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CONEFPENTTAL ' 2

- Agreement in principle, with action plan to develop

several technical and administrative measures to improve

~the effectiveness of the COCOM secretariat (establishment
of subcommittee of military and defense specialists, and
upgrading equipment, staff and budget of COCOM
Secretariat); agreement on plans for further measures to
enhance national enforcement measures and harmonize
national licensing procedures.

-—- Agreement to continue study as to whether Western
security interests require controls on other high
technology, including 0il and gas, and agreement to
report the results at a future meeting set by the
high-level meeting.

- Commitment to complete on priority basis the ad
—.. hoc study on controlling other high technology items,
including o0il and gas equipment.

- Renewed export credit consensus which provides for
automatic adjustment of interest rate guidelines to
market conditions and reduces the amount of cover on °
credits or guarantees including elimination of official
support for local cost financing. (&}

- Significant progress in the assessment of the balance of
advantages in East-West trade to deal better with Soviet
monopsony power. (&)

IEA/OECD

- Agreement to limit non-OﬁEﬁ gas imports from any one
supplier to 30 percent of a country's total gas supplies.
()

- Encouragement of accelerated development of major Western
alternatives, especially the Troll field. ()

-- Undertaking security measures to protect against gas
supply disruptions..  (&¥

- Draw important conclusions from valuable new information
made available on the security dimensions of East-West
trade to guide us in formulating our policies in this
area in the future. <y

o} Security and economic aspects of relations with USSR
should be consistent and mutually reinforcing. (e
CONPFDENTTEL
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CONFFPENTIAL

(o] Trade and other relations should be on basis of a
strict balance of advantages.

o Soviet economy should not be subsidized or preferen-
tially aided. (@&F

o] West should not contribute through trade to Soviet
military strength. [(ef

le) Strengthen efforts to protect Western interests as
regards trade which could contribute to the strate-
gic advantage of the Soviet Union. (&

o Avoid undue dependence on USSR for resources impor-
tant to Western strategic interests, such as energy,
and actively encourage development of alternative

—_— Western resources. &

- Upgrade and strengthen the Economic Committee to continue
its work in this area in the future. (&

It is the President's intention that this list clarify the
specifics of his objectives and provide direction for a R
concerted interagency effort to achieve them between now and
Williamsburg. It should also be remembered that Williamsburg
was established by NSDD-66 as a benchmark for progress but
does not represent the end of this vital work in East-West
economic relations. He expects, in most cases, that these
work programs will be vigorously pursued in the post-
Williamsburg period, particularly in COCOM and NATO. _(C}

FOR THE PRESIDENT:

William P. Clar

SONPIBENFFAL













Some portion of the remaining $900 million, although the
amount cannot be determined, is used for the benefit of the
machinery and NC machine tool industry.

MITI Financing “"commitments": The Extraordinary Measures Laws
make MITI responsible for assuring that necessary financing
would be available to realize plan objectives. During the
period 1957-78, MITI issued eight elevation plans calling for
expenditures of $804 million to promote development of the
machine tool industry. According to MITI, these funds are to
be obtained through "indirect methods such as guarantees on
obligations by government-related organs" as well as "direct
methods", including "subsidies, loans, etc from funds for
public finance". One vehicle used for this purpose is
facilitating bank loans. At least $121 million was secured
through "direct methods" in JFY 1979.

Tax Incentives: Based on Ministry of Finance figures of
estimated revenue losses associated with the sixteen measures
specifically geared to the machine tool and other selected
machinery industries, benefits accruing to the machinery
industry probably totaled $40 billion, of which $4-6 billion
accrued to the machine tool industry, in the period 1950-1981.

Concerted Activity by the Japanese Machine Tool Industry

o

The Japan Machine Tool Builders Association took charge of the
machine tool industry's compliance with Japanese government
objectives. Industry-wide plans were written in three
successive industry agreements ((1960, 1969, 1971) (the last
agreement formally ended in March 1982 but continues to
operate informally)) which require member firms to concentrate
production in machines which constituted more than 5% of their
market and more than 20% of their production; observe monthly
production guidelines on 12 specific machines; achieve product
targets by "rearranging"” among group members, provide that the
number of member companies manufacturing each machine did not
increase; share technology acquired from foreign firms; gain
group approval for prospective "technical tie-ups" with
foreign firms and; notify the Association in advance of any
intention to market new products (and obtain) "comments" from
Association members.

Damage to the U.S. Domestic Industry

o

Japanese machine tools being sold in the U.S. are priced as
much as 40% below comparable U.S. products.

NC machining centers imported from Japan increased from 35
units in 1978 to 1944 units in 1981.

The rapid rise in exports to the U.S. parallels a sharp drop
in sales in Europe. In January, 1983, Japan concluded a VRA
with the E.C.



o In 1978, Japan filled only 2% of the U.S. market for NC
machining centers; this figure jumped to 53% in 1981 and 60%
in 1982. A similar trend is observed for NC turning centers,
where Japanese penetration of the U.S. market was 57% in 1981.

o In part because of declining domestic demand and in part
because of rising import penetration, capacity utilization in
the U.S. machine tool industry is now at 40% compared to 65%
for the domestic machinery industry overall.

o All segments of the U.S. machine tool industry are losing
ground. In 1981, for six leading U.S. manufacturers total net
earnings declined 7%; in the first 6 months of 1982, total net
earnings plummeted 26% compared to the same period a year
earlier and; total cash flow declined 3%.

o Estimates for Japanese NC machining centers currently in
inventory in the U.S. range from 640 (Japanese estimate) to
2400 (Houdaille's estimate). If the figure fell midway
between the two, i.e., there were 1520 Japanese-made NC
machining center investment in the U.S.; this would be equal
to about 6-8 months of U.S. consumption. '

APPLICATION OF AGREED FACTS TO LAW

The working group concluded that, for purposes of the Houdaille
matter, in order to make a case under Section 301 of the Trade
Act of 1974, the following must exist:

(1) Any act, policy or practice that

(2) (A) Is inconsistent with, or denies benefits to the U.S.
under a trade agreement (GATT) .

or

(B) Is unreasonable and burdens or restricts U.S. commerce.
POSSIBLE SECTION 301 FINDING

Based on the agreed points of fact and law, (see chart) and the
breadth of Presidential authority under Section 301, the working
group agreed that a finding under Section 301 would be legally
defensible. An example of a possible finding follows:

"I have determined that the GOJ is pursuing a policy whereby
it has assisted the NC machine tool industry for purposes of
development as a supplier to both the Japanese and world
market in a manner which has resulted in the denial of U.S.
benefits under a trade agreement. In implementing this
policy, the GOJ is engaging a variety of trade distortive
acts which have resulted in nullification or impairment of
U.S. benefits under the GATT."



The

working group could not reach a consensus that as a matter of

policy a Section 301 finding should be made despite the fact that
such a finding is legally defensible.

The

following policy reasons were cited in opposition to the

Section 301 finding:

1.

The
301

Section 301 should not be used on the basis of a judgment
that Japanese practices nullify or impair U.S. benefits under
GATT, without proceeding through the GATT dispute settlement
mechanism.

A Section 301 finding in this case would encourégé other
cases because it would be precedent setting.

If the unfair trade practices of the Japanese are limited to
financial and tax subsidies, countervailing duty law rather
than Section 301 should be used. A Section 301 finding would
be interpreted as labeling MITI's role in directing Japanese
industry as an unfair trade practice.

A Section 301 finding could amount to a condemnation of
Japan's industrial targeting system and have an adverse
effect on U.S.-Japan economic relations. A Section 301
finding would amount to a unilateral interpretation of what
is the appropriate role of governments in their conduct of
economic policy.

following policy reasons were cited in support of a Section
finding:

Failure to use Section 301 will eviscerate the statute, and
fuel the argument that existing trade laws are inadequate to
protect U.S. industry from unfair trade practices.

A Section 301 finding is necessary to make clear our serious
concern with Japanese industrial targeting and would
encourage Japan to review seriously the trade impact of its
policies. Failure to make a finding under Section 301 is
inconsistent with USTR's message to Yamanaka and will
therefore undermine the credibility of U.S. negotiators in
dealing with Japan.

Section 301 gives us the latitude to consider a wide range of
possible remedies.

A Section 301 finding (even without subsequent action) would
introduce an element of uncertainty in the Japanese industry
targeting process. This would diminish MITI's influence and
make industrial targeting less attractive to Japanese
industry and less likely to occur.



It was suggested, and several members of the group agreed that
whether or not there is a Section 301 finding, there should be a
strong statement by the Administration (implicit in the case of
the finding) expressing serious concern about the adverse impact
of Japanese industrial targeting on U.S. industry. 1In addition,
the Administration would take some combination of the following
actions:

o A call for open and frank discussions with the Japanese on the
whole issue of industrial targeting.

o A self-initiated Section 201 injury investigation.
O A countervailing duty investigation.

o The filing of a complaint in the GATT.
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== Agreement to limit non-OEZCD gas impoits from any }'Ek“
one sunnli{er fra IN narcane q: a country's to;al qas auppli.'. . -
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~- Undertaking security measures to protect against
qnl supply disruptions. ;

Background

el v Mg venigre-rvirmer rmsis rw @i

‘The IEA Secretariat has nearly completed the Bnergy
Requirements and Security Study requested by Secretary
- Shultz and other NATO FPoreign Ministers in December.

L. e e
Bt Bl

The study examines the energy security situation for
all major fuels, but concentrates on oll and gas. On gas,
the study clearly shows th>t the security outlook for

Western Zurope depends on .ne source of needed incremental
gas supplies in the 1950's.

The IEA and 0ECD have been discussing policy conclusions'
to the Energy Requirements Study. These conclusions are to
be adopted at the IEA and OECD KMinisterial meetings in early

May, and should serve as 2 basis for Susmit discussions oa
thil topic.

At th. PP Pacvnawmaldlaan o _ A au_ 2% - oy — _e . .
of policy co to
1EA Minister . - e eee owdicy

conclusions {full text not avallable in Waehlngton by COB8
April 27) break new qround in several respects and constitute
a f-mmmres SE Tt o - that

Wluaw wpsaimes Lv aasmaL LUE OWYATL WAV 3 LuWLULT LULEG 1D the
European gas market, The policy conclusions also include
sections on oil, coal, nuclcar, pricing and e!ficiency.

Problems and Sumait Partner Positionc

Other IEA and OECD countries have not been willing to
accept 8 policy conclusion flatly stating that countries _
agree to limit non-OECD gas imports from any one sources to -
30 percent of a country's total gas suppliesﬁ but they do
accept as valid our concerns about monopoly power, risks
associated with high levels of dependence on single suppllers,
and the effects of additional Soviet imports 'on the development

of {nd jencus resources. !



Opposition to an explicit 30% limit is broadly-based,
"with both Summit and non~Summit countries objecting., S5Some
of the expressed and implied concerns, with the countries
most {nvolved,are as follows:

: == 30% is "arbitrary®, and takes no account of country
variations (PRG, Switzerland); .

-- certain countries already far exceed 30\ (Japan,
Spain, Austria);

-= specific countries expect to exceed 3bt limit in
the years ahead (Portugal, Sweden, Italy):

-~ countries fear the 30% limit will be seen, or be
characterized by the U.S., 23 directed at Soviet g8E exports
'(?RG, Swveden, Au-ttia. Switzerland); and

‘ -= the 3os 11n£t is seen as an encroachnent on sovereign
policy control (Prance, FRG, Italy), :

The French, as always, are a special case, They
recently told Allen Wallis that, while they remain opposed
to 308, they may be able to join in an IEA commitment in the
form. of the OECD °noting” or even "endorsing® what the IEA
works out, .

Prospects

At the IEA Governing Board April 27, an inter-agency
delegation (State, NSC, DOE and Treasury) worked out package
of policy conclusions for ¢ iideration by the IEA HMinisterial.
The USG will need to examine the draft when avajlable in
¥ashington,
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The EC has not reached agreement on our proposals to tighten
the terms to Category 1. Greece and Ireland, which are
classif{ed as Category 1 countries and want to receive
favorable sxport credit terms, prevented an EC consensus at
the last Ministerial meeting. In addition, Ffrance has a
tcade protocol with the Soviat Union (expiring-at the end of
1984) which may bind the FPrench. Under these circumstances,
Prance opposes &n increase in the nminimum down payment and
tighter restrictions on maturitie=, If the French could be
brought along, the British and Ge..ans would probably accept
‘some more testrictive terms on Category I.

—

Prosggctl‘

Given the large gulf between the US and EC positions, the

.. negotiations are unlikely to be concluded at the April 25-27
sesgsion. The current terms of the Arrangement will probably
‘be extended to al'ow time for further discussions.

The outcome of an eventual settlement is far from clear,
The French have threatened to leave the Arrangement unless
their demands for lower interest rate3 are satisfied.

- Although we consider this eventuality unlikely, a breakdown -

of the Arrangement would sharply increase the use of
competitive subsidies on a worldwide basis, 1nc1udxng
Eastern Europe and the Soviet Union. i
Hlth narkot interest rates for most of the ma:or countries
well below the current S
we have s30me TOOB fOT suwwiay mettammmm cmwee —e oo
automatic adjustment of rates to market conditions.

- - —_— -

We hope that negotiations can be substantially wrapped
up by the Summit. If not the threat of a breakdown of the
.Atrangeaent could become an unexpected item of major
contention,
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SYSTEM II

90554
GIVE AND TAKE SESSION
ON SUMMIT ISSUES
East-West Economic Relations
April 29, Cabinet Room
-10:00 - 10:30 a.m.
Summary and Elaboration of Background
Paper (6 minutes) Acting Secretary Dam
Interventions (2 minutes each)
a. Energy security - objectives and
prospects William Martin

b. Credits to the USSR - objectives
and prospects Mark Leland

General Discussion with the President
{13 minutes)

Results of Recent Bilateral Allen Wallis
Consultations (2 minutes)

Summary and Upcoming Events (5 minutes) William P. Clark
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L

- Acting with steadiness and consistency across a range
: of policy areas that exploit linkages between the
domestic and international economies and reinforce the
impetus to growth means?:

.. bringing inflation down in all countries so as to
achieve grecater stability in exchange rates.

.. reversing recent protectionist measurcs so growth
can spread to other nations, both industrial and
developing.

.. supporting the international financial system so
as to maintain vital trade, particularly for the
heavily indebted countries.

- A durable recovery requires a longer-term perspective
to guide current domestic policy actions and to
improve the international trading and financial
system:

- Encouraging convergence of domestic economic
performance around low inflation and higher
output in a medium-term perspective (2-3 years),
thereby ensuring grcater international monetary
stability.

-= Continuing ad hoc discussions of the
relationships between trade and financial issues
to encourage over time further liberalization of
trade in the GATT, particularly with developing
countries, and to seek improvements in the
international financial system.

-- Continued emphasis on fundamental adjustments in
both industrial and developing countries to adapt
new technology, retrain workers and reduce
inefficiency.

If the recovery is to be an enduring one bringing real
economic growth and increased employment, we must avoid the.
lure of quick fixes and single solutions to complex
problems. In particular, we must avoid a new round of
world wide inflation.
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Therefore, we believe the United States should maintain the
basic thrust of current U.S. policy: intervening only to counter
“"isorderly" conditions in exchange markets. We should keep any
scussions strongly focused on the principle that stability in
the underlying economic and financial conditions in major countries
is the real basis for exchange rate stability (a principle on
which all have agreed). The "multilateral surveillance" process,
underway since agreement at the Versailles Summit, is designed to
bring about convergence toward sustained, non-inflationary economic
growth as a primary means of stabilizing exchange markets.

The views of our Summit partners on intervention vary widely,
with:

-- the French and EC pressing for frequent large-scale -
intervention to fix or manage exchange rates;

-— the Canadians, Germans and British arguing that intervention
itself is not very important, but that some show of greater
U.S. willingness to intervene would help settle markets;
and A

-- the Italians and Japanese somewhere in between.

The intervention study and the general topic of intervention

"11 be discussed by Finance Ministers in Washington on April 29.

2 hope that the meeting will be able to agree on a joint public
statement which defuses the issue and avoids a confrontational
discussion at the Summit. We will discuss this with you on Monday,
April 25.









SYSTEM II
90566

GIVE AND TAKE SESSION

ON SUMMIT ISSUES

Exchange Market Intervention Policies

May 2, Cabinet Room

11:00 - 11:30 a.m.

Results of Summit Finance

Ministers' meeting of

April 29 (2 minutes) : Secretary Regan
Other Countries' Positions at

Williamsburg (2 minutes) Beryl Sprinkel
Yen/Dollar Misalignment ?

(2 minutes) Martin Feldstein
General Discussiqn with the

President (17 minutes)
Results of April 28-29 COCOM

High-Level Meeting (2 minutes) William Schneidef

Summary and Next Steps (2 minutes) William Clark














