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Talking Points on the Japanese Unilateral
Restraint on Auto Exports

The decision by Japan to restrain unilaterally its auto exports
to the United States was based on that government's assessment
of its long term interests. Protectionist sentiment was growing
in this country, particularly in the U.S. Congress, in response
to the depressed state of the domestic industry.

The U.S. auto industry is vital to the U.S. economy. The
industry and its suppliers account for 8 1/2 percent of our
gross national product and employ 4 million, or 1 out of §,
American workers. In 198¢, domestic auto production dropped to
the lowest point in 19 years and unemployment reached a peak of
nearly 1 million. Domestic manufacturers lost $4.3 billion and
suffered a cash flow deficit of $9 billion.

The cash flow deficit occurred just at the time when the auto
industry was in the midst of a $80¢ billion investment program
necessary for it to regain international competitiveness.

Japanese import penetration increased to well over 2¢ percent of
the U.S. market before the domestic pressures for Congressional
action became overwhelming. This was a level far higher than
the Japanese import penetration.in any other Ottawa Summit
members' auto market. .

The Japanese govermment's decision provided U.S. auto
manufacturers the breathing space necessary for this retooling
effort., 1In addition, the decision avoided quota legislation
which could have precipitated world«wide retaliatory measures.



Japanese Auto Export Restraints: The Japanese have announced the
following auto export restrictions. To our knowledge no others are
planned.

United States: 1In Japanese FY 1981 (4/1/81-3/31/82), MITI will
restrain auto exports to 1.68 million units. In JFY 1982, this
level will be adjusted by 16.5 percent of the change in total
U.S. auto sales as forecasted by MITI. Further separate
measures will be taken with respect to Japanese exports to
Puerto Rico (contained in the U.S. Customs zone) and exports of
"vans" (station wagons and utility vehicles) which for
statistical purposes the Japanese Auto Manufacturers Association
define as cargo carrying vehicles and the U.S. defines as
passenger vehicles. The necessity for a third year of
restraints will be considered by the Japanese at the end of the
second restraint year.

Canada: During JFY 1981, Japan will limit its exports of
passenger cars to 174,080 units, a 6 percent decline from JFY
1980, but a 10 percent increase over the 1980 calendar year
level. Before the end of JFY 1981, Japan and Canada will
consult on the need for a second restraint year.

EC: Due to restrictions on Japanese auto imports by the UK,
France and Italy, Japan will not implement an EC-<wide export
restraint. Japan has taken specific measures with regard to
Germany and Belgium.

German Calendar year 1981 passenger car exports are
"forecast" not to exceed the 1980 level by more than 19
percent.

Belgium: We believe that Japan has agreed to reduce its 1981
calendar year exports by around 7 percent from the 1989
level.

Truck Cab Chassis: At Japan's request we are currently attempting
to schedule a date to begin formal consultations under GATT Article
XXII.

Administration's Auto Program: The program rests primarily on the
Economic Recovery Program, which should stimulate U.S. auto sales
and assist the industry to raise investment capital. Other steps
include the modification or elimination of 34 U.S. safety and
emission regulations, antitrust actions and other measures.

e Ané~ Calass The U,S. auto marl ir from a

’ h 11 ¥ ; ‘
through May are down 2.3 percent from the eguivalent period last
year. Sales of U.S.-made cars declined 3.4 percent while imported
car sales increased 8.6 percent from the same period last year. The
number of Japanese-made cars sold here has declined by 0.7 percent.
On a seasonally adjusted basis, U.S. auto sales through May were
running at a 9.3 million unit annual rate (9.0 million autos were
sold in the United States in 198¢). Sales are likely to remain low
until this fall when the U.S. economy is expected to improve and
interest rates are expected to decline. The Administration
forecasts total U.S. auto sales to be 9.5 million units in 1982.

AWarner/377-2831/7~2~81 wWang No. 9926G



Japanese Auto Import Penetration
(Percent of Market)

1979 1980
United States 16.6 21.3
Canada 8.0 ‘ 14.8
United Kingdom 10.8 11.9
France . 2.2 2.9
West Germany 5.7 10.5
Italy - .1
EC Market 6.9 9.0

OISP/ITA

U.S. Department of Commerce
July 2, 1981
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The fallbacks are totally inadequate. The action agency discussions
have not focused on a COCOM policy group being put together. Also,
the point dealing with systematic discussions of western energy
security will be dependent again on the outcome of the President's
decisions. : '

The background papers will also have to be refined (redone) in light
of the President's decisions. For example, much more specificity
needs to be put into the paragraph on strategic trade controls in
the issues section of the paper. Whatever option he selects will
allow that specificity to be added.

The President's objective paper is premature. Although the
background paper may only need to be redrafted after the President's
decision, the objectives paper should not even be attempted until
those decisions are made. This is particularly the case since the
response Secretary Haig and Secretary Weinberger provide as a result
of the Monday NSC meeting will also have a bearing on how the
objectives paper, as well as the President's talking points, are put
together.

Also attached are several pages with typographical errors. These
are included to help in your overall preparations for the summit.

Secretary of Commerce

Attachment






U.S. Obdertive - Given economic difficulties and
political un¢ :ies, the Summit could be contentious
and downbeat, reflecting disarray and lack of confidence
among the Summit countries. Thus, the United States
seeks, above all to:

L)

- inspire confidence and optlmlsm about
the prospects for international economic recovery
(brlnglng to bear internationallly what has hap-
pened domestically where 46% of the American people
believe things will get better, compared to 24% two
years ago);

- affirm a sense of fundamental political
unity among the major industrial countries, all of
which share democratic political institutions,
market economic systems and a belief in human
dignihy and freedom (stressing thereby that these
countries are more than a power allgnment or a group
of economic competitors);

-- convey a firm and confident strategic view
of the basic challenges to the economic and security
. interests of the industrial democracies, and 2 sensi-
pp“7 o~ tivity to the requirement for consultation and coopera-
tion among the 1ndusts§al countries (making clear that

Ame*lca[}s leading but) cannot progress along).
e

¢F / U.S. Strategy - To achieve these objectives, the United
tes should: . '

- stress the priority of the task of domestic
economic recovery which depends primarily on domestic
(by implication, not 1nternaulonal) pollc1es and is
the basis for:

'S resisting protectionism and launching
new trade initiatives;

° providing more assistance to developinc
countries;

° reducinc dependence on Soviet markets
or resources;

® accelerating energy investment and
transition from o0il to other energy resources.

-- focus attention on the accomplishments and
potentiazl of economic svstems in the Summit countries
(bv implication, contrasting them with the communist
alternative) andéd the new determination and confidence
0Z the peorle (especially in the U.S. ané France) to
succeed;



AJJV
* - direct discussion and conclusions to/common
.goals over the next two-three years where agreement’
exists (lowering inflation, increasing employment and
productivity, further liberalizing trade, reestablish-
ing the balance with the Soviet Union, integrating the
developing countries into the international system,
etc.) as a way to contain.short-term disagreement gvel
choice of policy instruments (adjusting interest on
exchange rates, imposing restraint measures on trade,
timing of arms control discussions, etc.);

- reassure other countries about U.S. policie:s
toward the Soviet Union and use the fundamental agree-
ment among these countries on East-West security issue.
(as reflected in Rome NATO meeting and Suzuki visit to
the United States) to put economic differences in con-
text and to elevate the significance of restoring
economic growth as a basic component of security for
these countries;

-- suggest that our flexibility and sensitivity

to preserve consensus and unity on East-West issues,
including East-West trade, be reciprocated by flexibil ty
on the part of some of the other countries on North-Sc th
issues, particularly a willingness not to insist on
premature procedural and institutional initiatives, su.h
as the Global Negotiations and expanding World Bank
energy lendlng, when these initiatives are not substan-

tively ripe.



Macroeconomic Issues )

Objectives . . i

Macroeconomic issues will be the most contentious and
thus threaten to subvert the theme of unity at the Summit
unless they are handled properly.’” The United States seeks two
specific outcomes:

- Acreement that whatever is sazid about the economic
situation in the communique or by the Summit leaders when they
recurn home it must be positive. Short-term policy differences
shoulé be put into perspective by highlighting agreement on
basic cbjectives -- reduced inflation, increased investment,
procductivity and employment, and increased efficiency in govern-
ment and other sectors of the society.

- Affirmation of internaticnal cooperation among the
Summit countries premised on the primarv role of domestic
responsibilities and policies and a sensitivity to the need
for continuous explanaticn and understanding of what each
industrial countrv is seeking to achieve through its policy.

The United States should indicate that iX is prepared to discuss
and explain its policies in any forum at any time, and, would
support a series of discussions e%e® the various sectors of our
socitzies about the prospects and problems of growth in the

1980s.

Context

As for past Summits, the Chairman of the U.S. Council of
Zconomic Advisers prepared the background decument for the macro-
economic discussions. The paper, generally supported by others
in the preparatory discussions, concluded that countries need a
more mecium-term orientation of policies, less "fine-tuning,”
anc greater emphasis on free markets. &All agreed that strong
anti-inflation policies must be maintained. More recently,
however, the French have arguedé that reducing employment shoulé
be a co-egual policy objective -- and led the fight on this issu-
at the June OECD Ministerial.

The overriding issue in this area is U.S. interest rates, vet
zhe debate reflects a broader lack of understanding and confidence
in the Administration's Economic Recovery Procram, along with

i L i L L1 1 v
his or her own domestic situation, making it convenient to bla..c
the United States.

The Europeans ané the Japanese see the Economic Recoverv
Procram &5 & combination 0 ticht monev ané easv fiscal policv.

- Thev attribute the strength of the dollar to our hich
interest rates, ané complain that the corresponding






- The Canadian dollar has remained stable. Only
-recently have the Canadians begun to critize U.S.
interest rates focusing on the effects on LDC
borrowing costs.

- The Japanese have reduced interest ratés as ours
rose. Recently, they too ‘have stated that a falling
yen will worsen their inflation performance.

Two basic recommendations have emerged from other Summit
participants:

- Tighten U.S. fiscal policy (postpone the tax cuts)
to reduce financial market pressures and thus lower
interest rates; or,

- Cooperative foreign exchange market intervention
to prevent unwanted depreciation of Eurcopean
currencies (a recommendation spearheaded by the
French).

Kev Points to Make

—

- The strength of the dollar is not solely a function,fr
U.S. interest rates, but also the strong U.S. balance of payment:
growing market confidence in the U.S. commitment to anti-inflatic :
policies (anéd skepticism about European commitments), and worry
over political unrest in Europe. '

- The United States does not gain from high interest rat:
but is also suifering severe pains in key domestic industries
affecteé by high interest rates -- automobiles, homebuilding, the
thrifts ané small businesses.

-- The Economic Recovery Program is designed to do exactl:
what they want, to lower U.S. inflation and interest rates while
promoting a strong domestic economy which will be needed to abso:
European and Japanese exports,

-- The deficit in the U.S. budget is smaller than in many
other countries (1% cf GNP compared to 4.5% in Germanv and 2% in
Japean) and we are reducing it further, meking additional cuts
whan expencditures increase as they dié in Maxrch and April because
¢_ higcher interest rates,

- My budget program is proceeding on course in Congress
and we are progressively convincing the skeptics that this package
will work.

The above points are developed Zfurther in special papers at
Tab on interest rates, fiscal policy and exchange market inter-

ven+ion.




Trade Issues

Objectives

The United States seeks to contain short-term conflicts
over trade, urge adjustments through basic domestic economic
recovery measures, and direct attention to longer-term goals
for trade discussions in the 1980s in the context of economic
expansion.

- To present and explain our view that the problem of
acdjustment to changing world trade patterns can best be met by
policies which reduce economic rigidities and improve macro-
economic performance in our domestic economies.

- To insist that protectionist policies are unacceptabl
means of dealing with current economic problems.

- To seek agreement substantially reducing or eliminati 3
official export credit subsidies by the end of the year.

- To seek to reaffirm the commitment of Summit partici-
pants to full and effective lmplementatlon of the Multilateral
Trade Negotiations agreements.

- To reaffirm the U.S. view that agreements must. also be
reached on issues left unresolved at the close of the é@?&
particularly a GATT Safeguards Code. ”:(F)

- To take the leadership to establish and prepare for
another round of trade negotiations in the 1980s, supporting
the OZCD Van Lennep study, a proposed GATT ministerial meeting
in 1982, and raising the possibility of setting a deadline for
the beginning of & new round of trade negotiations.

Context

The Japanese prepared the trade background paper for the
Summit (suggested by the United States to put the Japanese out
front on the trade issue while resisting European pressures to
isolate Japan).



The European Community has sought to make Japanese trade
policies an issue at the Summit. At its recent meeting in ]
Luxembourg (June 29-20), the European Council "reviewed the
Community's relations with Japan and. . .agreed that in Ottawa
strong emphasis should be paid .t9 a broad span of guestions
relating to the smooth function” gf the open and multilateral
world trading system, including excessive concentration of
exports in sensitive sectors." The Council further "stressed
the need for effective openness of domestic markets, in
particular the Japanese market" and called for the "fullest
possible use of (the Community's) bargaining power as an entity."
The Europeans are concerned in particular about Japanese automo-
biles, semi-conductor ané electronic consumer exports to Europe.

The European Community, which had a $20b. trade deficit
with the U.S. in 1980 ané is plagued by internal disputes over
agriculture, fisheries and steel, has also criticized the United
States. The Germans are partlcularly critical of"ﬁ S.-Japan
automobile agreementx, while the British comolaln about U.S.
natural gas prices and the boost this gives to U.S. exports of
synthetic fibers and chemical products to Europe. The Community
further complains about the U.S. triager price mechanism (TPM)
which sets a2 price below whlch foreign lmports of steel face anti
dumping actions.

Multilateral trade issues include unfinished business from
the Multilateral Trade Negotiations (MTN), especially the failure
thus far to agree to a safeguards code. Such a code would estab-
lish common practices for éealing with surges in imports, in the
absence of which discriminatory arrangements and an erosion of
market-determined international competition have become more
common, particularly in Europe. Other issues include:

-- The Multi-fiber Agreement where the Europeans are
seeking a substantial tightening of market access for
developing country exports of textile, apoarel and
synthetic fibers.

- An agreement on official exoort creéits which France
rejects.

The issues most relevant to a new rouné cf trade necotiations
in the 1980s include:

-- Services is a rapidly expandinc arez of international
trade but one which is still heavily reculated.

- Investment incentives and performance recuirements
(export performance ané minimum local content regulre-
ments) often have serious trade discorting effects.










The U.S. believes that meetlng the security needs of
LDCs contributes to development in two important ways: it
ennhances - the prospect of domestic-polltlcal stability and it~
rees resources for economic development. By making a sub-
stantial contribution to the security of LDCs, the U.S. makes
it poss;ble for other Summit countries to concentrate more on
cconomic assistance.

Other Summit ¢ountries see themselves as far more dependen.
on LDCs for energy, resources and markets than the U.S.; ehey a-z
therelore more accommodating to the LDCs and favor global nego-
tiations for political reasons with no intention to follow
through on substantive issues.

Other Summit countries feel that the new U.S. Administrati 1
is indifferent to LDCs and is imposing East-West criteria on
Norctn-Soutn relations. They criticize U.S. military assilstance
anc U.S. policy directions . to South Africa, Central AmerLCaﬂ a |
the Middle East. Lrs

Canadian Prime Minister Trudeau is strongly sympathetic to
LDC aspirations, as well as committed to a "successful” Ottawa
Summit. ruaeau can build prestige both domestically and
internationally if he can win concessions from the U.5., such a.
&Greement to resume preparations for Global Negotiations. ‘

FPrench President Mitterand may seek to establish his lefti.

credentials lnternatlonally by taking progressive positions on
Nerzh-South issues at the Summit, but he will also need to demoi
strate his ability to deal. constructlvely with other major West( 'n

countries, including the U.S.

Support for U.S. positions, especiallv on Global Negotiatic.:s,
has come Irom the UK ana Germany in the past., German pesitions
however, nave recently beccme more accommocating of LDC demands
and the UK is constrained in its support of the U.S. by its parf .c-
ipation in the EC of which it will. be President from July throuc¢ |

December.

Cooperative approaches to Cancun should be welcome to all
participants, except Italy. Italv can be expected to complein
bitterly =< the only QOttawa Summit COUNTIV not invited toO Cancuw

- The United States is encouraceé by the substantive cor -
sensus reflected in the North-South paper prepared £for the Summ: .,
which brings together in an agreed fashion the emphasis on forei m
zié and on the imporiance of world economic recovery ané growth.
This consensus reaffirms:

- the critical role of domestic policies in both
the industrial and developing countries ané the need Zfor
commitments and serious sacrifice at this level if inter-
national cooperation is to succeed; .
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Talking Points on the Japanese Unilateral
Restraint on Auto Exports

The decision by Japan to restrain unilaterally its auto exports
to the United States was based on that government's assessment
of its long term interests. Protectionist sentiment was growing
in this country, particularly in the U.S. Congress, in response
to the depressed state of the domestic industry.

The U.S. auto industry is vital to the U.S. economy. The
industry and its suppliers account for 8 1/2 percent of our &
gross national product and employ 4 million, or 1 out of 57~
American workers., In 198@, domestic auto production dropped to
the lowest point fin 19 years and unemployment reached a peak of
Domestic manufacturers lost $4.3 billion and
deficit of $9 billion.

o irtiaie T - (F8f 20.f mclbin /
The cash flow deficit occurred just at the time when the auto
industry was in the midst of a $80 billion investment program
necessary for it to regain international competitiveness.

Japanese import penetration increased to well over 20 percent of
the U.S. market before the domestic pressures for Congressional
action became overwhelming. This was a level far higher than
the Japanese import penetration.in any other Ottawa Summit
members' auto market. ..

The Japanese goverrment's decision provided U.S. auto
manufacturers the breathing space necessary for this retooling
effort. 1In adcdition, the decision avoided quota legislation
which could have precipitated world-wide retaliatory measures.
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