTAELE POLITICALLY AND RUCH
CALLY 5IKCE HIS VISIT IN JUNE,
ITE RAND

oF K&

-
1

THE -QIHEST | (oM
INTO | TS
WHET

Hilk
BOCKET
LEHE WEE. THE

AR [ 5E WEE

I& A HATTER
TAEE 7

GOAN

G
IF WE EELIEVED 1N LIFFERENTIAT|ON
TRIES, YUGOSLAVIA M) i SPECiAL
STERITS BUT KROT SOME
0 ADMIEE YUOGOELAN PED EEJctTIhE
E THEY WANTED TO EE (N FOSIT FOR BF
INTEREST., HE DID HOT HNOW HOW FAR
BE ABLE TO GO (W Ppnw|r|zz HELP, HE w&5
CURRENT Li|ZCUSS D THE U5 BUDGET. ANE CUTE
oRBER OF THE D&Y, :JT ULT BE VERY [HPQOBETENT

PROELEM,

feR=T]
o 4 (I ] E

B3 IN DIRE

FEY [NG
THE
WOULT

ALL

-

T

]

o

AT THE YUROSLAY

EED T EMALET
DURTRIES TO WH
A MESSRLE,

FRENCH [MWITATION TO A MEET WG
THE ®WRRAZIMNG T IRECTOR THE

-

HE
oM o

H=EWE D

[MFD. b

Ps

FS/MR RIFEIND
FEfTFE
SR J BULL
EVANS
GR0DIE0N
KR THOMAS
EE HANKAY
MH HAYES

ADDITICHAL DISTRIEUTICN
EASTESRY ZUROPEAN ECORURMIC

1] ]:'-'|
uR




gEm| AL

U CLASSIFLIED
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FM FCO 1411152 MaY 82

TJ IMMEDIATE BELGRADE

TELEORAM HUMEER 83 OF 14 MaY

INFO MODUE {FOR DS 12)

IHFD SAVING ZAGREZ

MESSAGES OF COMGRATULATION TO THE MEW YUIOSLAY GOVERNMERT

1. FELEASE CONVEY THE FOLLOWING MESSAGEE A5 200N A3 TOU JUDGE
APFROFREIATE AFTER THE NEW COVERNMENT HAS 3EEM IMSTALLED :-

(A)] FROM THE PRIME MINISTER TO MRS PLANINC - PLEARSE ACCEPT MY
WARM CCHORATULATIONS AND BEST HiSHEE Dﬂ'THE CCCASION OF TOUR
APPOINTMENT AS FRESIRENT OF THE ?EDEFAL EXECOTIVE COUNCIL. T
HAVE WARM MEMORIES OF HMEETING YOUR PREDECESSCR AND LDOE FORWRED
10 THE FURTHES DEVELOPMENT OF THE LONG STANDING FRIENDLY
AELATIONS ZETWEEN OUR COUNTRIES.

(B} FROM ME TO MR MDJSOV = PLEASE ACCEPT MY CORGRATULATIONS ON
THE OCCASION OF TOUR APPOINTHMENT AS FEDERAL SECRETARY FOR
FOREIGN AFFAIRS AMD MY BEST WISHES FOR YOUR S0CCESS IN THAT POST.
I LOOK FORWARD TO WORKING WITH YOO TO DEVELDF THE LONG STANDING
FRIENDLY RELATIONS BETWEEN OUR COUONTRIES.

({C) FROM ME XOIT TO ADMIRAL MSAMULA - HAY I OFFER FOUF MY WARM
CONGRATULATIIONSE O ¥OUR APPOINTMENT A8 FEDERAL SECRETARY FOR
HATIONAL DEFENMCE IN THE NEW OOVERNMENT OF YOUR COUNTRY. I HOPE
TERY WUCH TEAT WE SHALL HAYE THE OPPORTUNITY OF MEETING BEFORE
TOD LONG.

(0] FRO®M LORD COCEFIELD TO DR EOJAMIC - MAY I OFFER ¥0U MY COM-
GRATULATIONS AND SEST WISHES ON YOUR. APPOINTMENT AS FEDERAL
SECRETA®Y FOF FOREIGN TRADE.

DURING APRIL L&ST YEAR FOLLOWING AN INVITATION PR0M 20uR
PREDECESZ0E, ME ROTAR, MPA CECIL BARKINZON, WHO WAS THEN BRITIAH
HINISTER FOR TEADE, WaS ABLE To MAXKE A MOST USEFUL AWD EMJOYABLE
VISET TO YUHGOSLAVIA., 1 ENOW THAT BOTH HIif SUCCESS0R M3 PETZIR
BEES, AND I LOOX FORWARD TO MEETING 00 IN LONDON IN JUE COURSE
S0 CONTINUE THE DIALCOUE INITIATER BY OQUR COLLEAGUZS.

UNCLASSIFIED
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. LETTER WITH ABOVE MESSAGE STIGNED BY LORD. COGEFIELD ARRIVES
¥ PIRST AVAILABLE BAG. CRATEFUL FOH CHWARD TRANSMIZSION, AND
P0R THIS TO BE TAEEN INTO ACCOUNT WHEN RELAYING ABOVE 0 DR
BOJANIC.

PYM ]-_..«_gn.,gg SENT TO KNP o PoWNENG 'S.T_,_'I
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PSR MOORE P3/SECRATARY OF STATE

ME GUDINESS
MR CARTER
KEHE CARR

MINING LISASTER TN YOOOSLAVIA

1 The press this moiming have reported a mining acsident in Yugoslawia
involving the loaa of at least 35 lives. An esrly day motion, sxpresaing
condolences to the families of the deceaged, has hean put down by a numbar of
Labour MPs. I undersiand that the Parlismentary Clark is circulating tha

briefing prepared for the Leadar af the House on this,

2 We recommend that, in accordance with past practics sn sush cecasicna
and a3 stated in the btriefing for the Leader of the House, that Mr Mocre
ghould send a telegram expressing sympathy for the miners imvelved in the
agoldent and their families., Tha Enbpssy in Belgrads hava siigpegted that

any telagras should be sent 4o them for onward “rensmdgsion to the appropriate

mirister in the Yugoslav Oovernment, Mr Hasan S41iak, the Deputy Presidant of

the Federal Committes for Energy, who ia currently the scting Minister of Enargy.

Our Ambassador in Belgrads has already sent a telegram %o the Head of the mina
csoncerned, A draft telegrem to the Embagay is attached.

DAMIZELS
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\pan TEcwo (04 ZERICA MINE ACCIDENT

Flesse mass following messags “’l the asting Minister for Energy, Mr Hesan
il jel, from Mr John Moors, P rr-,---a:'.- ary Under Secratary of Jtate at
=] |'I

Depariment of Enargy. J
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q.r'l-'t-'-"- I am most digtreszed to ':'.E:".,J.l'l' of the golliery accident a2t Samica and the many

1]
lives that have been lost,:/ I should like; on behelf of the British government,
i

to offer my sincars t::-n:l-:rlﬁnc:es for thiz tragic event. et
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TELNO 137 QOF 13 MAY 82
MINE DISASTER

1. THERE WAS A SERJOUS ACCIDENT IN A COAL=%INE IN

ZENICA, BOBINA, |H THE EARLY HOURS OF 12 May WHEN 39
MINERS WERE XILLED AND 8 {HJURED A3 A RESULT OF A METHAME
EXPLOSION. 14 HAY HAS BEEN DECLARED & DAY OF NATICHAL
MOURN I NG,

2+ | HAYE SENT A PERSONAL MES3SAGE JF CONDOLENCE TJ THE
BIRECTOR OF THE =IHE.

3s | UNDERSTAND A QGROUP OF LABOUS P'S ARE TABLING A HOTIM
1% THE HOUSE T-DAY AND THE DEPARTENT OF EHERGY 1S
INTENDING TO SEND A “ESSASE. THESE wILL 8f wELL RECE{YED

AS MUCH E'DTION HAS BEEN ARQUSED BY THE ACCIDENT
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12 May, 1982

Hessage t0 the President of the

Yugoslavy Federal Executive Council

Thank you for your letter of 10 May.
The proposed meassage from the Prime Minister to
the President of the Federal Exenoiive Council

mey be despatched.

F N Richarda, Easqg

Foraign and Commonwealth Office




ﬁ? Foreign and Commonwealth Office
..;J.-.- h]

London 5WIlA 2AH

10 May 19B2

The new Yugoslav government will be sworn into office
on 15/16 May. Mr Pym considers that it would be in accordance
with normal courtesies and would furthermore mark our concern
to develop cur relations with the Yuposlavs if the Prime Minister
were to -send a message of copngratulation. T enclose a draft.
If the Prime Minister agrees, we shall instruct the Ambassador
in Belgrade to offer the message along with one from Mr Pym and

probably athers from the Secretaries of State for Defence and
Trade.

(F N Richards)
Private Sacretary

A J Coles Esqg
10 Downing Sirest




DSR 11 (Revised)
" : DRAFT:  minute/letter/teleletter/despatch/noie TYPE: Draft/Final |+
FROM: Refsrence

Prime Minister

DEFARTMENT: TEL. NO:

SECURITY CLASSIFICATION T Your Reference

Top Secrt Mre Milks Planinc

Secret President of the Federal Executive it
Confidential Council of the Socialist Federnl SR T
Republie of Yusoglavia,

Restricted
Unclassifed

PRIVACY MARKING

v wnnmen ves s 101 D ofcEAOE
Flease gocept my warm congratulations and best
CAVEAT

wisheés on the oceasion of vour appointment as
Presidenlt ol the Yuposlav Federal Executive
Counecil. 1 have warm memories of my meetings
with vour predecessor and look forward to the
further development of the long sianding Trisndly

raelations between our countries.

wi
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From the Private Secroiary ; 1 July 1881

10 DOWNING STREET

The Yugoslay Ambassador, Mr, Berisavljevic, called on

the Prime Minister at 05815 this morning.

The meeting was largely confined to an exchange of
courtesies, Mr. Berisavljevic sgid that before he arrived
here he hid been asked by President Tito to "dynamise"
relaticonships belween Yuposlavia and the UE. The Primpe
Winister said that she felt he had been sueccessiul, and
emphasised in particular the success of Mr., Vrhovec's

visit.

In reply to a guestion from the Prime Miniter,
Mr. Berisavljevie sajid that it was the Yugoslav practice
to Till the most senlor positions in their diplomatic ser-
vice with politicians. This was a pood way of training
politicians-in the arts of diplomacy, and it was alsoc of
benefit to the Yugoslav diplomatic service. Mr. Berisavljevic
did not. go into any detail about the post he would be taking

up on his return to Yugoslavia!: he simply sagid that he would

probably be returning to a2 political post in the Repubklic of
Serbia. This led to a discussion of the complexities of

reaching decisions in federal governments., Mr, Berisavljevic
8ald that decisions 1n Yuposlavia essentially had to be
reached by consensus, and that this had reduced the development
of tension between naticnalisefl sects in Yugposlavia, The
Ambassador then went on to say that Mr. Djuranovic's imme-
diate priority was to stabilise the economy, and that this
was the purpose behind the new austeritiy measures that had

RESTRICTED '™~




introduced.

I may have misunderstood bhim, but I believe the Ambascador
Chen Sugpested that Mr., Durancvic might consider staying in
post for some Lime next year when his appeintment as President
of the Federal Exccutive Council expires. Mr, Berisavljevie
said that Mr., Djuranovic would have tou consider carefully
the disadvantages of not following the prescribed system
of retating appointments to his post., The most importani of
these was that rotation avoided the sort of "petrification”

ol the Government machine that had oceurred in the Soviet
Union.

IHIII'IIHII. JII ‘I I:::_.'

F.N. Richards, Esg.,

Foreign and Commonwealth Office.




Foreign and Commonwealth Office

London SWIlA 2AH

26 Juns 1981

Courtesy call by the Yugoslav Ambassador:
Nednesday, 1 July 1981 at 0915

Il enclose a brief for Mr Berisavljevifi's
call on the Prime Minister as well as

personality notes on the Ambassador and his
successor Mr_ Stamepkovi&, The brief ineludes
a passage on the recent visit of Mr Vrhovees,
to which Mr Berisgavljevié will me dedbt

rafer,
e

Private Secietary
1

—

M O'D B Alexander Esg
10 Downing St




CONFIDENTLAL

COURTESY CALL ON THE PRIME MINISTER BY MR ZIVAN BERISAVLIEVIC,
DEPARTING YUGOSLAV AMBASSADOR:
WEDNESDAY, 1 JULY 1881 AT Ou¥lo

POINTS Tk MAEE

i Borry o see you po - after 5 frultful years in London. Great
—

contribution to smooth eonduct of Anglo-Yuposlav relations. Wish

FOU every success in vour new poslition. Da you know what it is?

1 Look forward to welcoming your SuUCCessoT,

Yigit of Mr 'i.-'rhuvf._t';

3. Very successful viait, Helpad to keep up momentum of our

relations after my visit to Yugoslawia in 1980,

i, Interesting to hear Yupoglav views on wvarious aspects of

international affairs, especially on Poland and the non-aligned

movement .

Bilateral Relations

B, Relations in very good order. We must now work to maintmin

this momentum,
6. Rezpect Yugeslavia's determined independence and unigue
pogsition as leading non=aligned country enjoving excellent

relations with East and West.

Emigrés [If ralsed]

T Hepopnise your concern but must distinguish between political
and {Mitiﬂﬂ. Cannot act against former whalever we
may think of the views of those concernsed. But azs I made clear
during my vigit we will not tolerpte terrorism, and will not

condone or abet any attempt to undermine Yugoslav unity,

EC/Yugoslavia Relatiense [If raised]

B Az you know Britain has supported Yugoslav requests for a

fair deal over baby beef, and will contipue to do so,.

CONTIDENTIAL




CONFIDENTIAL

COURTESY CALL ON THE PRIME MINISTER BY MR ZIVAN BERISAVLJEVIC,
DEPARTING YUGOSLAY AMBASSADOR:
WEDNESDAY, 1 JULY 1981 AT 0815

ESSENTIAL FACTS

i Mr Berisavljevid, who has heen here since 18976, has heen
an effective and popular Ambassador. He is a politician, not

a career diplomat, and is likely to return te a"TO=T of some
importance in Yuposlavy domestic affairs, though ns vet woe do
not know what it ig., His successor, Mr Stamenkovié, is a
signifigant fipure in Yugoslavia and his appointment reflects
the importance which the Yugoslavs evidently continue to aitach
to relations with Britain,

Vigit of Mr Vrhoveco

B This was a useful wisit with which the Yuogoslave seem to
have baen well =satisfied, The talks with the Prime Minister
touched upon the Yuposlav economy, the NAM, Poland and the
Middle East, particularly the Israeli raid on Iraq's nuclear
reactor. A copy of p savingram r=porting the vigit is attached.

Bilateral Relatlions

Fa Relations with Yuposlavia are good; there agre no serious
bilateral problems, The only difficulties are Yoposlavia's
chronic trade deficit with Britain (and the whole EC), the
avtivities im Britain of dissident Croatian emigrés, about which
the Yogoslavs regularly complain, and Yugoslav hyper-sensitivity
to oecasional adverse comment on Yuposlavia in the Britlsh press.

EC/Yugnslav Relations

4. It has not so far proved possible Tto Aagree on a mandate

Tor negotiations with Yougoslavia for a protocol to adapt the
L9830 EC/Yugoslavizs Apreement to take account of Greek accession.
The difficulty is entirely over the ilnérease in the guota for
Yugoslay exporis of babvy beef which the Community should offer
to allow for the sccession of Greece. Yugoslavia has tradition—
ally exported as much baby beef to Greece a5 to the rest of the
EC. The French and Irizsh have pressed variously for no inereasc
or Tfor a derisory increage, They want to supplant Yuposlavia

ag main suppliers of baby heaf teo (Oreace.

CONFIDENTIAL
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ZIVAN BERISAVIJEVIC

L9356 Born in Sremska Mitrovica, Serbila

1967-71 Secretary for Education, SBclences and Culture of the
Eepublic of Serbia

L1971-F2 An official in the Serblan Asszembly
1972 Entered the diplomatie serviecea
1972-74 Advisor to the Federal Secretary for Foreipn Affairs

18974=76 Nzssistant Federal Secretary for Forelgn Affalrs in
charge of pre=ss, information and cpltural aflairs

12765 Appointed to his present po=t as Ambassador din London

He is a member of the Council of the Museum of Contemporary Art
in Belgrade gnd of the editorial boprd of the journal Sogiglist
Thought and Practice.

Married with one child ha speaks pretty good English and has
gome knowledge of Russian.

He will be leaving London in early July. He has been an
effective and likeable ambassador,

RESTRICTED




RESTRICTED

DRAGI STAMEXEOVIC

Born in 19280 at lesKovaec. University-level educatlion.

Bearer of the 1241 Partizan Memorial Medal, Member of the
Supreme Headquarters of the National Liberation Army for

Serblm;

After the war he held the following posts: Chairman of the
National Liberation Committes for the Belgrade District,
Minister in the Government of Serbia - Chairman of the Council
for Energy and Extractive Industiry, President of the Federation
of Trade Unions of Serbia, Vice-President of the Federation

of Trade Unions of Yugoslavia, Chairman of the Republican
Economic Chamber, President of the Executive Council of Serbis,
Pregsident of the Republican Conference of the Socialist Alliance
of the Working Peéople of Serbia. Member of the Presidency of

the SFREY 1B71-74, Yupbslavy Ambassador to Brazll.

Deputy of the Federal Assembly in three convocations, Deputy

of the Bepubliecan Assembly in four convecations . and Member of
Lhe Presidepcy b the FPederal Conference of the Sociglist

Alliance of the ¥Yorking People of Yugoslavia,

Head or Member of Yugoslav Delegatlions abroad on many occaslons,
inter alia, Member of the Parliamentary Delegation of Yugoslavia
and Head of 2 Dalegation of the Federation of Trade Unilons

which wvisited the United Eingdom,

ocorated with the Order of the National Hero and bearer of

various Yugoslav and foreign decorations.
Speaks English,

Married, with three children,

RESTRICTED
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YUGDSLAYV AMBASSADOR'S TAREWELL CALL OM THE PRIME MINISTER
s Mr Jebb's minute of 16 June,

= I have now confirmed with the Yugoslavs Lhat their
Ambessador will call con the Prime Minister at 0915 on 1 July.

Gaotes

d C R Gray
Eastern European & Soviet Department

17 June 1981
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16 May 1981

Thank you for your letter of 14 May
end I confirm that the Primse Minister will
recaive the Yugoslav Ambasaador for a Tarewall
call on Wednesday 1 July at 1700 houra.

Could your brief plesse raach us by
close of play on Friday 28 June.

CAROLINE STEFPHENS

C.Q.G. Jebb, Esq.,
Foreign and Commonwealth Office.




Foreign and Commonwealth Office

London SWIA 2AH

14 May 1981

Vens (arolit

We spoke. Michael Alexander wrote on 6 May
conveying the Prime Minister's willingness to receive
the Yugoslav Ambassador for a farewell call on Tuesday
7 July,

Ag you know, an unexpected problem has arisen in
that the Ambaszador - to his considerable embarrassmant
= has had to bring forward his departure to 2 or at the
latest 3 July. He has therefore asked if it would be
posaible for the Prime Minister to see him before then
and vou said thet 5.00 on 1 July would be convenient.

.eg-lh.-, _aIes
(- 7M.

C 0 G Jobb)
seistant Private Secratary

Ms Caroline Stephens
10 Downing Street
London SW1
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CONTIDENTIAL

Foreign and Commonwealth Office
/

()
London SWI1A 2AH

Y/

1S Mrcnlin ? Zﬂ

Aa o

f Daan Miduasl,

Yugoslav Ambassador, Mr Z Berisavljevic

The Yugoslav Ambassador, Mr Berisavljevie, is leaving
this summer after more than Tour vears in London. He has
asked whether there might be a possibility of his being
received by the Prime Minster, prefereably early in July.
He 1s aware that such calls are not customary, but points
oul that Mrs Thatcher has wvisited Yugoslavia three times
during his spell here: are leader of the Opposition, for
Tito's funeral and on her afficial visit last year,

The Foreign and Commonwealth Secretasry and Lady
Carrington will be giving the Ambassador and his wife a
farewell lunch, but we should be glad if it were also
posaible for the Prime Minister to receive him briefly.
He has been exceptionally diligent and helpful, and will
undoubtedly continue to exercise influence when he gots
back Lo Belgrade, where incidentally HM Ambassador at
Belgrade enjo¥s very pgood aceess to the Yugoslav

leadership.
L«w,

b

Private Sdcretary

M Alexander E=g
10 Downing Street

CONFIDENTIAL




12 May 1980

BURY TITO WITHOUT TEARS

MAMfred Sherman

The compulslion to think the best of Tito and his
works, which has afflicted Ieft and right in this
country for most of the war—tima and post-war
pariod, tells us more about ourselves than abount
Yugoslavia. A= -in the case of the Soviet Union;
1t derives less from skilled propaganda on kthe
Comminist part, tharn from our capacity for self-

deception , a symptom of deep psychological

inadequacies - as Orwell pointed out 35 years ago.




among Socialists there was the desperate need to
believe that some Marxist regime scomewhere actually

fulfilled its promises; they therefore avoided

locking the horse too closely in the mouth.

Yugoslavia was hailed as being "freer than the
Soviet union" - correctly, because Tito found
optimising terror more economic than maximising
it - and hence, by syllogism. to being free.
Tito's charads of "workers' control" and decen-
tralisation, little more than ploys dasigned to
differentiate his reqgime from the commumlst
dictatorship on which it was modelled (of which

more later) was accepted wholly uncritically,




Its economic collapse of the early 'seventies,
which led to thirty percent of the registered

labour force becoming unemployed (Aaccording to

official statisticsa) and which abliged the reglme

to permit mass emigration to work in the capitalist
West as an altemative to mass disorder at homa,
went unremarked among socialists in this country,
apart from occasional references to the regime's

liberalism in allowing them to leave at all.

The inflation., worse than ours, was lgnored.

Pace Lady Wooton and Professor Townsend, inflation
and unemployment rates in the Socialist Third Of
The VWorld are worse than in the West. But only
in Yugoslavia do they have honest statistics
(dating back from 1950/1) which allow one to see

the gituation at a glance.




Non-socialist segments of our establishment have
been egually remiss for other reasons: somse simply
considered that Tito's ambivalent relations with
the Societ blog automatically put him above

criticiam, bv the same nadve realpolitik from

which Mao benefited.

Much of the evidence now available throws doubt

on the wsdom = even on war-time military grounds

= of the decision to support Tito both against
Mihailovich and, de facteo, against the Monarchy
which had entered the war -as our ally. Were it
not for these poelicies;, the Monarchy would hawve
had a good chance of regaining power; so that
Yugoslavia (and hence also Albania) would have
remained in the Western campl, ané obviating the
need for Tito's ambiguous defiance of the Soviet

Unicon abh initio.

Gullibility =pringe eternal ... in a BBC inteview
after Tito's death, Edward Heath, who found him
temperamentally. congenial, argued that living
etandards had wvastly improved under Tito, giving
ags sole evidence the dress of people he had seen
in restaurants and Boulevards and what they ordered.
That a one-time Prime Minister should believe him
self capable of judging cconomic performance by
impressicon of the smart centre of a capital city

— and Iin a communist dictatorship at that — surely

throws some light on the idiocyncracies of the




The ideological, political and economic bases of
Yugoslavia's "separate path to socialism" are far
weaker than gernerally realised. Historically,
Titoigm was a gide-effect of the Tite-5talin dispute,

Tito, it will be remembered, came anta the soene as

an arch-5talinist, whose lovalty to Stalin earned him

first the job of liguidating his Yugoslav commintern

colleagues in the Moscow purges of the 1%30's, and
then the succession. Both during and after the
second world war, he outdid the other "new democracies"
in brutality. He organised the systematic murder
of men, women and children +to  secure absolute
terrified submission. He wrecked the war-ravaged
gconomy by applying doctrinaire Sovielb methods

with thoroughness not achieved among the satellites.
(It may be recalled that this doctrinaire leftism
was one of the accusations subsequently lewvelled
against Tito and co by the Russians, with reference

to their collectivisation and nationalisation with

a 1'outrance.) His cultural and academic policies

were Lthose of poskt-war Sktalinism down to the smallest
details. o0 was his "natlonalities' policy”, mutatlis

mutandis.




The 1948 szplit cama over one lssue alone: power.
Though scon after the war Tite locked favourably
on Yugoslavia's absorption inte the USSR, bringing
him into the politbure, he scon becamse aware of the
dangers to him personally of being subordinated to
the Soviet equivalent of the Ministry for Colonies,
which was even then preparing its series of manic
purges in the satellites - Rajk, Kestov, Slansky.

etC.

For months, even, after the conflict with

Stalin became open and irrevocable, Tito tried to
remain a hundred percent Stalinist in word and deed.
For example, he =zpeeded up rural cellectivization,

and the nationalisation of small shops and other
one-man businesses (without compensation). His first

party congress since the war, held a month after the

publication of the Cominform resolution, proudly

highlighted Tito's role in the Moscor purges ol Lthe
30's, and was puncuated by paens to Stalin and
unlimited commitment to the USSR, the Soviet bloc

and the Soviat model.




Only when the tensions created by the clash between
pro-Soviet feelings and loyalty to the Yugoslav Party
leadership became apparent, did Tito revise his
pacrty's stancard image m; the US5ER. Revislon was
based on the contention that if the USSR was

vaging an unscrupulous political war against Yugo-
glavia, it could not be truly socialist: it

fallowaed that Soviet soclety was not socialist. But
that, in turn, cast doubts on Yugoslav communist
society, which had been glavishly modelled on the
U3SR's. S0 ha posited a special “"Yugoslav way". to
differentiate his regime from the "bureaucratic
caste-dictatership” in the USsSR. (Unconsciously.,

he reprodoced much of Trotsky's critique.) But: in
order to make thisz at all convineing, he Found himself

obliged to introduce reforms at home, however

reluctantly and superficially. One welcome change

was that people were no Inger obliged to attend

indoctrination and other spontanecus meetbings, to
the annoyance of the petty despots who loved to

hear the sound of their own wolecas.




Arbitrary powers of the lower and middling party
and state officials were curbed. The black market
was accepted as a fact of life, and largely freed
from harassment. Small businesses, which had been
run intoc the greund under communist management,

were allowad to return to private hands, collective
farms spontanecusly dissolwed. Excdus from prisons
and camps was speaded up - some places were needed

for pro—-5talinists.

Drdinary YTugoslaves felt the relief of someone wWho
takas off a palr of tight shoes. But party members
necded a new faith in place of "Tito-Stalinism®,

if they were to stand up to isolation and intimi-
dation. Naturally, the regime made great play of

naticnal independence. But this is a two-edged

wWeaPpoT. For one thing, it invited contrasts with the Soviet

1941/8. Secondly, there is little in the way of
pan-Yugoslav feeling, except in the upper reaches
of the Communist hierarchy, while Serb, Croat and
Macedonian national feeling is divisilve. S0
patriotizm was not enough. It was then that

was gliven the task of thinking up imaginative
ideclogical innevaticons to capture imagination at
home and win sympathy abroad among the left. 8o
decentralisation, workers' self-management and

"socialist democracy" were adopted.




Decentralisation meant little in practice &8o long
s real power was exXercized by the Federal Politburo

and the Ministry of dafernce in Belgrade, while the

governmant apparatus, nominally decentralised and rendered

1n several languages, retained a Bageotian character.

Workers' control remained largely symbolic.

Like most other institutions, workers' committess,
were in fact run and supervised by the Party.

In order to check on the impressien I gained from
sitting in on a number of workers' committees and then
chatting privately with ordinary workers, I checked
with American and West-German economic-aid represen-
tatives. At all thelir mestings with the Yugoslavs,
at ministerial down to enterprise lewel, at which
investment decisions decisive for the opemation, and
indeed existence, of the enterprises were taken, no

workers' committee representative had ever attended.




When economic collapse came in the 'seventies and
over a gquarter of the labour force was made redundant
with a speed which would be envied in this country,
workers' committees had no say. Briti=sh and French
academics have written favourably of the system, but
they relied on regulations and orders, not research
into what actually happened. Thelr writings were
reminiscent of the procesdings of the Sherlock Holmes
Society: all the apparatus of scheolarship. but no

dactual centact with reality.

'Socialist democracy” came to rest on two foundations.
First, in matters of no direct political significance,
scholars and journalists were free to write as they
pleased, so long 28 they did not encroach on polities.

Secondly, there was freedom to ecriticise Marxist

regimes of which Belgrade disapproved at any given

time, This was trickier than it seemed, owing to
the rapid ideoclogical tergiversations generated by
by relations between Belgrade and Moscow, the power-
ful ambivalence. bound together by a love-hate

relationship.




Originally as Stalin's assault on Tito reached a
climax of virulence, and nmo initiatives on Stalin's

part could be ruled out, not even military intec-

" - -
vention (remember Korea), Tito was obliged to increase

his anti-Stalinism and with it his domestic reforms
and his increasingly close and dependent relation-
ship with the West. This High Titcism turn alarmed
increasing numbers of his own party members. The
"lower cadres" resented it because it affected
adversely thelr powers and privileges: they locked
back nostalgiecally to the good old days before the
1948 '"earthaquake", when Stalin was Stalin, and
the "unorganised" knew their place. This "new-
clasa consdousness" reinforced ideclogical consor-
vatism, generating new waves of "comminformiam" not

sparing the politburo itself.

In other words, in order to ward off Stalin
for political and physical survival, Tito was
obliged to jeopardise his own regime's stability

and even legitimacy - et propter vitam.




Within two weeaks 'of Stalin's death;

almost before his body was cold, a
Yugoslavy miszion was off sounding out Molotow,
Malenkov and Beria. Hitfin a month, they had come
to terms. Mutual denunciation disappeared from the
pages of the Soviet and Yugoslawv press: hear no
evil, speak no evil, see no evil. This permitted
an immediate halt to further Titoisation, then to its

partial dismantling. The iron fit came out of the

velvet glove. Reforms were halted and, wherea

possible; reversed. "Proletarian internationalism”

became respectable again. Praise for the West and
social democracy - recognised as genuinely socialist
during the High Titoite phase - was again outlawed.
The secret police at home and hit-squads abroad

were turned against dissidents other than pro-Soviet

Roes , tod.




50 Stalin's death . ushered in the first phases of
re-Stalinisation in Yugoslavia, even before de-
Stalinisation had begqun in the Soviet bloc. But

the balance of powa "didnot permit de-Stalinisation
to go all the way. The new Soviet leaders were

glad to be rid of Stalin's personal vendetta

against Tito, to live and let live, at least while

he remained in the saddle. But they were in no

way reconciled to Tito's claim to full independence and

ideological sowreignty. This remained a threat to
their own legitimacy at home as well as to their
domination of the satellites and the world revel-

utionary movemsnt.




For the legitimacy of communist dictatorship in the
Soviet Union is based on its eclaim to a monopoly of
wisdom, hence to embody the forward march of history.
Whether thiz iz embodied in The Leader or in
Collective Leadership - dn unnatural and unstable
state of aflairs - the dialectic can only be incar-

nate in one place at a time. But omce Tito or

Mao were recognised as sharing this manis. then it

wevaporates. If Mao can be right and Tito right

— each in his own interprdation - then why not Ivan
Ivanich? The Leader's infallibility remains
egsential to the whole communist power structure;

any other claim to infallibility anvyvere infringes his
oWl . If two can be infallible while differing, why

not twenty two hundred, two thousand?

Hence Tito's continual tergiverations on this subject.
Tite on the one hand, demanded from the Communist
world recognition of his monopoly of wiadom in
Yugoslavia, and was willing in return to accord
to each & monepoly in his own backyard.

Contrary to what his admirers in the West deceived
themselves into beliewving, wholly supported the
principle of communist monopoly of power and ideas
in each communist state, and preferrably in as many

states oz possible.




only by this doctrine could he maintain leglitimacy
for a one-party dictatorship obdurately &nd equally
epposed to any encroachment - ideslegical or
political - from the Soviet bloec or from the people
of Yugoslavia, who are no more reconciled to

communist rule than any other people. Indeed

they are less so than some, given their strong

links with Central Europe, where they can see that
"hourgeois demoecracy™ works far better than Balkan
communist dictatorship. [After all, would
SPECTATOR-readers like to live under Communist
dictatorships?) Mogcow could not agree, because
they would face pressures for similar concessions

to thelr other satellites.




Tito's non—aligned and third werld circuses derive

from this ambivalent relationship with the USSR.

To be treated by Moscow as = partner - his overriding

objective = he nesded a Gowry. He promised to
bring them the third world; from 1ts origins at
the 1961 Belgrade Conference, non-alignment meant

anti-Westernism at the price of accepting Titoc as

the broker.

The Russians monitored it in silence. sending thelr
number two oriental; Bobijan Gafurev, noticed the
broken reeds - Nehur, Nkrumah, Nasser, Sekou Toure
- and decided that by unsing Castro, they could take
it over without paying Tito much in the way of rent.
The Chinese put thair ocar in and gave Tito nothing
at-all in return. The charade was glven little
credence in the West, outside of Britain, where
willingness to take 1t abt face wvalue owed much to
the compulsive suspengion of disgbelief regarding
our own charade, the CommanwWwealth. Aficionadaos
need only ask themselves: what did it all achievye?

For whom? Against whom?




These inherent contradictions of inter-party
relationships explain the twists and tergiverations
in Yugoslav=Soviet relationships and in the Party
line at home on the nature of Communism in general
and of Soviet communism in particular. One cannot
take Titolism at one partlicular stage of the cycle
as representative of Titoism in general, since 1t
is precisely the violent tergiverations and the
insoluble contradictions from which they stem which
are an integral element in Titoism. Its only
consistent elements are opportunism and unpredict-
ability. That is what "=socialist democracy" has
coma to embody, however grand it sounde to vislting
Labour and TU delegations. Hence, what is safe at
one time can lead to arrest; imprisonment, dismissal
on ancother eccasion.

Tito's own personal predominance ensured that the
FParty as & whole marched in step through all the
twists and turns, with a few unfortunates falling

off the end a8t each about turn. His disappearance

from the scene makes it much more diffieult, perhaps

impossible; to carry on walking the tightrope.




His party's collective leadership is a coalition
of staff officers and time-servers, none of whom
has shown the strenglh sc far to take the party
through these sudden turns and maneouvres and to
arbitrate between deep differences of interest and
riewpoint. His war=time comrades have died or
bean purged Like most dictators, he left no room
for the spontanecus activity which provides the
seed=-bed for new leadership, as far as the eye can

58 .

These differences inter-act with deep national
antagonisms. It has become fashionable to s5ay

that Tito overcame natienal rivalries and united

Yugoslavia. Exactly the same was said of Kings

Pder and Alexander, in their day, with as little

truth.




Dictatorship has suppressed open expression of these
antagonisms, as it did under Alexander, at the same
time as it fed them. In many ways they are greater
after thirty five vears of centralised communist rule.
Por much of the conflict ;ﬂlates ta the sharing out

of what the state takes off the people. Under
communist rule, even attenuated by a private

gector; the state takes more than it 414 under the

Monarchy, hence the fight is fiercer. (Early

Serbian Socialists like Svetozar Markauif'regarded

the Serbian state as the main exploiter. Mot much
has changed, since then, except for the worse.)

The Croats.: whose natural economic, political

and cultural orientation has always been towards
Central Europe, fesel more chated than evear, as

Europe waxes while they wane. Tito's grandiose

plans for reducing and eventually superseding

economic inegqualities between the regions, foundered
partly on geography, partly on differences of national

temperament and culture.




Disaffection is expressed in Croatia at all lewvels,

by pesasant farmers, urban emplovees, and intellectuals,
{The move to declare Croat a separate language and
Serbo-Croat a fiction teo hide Serbian domination,

which was forcibly suppressed by Belgrade, was
supported by most Creat intellectuals. though it

has weak philoleogical foundations.)

This dizaffection places Croat party membarzs in - a

claft setick. 1f they lovally support the Belgrade
lirie, they are rejected az Unecle Tomes at homs. If

they fry to accommodate the Croat wview, they are at best
locked at askance by the Federal power; at worst

they risk purging or other reprisals. The matter

is exacerbated by the militancy of the large Serbian

minority in Croatia (particularly Lika and Kordun)

and in adjacent parts of North Bosnia, who, wunder
Monarchy and Communarchy alike, were not only the
most enthusiastic centralists,; but perpetually com-—
plained of being insufficiently rewarded for their
lovalty, and lest no opportunity to inflame relation=-
ships between Croatia and Belgrade, the better to
fish in troubled waters. (Farallels with Treland

are not fanciful.)




The continued support enjoyved by the Ustasi — one of
the beastliest movements in Europe — on Croats abroad
and inside Yugeoslaviz, can only be ascribed to the
depth of the continued frustrations and resentments.
These face Belgrade with a guandary. Tito had long
since decided that concessions to Croats would only
raizse more demands while antagonising the loval
South, or teaching 1t that awkwardness pays. -~ Bug
he could at least claim to be a Croat acting in
Pan—-Yugoslav interests; though many Croats regarded
him as Kara George with a Creatian accent. His

joint successors will be subjected to strong but con-

-

flicting pressures in opposite directions. “{The
loyalty of Macedonians and Albanians iz problematie,

but partly conditicn on what they get out of the

Federal REpuhlic.]E




To sum up, Tito's successcors inherit a poor country.
further impoverished by Communist rule (just imagine
Benn and Kitson having seole control of our economy)
continued national confliclk, suppressed but ready

to erupt the moment pressures are relaxed, dis-

content with Communist di:Fatnrship and its fruits,

and deep disagreement between ideologists who would
prefer closer ties with the Soviet Union and those
who =5till hanker after Yugoslav especialism, between
these who favour the non-aligned and third-world
card and those who regard it as a waste of Eime and
money, with a strong Soviet Union and a weak divided

West .

(Tito's present successors showed full awareness

of their insecurity by the paniec way in which they
reacted to hig terminal illness. Only fear of the
future could explain their gruesomely keeping his
body artifically alive for four months after he

had ceased to be as a human being, and until the

tissues simply broke down.)

Thera may be little we can do about 1t, we can at
least avold seclf-deception. Our blien pensant press
and establishment's apparent congenital inability
to take the measure of communist and third world
dictatorships remains a far more serious problem.

one on wWhich we need to do something.
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MY TEL NO 231 THE SUCCESSION TO TITO,

1.  CHAIRMAN OF THE FEDERAL ASSEMBLY'S LEGAL COMMISSION

MIODRAG ZECEVIC HELD A MEETING ON 16 JANUARY FOR FOREIGN JOURN-
ALISTS TO EXPLAIN THE CONSTITUTIONAL ARRANGEMENTS FOR THE
SUCCESSION TO PRESIDENT TITD. THE MEETING WAS ARRANGED AT

SHORT NOTICE ON THE INITIATIVE OF THE YUGOSLAV AUTHORITIES AND
WAS CLEARLY DESIGMED TO GUENCH SPECULATION ON THIS ISSUE. MY
INFORMATION OFFICER WAS THE ONLY OFFICIAL FOREIGN REPRESENTATIVE
PRESENT, AND THE MEETING RESISTED A CHALLENGE THAT SHE SHOULD
WITHDRAW, FOLLOWING |S HER SUMMARY OF THE MAIN POINTS OF INTEREST.

2,  ZECEVIC CONFIRMED THAT ON TITO’S DEATH THE OFFICE OF
PRESIDENT OF THE REPUBLIC , CONFERRED ON TITO FOR AN UNLIMITED
TERM CF OFFICE® WOULD CEASE TO EXIST AND ITS RIGHTS AND DUTIES
WOULD BE TAKEN OVER BY THE FEDERAL PRESIDENCY. IN FUTURE, THE
PRESIDENT OF THE PRESIDENCY WOULD BE COMMANDER=IN=CHIEF OF THE
_MMED FORCES AND HEAD OF STATE FOR REPRESENTATIONAL DUTIES
ALTHOUGH THE PRESIDENCY WOULD ACT AS A JOINT BODY WHENEVER
POSSIBLE.

3« ZECEVIC SAID THAT AS PRESIDENT OF THE REPUBLIC, TITO HAD
ALSO HELD THE OFF|CE OF PRESIDENT OF THE SFRY PRESIDENCY. WITH
HIS DEATH THE CONSTITUTION DETERMINED THAT THE VICE PRESIDENT
SHOULD BECOME PRESIDENT 'UNTIL THE EXPIRY OF THE .TERM FOR WHICH
HE WAS ELECTED VICE-PRESIDENT’. IF TITO DIED NOW,KOLISEVSKI
WOULD AUTOMATICALLY BECOME PRESIDENT UNTIL MAY 1583. HE WOULD
BE FOLLOWED BY MIJATOVIC (BOSNIA AND HERCEGOVINA). THE ORDER

CF ROTATION FOR THE PRESIDENCY WAS REGULATED BY LAW IN 1975,
ZECEVIC POINTED OUT THAT IN THE ABSENCE OR PROLONGED INABILITY
OF THE PRESIDENT TO PERFORM HIS OFFICE, THE VICE-PRESIDENT COULD
DEPUTISE FOR HIM AND *REPRESENT HIM IN THE CONDUGT OF AFFAIRS
ENTRUSTED TO HIM BY THE PRESIDENT’. THERE ARE SEVERAL RUMOURS

RESTRICTED / Here
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HERE THAT KOL ISEVSK! HAS BEEN SO DES|GNATED BUT ZECEVIC DENIED ®
THAT ANY *COORDINATING BODY OR INSTITUTION HAD TAKEN OVER THE M
PRESIDENT’S DUTIES® AND ADDED THAT OVER THE LAST FEW YEARS ®
" SEVERAL FUNCT,
[ONS HAD IN PRACTICE ALREADY BEEN DEVOLVED'',

4,  SOME INTERESTING OBSERVATIONS WERE MADE BY ZECEVIC ON THE
SUCCESSION TO THE OFFICE OF PRESIDENT OF THE LCY. ASKED WHETHER

A DEFINITE PROCEDURE TO ELECT A NEW LCY PRESIDENT WOULD BE LAID
DGHH, HE SAID THAT THE OFFICE OF PRESIDENT, WHEN TITO DIED , WOULD
NOT PASS TO ONE MAN EUT WOULD BE SUBSUMED WITHIN THE COLLEGIATE
BODY OF THE LCY PRESIDIUM, THE LEADING REPRESENTATIVE OF THAT

BODY WOULD BE, AS NOW, THE PRESIDING MEMBER WHO WOULD ROTATE ON

A CME-YEAR BASIS. IN REPLY TO THE QUESTION WHETHER AN ORDER OF
ROTATION FOR THE PRESIDING MEVBER WOULD BE ESTABLISHED, HE COMFIRMED
THAT MO SUCH ORDER PRESENTLY EXISTED BUT EXPECTED THAT ONE WOULD
BE WORKED OUR IN CONSULTATION WITH PRESIDENT TITO. HE ALSEOD
CONFIRMED THAT, ON TITO®'S DEATH, THE EX=OFFIC10 REPRESENTATIVE

OF THE LCY PRESIDIUM OM THE .STATE PRESIDENCY WOULD BE THE
PRESIDING MEMBER OF THE DAY,

5. ZECEVIC'S REMARKS MAKE IT CLEAR THAT THE WAY IS PAVED FOR
THE TWO PRESIDENCIES, OF STATE AND PARTY, TO TAKE OVER

COLLECTIVELY THE FUNCTIONS FOR SO LONG HELD BY TITO AS AN INDIVIDUAL,
THIS DOES NOT RULE OUT THE POSSIBILITY THAT E.G. A FUTURE LCY
CONGRESS COULD ELECT A NEW PRESIDENT OR CHANGE THE EXISTING RULES

OF PROCEDURE, EQUALLY THE CONSTITUTION, NOW UNDER AMENDMENT
FOLLOWING TITO'S INITIATIVE ON COLLECTIVE LEADERSHIP, COULD BE
IRASTICALLY ALTERED. BUT FOR THE TIHE BEING THE CHANCES OF ONE
INDIVIDUAL CONSTITUTIONALLY EXERCISING MORE POWER THAN HIS

PARTNERS MUST QE ASSESSED AS SLIGHT.
FARQUAARSON
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