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22 DECEMEERs ECONSHIC ISSUES

. OF THE ECONCMIC ISSUES, THE JUDGET DEFICIT WAS 2EEN VERY MUCH

0 THE FORE 1N RECENT DAYS. THE BROAD PICTURE 1S THAT THE PRESIDENT
HAS TO PRESENT M1S BUDGET TO COYGRESS 3v THE EKD OF JAWUARY.

HE WILL GET IT BACK SOMETINE (% THE LATE SUMIER, WHETHER IT WILL

TEAR TUCH PESEMBLANCE s
PLACE, 15 & 3
TRAT 1T wILL AZDR 3

A4S 98 WOULD LIME.

2. THE NEW FACTOR IS THAT EVERYONE, PRESIDENT, CABINET, OFFICIALS,

30TH HOUSES AND BOTH SIDES OF CONGRESS AGREE THAT SOMETHING MUST

€ CONE TO SET THE DEFECIT DOWN. THE TIME 3ET4EEN NOW AND EHD-JANUARY

UILL 3T SPEWT |N MUCH TACTICAL MANGEUVR ING WITHIN THE ADMI%(STRATION:
S AFTER JANUARY, 2ETWEEN OTH HOUSES AND 30TH PARTIES WITHIN

ACH HOUSE. THE DE3ATE WILL B2 NOISY &ND CONFUSING. SEFENCE

SPENDING 1S THE MGST CONTENTIOUS ITEM AuD, PERWAPS FOR TACTICAL
REASONS (JECAUSE HE CALCULATES CONGRESS WILL CUT 1T ANYWAY), THE
PRESIDENT SEEMS TO BE LEANING IORE TOWARDS WEINBERGER THAN TOWARDS
HIS 3UDGET ADVISERS. (THEY SOUGHT CUTS OF DOLLARS SBN DOLLARS 208,
AND DOLLARS 303 [N FY 86/8v HE HAS OFFERED THE FULL AMOUNT IN

Y36, 3UT WITH THE SAVINGS TO COME FROM CREATIVE ACCOUNTING

RATHER THAN PROCUREMENT CUTS, AND ONLY DOLLARS 9B AND DOLLARS 108

1% THE 2 LATER YEARS.) ALL THIS WILL TAKE MANY MONTHS TO SORT OUT.

THE MAIN PGINT WHICH IT SECNS TO ME “E HAVE TO FOCUS OX IS THE NEED,

FOR THE SAKE OF THE MEALTH OF THE FREC WORLD ECONONMY AS WELL

45 THAT OF THE US, TO CARRY DEFICIT-CUTTING THPOUGH TO THE END.

J D0N'T SEE THAT IT MATTERS TO US (NEXT WORD UNDERLIMED) MOW

THE DEFICIT (S CUT 35 LONG AS 1T 1§ CUT. THE PRESIDENT'S PLACE

|4 WISTORY uiLL 20 DETERNINED NOT OHLY 3Y WHETHER HE LEAVES

ANERICA AND THE wOPLD AT PEACE, 3UT ALSO IN PART, 3Y THE SHAPE IN

WHICH WE LEAVES THE US, AND THE WORLD'S ECONOMY,

3. THE OTHER MAIN ECONOMIC ISSUE, THE TRADE DEFICIT, SEEMS TO ME,

(F ANYTHING, LIKELY TO 3E EVEN MORE TROUBLESOME. THE STRENGTH

OF THE DOLLZR IS CRIPPLING SOME OF THE WEAKER US INDUSTRIES AS

JNDEED THE STRENGTH OF THE POUND HURT 3RITISH INDUSTRIES 4 YEARS

0 SO 4G. PROTECTIONIST FORCES APE TWEREFORE OM THE INCREASE

WERE, AND THE POSSISLE CONJUCTION (Y 1235 OF & LOXER ECON

AATH 2 CONTINUING STRONG DOLLAR IS SET TG A20ST TMEN

CURTIER, THE ITEA OF AN 11POT SURCHARGE AS A WAV OF ATTACKIMG

30Th FISCAL A1D TRADE SEFICITS WAS JESN GAINING GOOURD IN BUSIMESS

ano consacssiona cireees. -CONFIDENTIAL /4. wHice .




HOSTILITIES OVER T
PORT MARKETS. THE OBDURATE LINE SHULTZ AND BROCK
TOOK WITH THE COMMISSION LAST WEEK OVER STEEL PIPES AND TUBES HAS
NOW BEEN MODIFIED AND THE PROSPECTS OF A DEAL ARE SOMEWHKAT
BRIGHTER. BUT THE US WITHDRAWAL FROM THE INTERNATIONAL DAIRY
AGREEHENT, NOTIFIED ON 18 DECEMBER, IS A BAD AUGURY.
5. | HOPE THE PRIME MINISTER WILL PUT FIRMLY TO THE PRESIDENT
THE EED FOR ALL OF US TO RESIST PROTECTIONIST PRESSURES, AMD
PERHAPS REMIND HIN THAT WHEN FACED #ITH SINILAR PROBLEMS 4 YEARS
AGD, WE KEPT OUR MARKET OPEN. THE FURTHER POINT WHICH SEENS TO NE
WORTH MAKING IS THAT SERI0US PREPARATIONS FOR A NEw TRADE ROUND
SHOULD BE GIVEN PRIORITY, AS BEING BY FAR THE 3EST WAY OF KEEPIMG
TO MANAGEABLE PROPORTIONS THE DAY-TO-DAY FRICTIONS BETWEEN THE
AN (NDUSTRIALISED PARTNERS AND OFFERING THE DEVELOPING
WORLD THE PROSPECT OF BEING ABLE TO EARN THEIR WAY OUT OF THE
DEBT ORASS. THE PRESIDENT MIGHT SE PEWINDED THAT THE B0MN
ECONOMIC SUMHIT IS NOT TOO FAR AWAY AND THE LEADERS OF THE
{NDUSTRIAL ISED NATIONS WILL WISH TO PRESENT A UNITED AND
CREDIBLY OPEN TRADING FRONT TO THE REST OF THE WORLD.
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