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Dear Mr. Carlucci:

I am writing to thank you for your letter of June 26, 1987, in
which you expressed appreciation on behalf of the President for
my part in the preparations for the

YUU.L PR 3 DOy P -y & 15 Bglreatlty
e pm e e e e iemy eeeemgewe~ S8 1t is the first letter of
acknowledgment received from the White House even though I have
served on the Public Diplomacy Teams for the 1985 Bonn Economic
Summit and European trip, the 1985 Reagan/Gorbachev Geneva
Meeting, and the 1986 Tokyo Economic Summit and Asian trip.
It is a privilege and a pleasure to serve the President.

Thank you again. It was very thoughtful,

Sincerely,
German American Contacts

The Honorable
Frank C. Carlucci
Assistant to the President
for National Security Affairs
The White House
Washington, D.C. 20500
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PERSONAL MEMORANDUM
TO: The Honorable Frank Carluccl DATE: May 22, 1987
FROM: Senator Frank Murkowski
SUBJECT: /BN TALR QTTMMTM AATIATTN A Tmronen

I strongly urge that the following be on the Venlce agenda:

1. Trans-Pacific Fiber Optics Cable:

Progress 1s being made for U.S./British consortium to
participate in a new trans-Paclific filber optics cable, in
competition with the Japanese telecommunications monopoly KDD.

The President and Prime Minister Thatcher should keep the pressure
on at the summit.

2. Kansal Interrgtional Airport and Publi~ Works 1in Japan:

Japanese bureaucracy may not be hearing Prime Minister
Nakasone's message to open Kansal to U.S. participation. Attached
article shows the problem, albeit Japanese Embassy later clarified.

3. Coal Exports to Japan:

Prime Minister Nakasone resisted purchasing U.S. coal because
of cost. As attached letter to the Prime Minister shows, Alaska's
sub-bituminous coal (world's largest deposit at tidewater) is
highly competitive at $48.18 per ton.

4, Natural Gas Exports to Japan:

Given the 1983 energy accord, export of Alaska LNG is an
unfinished agenda 1item from previous summits/meetings. Export of
14 million tons of Alaska LNG equates to 340,000 barrels of oil
or Japan, with annual trade deficit offset of $3 billion. A
presidential finding (pending now with Energy) to permit LNG export
is urgently needed before the summit.

We must not overlook leveragling these l1ssues at the summit, in view
of our commltment to keep Japan's oll lifeline open in the Persian
Gulf (by reflagging Kuwaiti tankers). Japan 1s the principal
beneficlary with little or not contribution 1in return.

Venlice summlit is the best opportunity we've ever had to make
progress on these items.



IJdentical memoranda to:

Senator Baker
Secretary Baker
Secretary Hodel
Secretary Herrington
Secretary Baldridge
Ambassador Yeutter



FRANK H. MURKOWSKI!

AMCHORAGE
US PROBAAL BULLDING

ALASKA 701 C SPREET. 80X 1, 98812
o7} 271-3738
COMMITTEES: FAIRBANKS
: [ US KSDERAL BUILDING
VETERANS® APvASS N ﬁm m m 101 12TH AVENUL BOX 7. 92701
PNERGY AND NATVRAL RESOURGES @07} 4360233
R WASHINGTON, DC 20510 .
@07 224-0088 US FEDERAL BURLOWNG
DN arvams . 0N 1847, 30802
wITRLLGENCE 1907) 888-7400

May 5, 1987

The Honorable Mike Mansfileld
U.S. Ambassador to Japan

A.P.O
San Francisco, CA 96503

Dear Ambassador Mansfield:

It was a pleasure to see you agaln during your recent visit
to Washington.

A8 we discussed during the dinner at the Japanese Embassy,
I am enclosing a copy of the letter to Prime Minister Nakasone
regarding Alaska coal. I would greatly appreciate any assistance
you may be able to provide on this matter._

With warmest regards,

nk H. Murkewskil
ited States{Senator

Enclosures



ANCHORAGE

FRANK H. MURKOWSKI
U S BEDEAAL DU Dens
ALAS KA 701 C STRELT, BOX 1 9513
07 I74-3738
COMMITTEES: ) . FAIRBANK S
. lntzl’ US FIOERAL BU:LDING
VETIAMAS AFOAIRS MANRING MEMBER ﬁ s tgtzs mtz 101 1ITH AVENUE loxo;. 8370
ENPAGY AKD NATURAL RESOUACES B3 438C13)
FORLIGN ALLENONS WAsm:t:iT?:':ﬁfs 20510 SUNEAU
. US FEDERAL BUL.DING
NOWN APPAIRE : . 80X 1847, l::cz
WTELIGENCE [BO7) 867420

His Excellency Yasuhiro HNakasone
Prime Minister of Japan

Dear Prime Minister Nakasone:

I valued the opportunity to discuss a variety of ilssues
with you yesterday, when you visited the United States Senztez.

During our discussion of sales of United States coal o
Japan, you noted that Japan now purchases coal for approximately
$45,./metric ton, and that U.S. coal priced at §6 etric ton 1is
- not competitive. You further indicated that Japan may be willing
to purchase U.S. coal if the price differentidl was closer to 38
to $10 per metric ton, rather than $15 per metric ton.

Since our meeting, I have contactéd Diamond Alaska Coal
Company, which has provided information indicating that coal from
Alaska 1s comp=titive with Australian and other coal sources.

According to the attached page from The Japan Echo, the
average delivered price of Australian steam coal to Japan 1in
March 1987 is $45.07/metric ton using yesterday's exchange rate
of 140 yen = 1 U.S. $. The study price for Diamond Alaska Coal
Company's Chuitna steam coal is $48. lB‘nﬂtric ton, adjusted for

tu value, delivered to Japan. I°no that there has not been a
negotiated price for Diamond Alaska's cozl y=t. Thus, thers= is
small price differential between this iJ.S3. ccal and 1izts
competitors in the Japanese market, Th2 price differential
2ven smaller than indicztad nere sinc= (1) Alasxa's closer
snipping distance does not yield a prices advantage in today'
jepressed shipping market, but will in the future, and (2) <
is an operating advantage in burning Alaskan, very low sulfu
coal in Japanese power plants whlich will result in lower
electricity costs to Japanese consumers,

ig
+
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I bring this informacion to your attention to indicate thz
Alaska is a significant source for competitively priced cozl for
your country. I further note that in today's merxet, the prlce

1s well within the cost differential we

of Alaska coal for Japan
dlscussed yesterday.

With warm perscnal regards,

44"9//’;h?f4 H. Mu

United States\Sesnator

Enclosure
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Kansai shunning foreign firms

Phase-Two airport contracts to be handed to Japanese

By Nobwo Tekebashi Jopan Ecomomic Journal, for ~which may exclude foreign “That coubd be a possibilily
AP A ECONOMK JOURBIAL $TAc% waTS foreign firms to join Phase-Twe firme and withholding informa-  werth censidering, but il is not
. of the airport project (invalving liom o US. firms. Some US.  our job lo think about it - - it's

As the Japan-US. contro censtructien of the terminal Congress members, mureover, (he Government's,” be said.
versy over the participation f  building and renways), mainly are demundmg that Japan Takeucht joined with Con-
foceign firms in the comstruc because the work requires bir-  should assure American firms  gyruction Ministry of€icials in
tion of the ¥ 1 trillion New Kan- ing and management of Japa- an opportunity to parficipale in  taking 2 dim view about foreign
sai International Airport near Nese construction warkers, “H - the Phase Two of the uirpert finns going it adone in participa-
Osaka cominues to sinmer, Would be more realistic for -woarks a5 prime coutractord  tiwm in the airport project. In a
Yoshio Takeuchi, president of inlerested foreign contracters whose participstion mll be jyevent interview, Kimuhisa
the cumpany ewversecing the (o join hands witk their Japa- 100% on ils own. Ogaws, director of the min.
airpast  construction, again Des¢ ceunlerparis If they Takeuchl, formerly director-  istry's comtractors  division,
stressed that there are cerfain ~ Wwanted (o become prime con-  general of the Transpmt Min-  said that there have been a
areas where Kansai Ioterma- Wactors im the Phase-Two istry’'s Ports and tlurbors  munber of cases in which Japa-

Taheuchi: ! dea'l think

N tional Airpart Co. (KIAC) work,” Takeuchi said. Bureau, was not very respon- nese and foreign firms bave
US. contructors have been  nnot yield to U S, dernands. American officials and indus- slve lo the idea that KIAC  joinlly undertaken consiruction
.dohg cnough e Japan lo it will be difficult, Tukeuchi try people eritictze KIAC policy award a set portion of airport  projects overseas. *'1 think this
impress.” said in an interview with The Ofa designated bidding systems, cwmtracts to fereign firms. (Continued on Page 4)

Heat forces automakers | Joint short-term interest juggling
to seek out new partners | yplikely to halt $ fall: analysts

Sy Kafsure Kbemnatsw _with AB Volve will prampt

sem oo v e vt Groority tha present ey | U-S- deficit cut, Japan home demand boost the keys

Prosgects of grewing com- siralegies, according lo in-

petition in the world car dustry analysis. By Yo Mekine s oo - Samwa  Bank's Wmimal kpan[)eve!gmml Ban.k was
market have driven Japuncse  Oa the heels of the Nissan |  raw 6comomc soumeas s1ars wensa treasury department, says that  induced by “the sheer size” of
{ autemakers 10 sech new in Fard agreement amnounced " ~~  the interasl-rale courdination  the US. credit markets. Japa-
e nalionz tie-ups, pointing o May 1, Fuji lHeavy Industries Many oheervers of the Tokye s “‘molhing bul a lemporary  sese institutional investers,
a Pn:qnl' reakignmaent in un and Vdn m to )ﬂh fisancial. markets remuia actica te play for time wilh their pockets bulging with

{ shkentical abeut e effective- A gimilar view is offered by cash amounting to sbout ¥ 80

s - Frssuvl womlafame s b oo, £ rarmg s oy D VRPN PP
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Kansai qualify,” Takemchisadd, : . . . mh-; a n 1 T o .
— . PO Y] e ),..., -“‘ - B , ~ . - i .
sai el el b el Sepanene mecms wepeie w | - Difficult for foreign firms
(Conlinwed fresn Page 1) October 1988 to explain the - m-ﬁ loms PO o . .
appeoach will be the shartcut  desigaated bidding sysiom 29 | shleh offices Jn Japes.” b | 't0 WiIN Phase-Two contracts
fer foreign cosiracters (o lake well as details of the alrport compiained. PV
p-rtuthelhnsallntemuimal project enhanced US. firms' “There isat much wice | . Following is a summary of troubles.
Anrport project,” Ogawa xd Iknowledge of the system. “}t coming from the US. industry, | commeats by Yoshio Ta-
would be wareasmable fir but Congressis vocal, instead,” | kouchi, president of Kansai On eqnipment supplicrs and
ueardmg the designated them (foreign flrms) (o .de- heosaid. - . Tniernatioms) Airport Co. in  ceasulling services
bidding systemn, which KIAC mand that the bidding method  Takewchi suggestied that the imesview with The Japan As 16 comtruction machin
adapled i iwviling bids for  be changed.” offering consultascy could be | Economic Jourmal. ey procusement, we indend o
Phase One (involving sea Takeuchi, bowever, empha sne of the aress of the airport .

reclamatien and censtruction
of 3 mao made island in the
waters ofl Osaka), Takeuchi
refused to change the system in
sprte of the strang US cntic
imm. “There are s many can
tructors in Japan that it will be
simply mupessible for KIAC o
get ibe pb done through open
bidding "

Under the desgnated systom
jor awardiog public-works con-
tracts, the Jupasese Govern-
menl idenlifies cemiractors it
thinks are refisble and invites
them to bed. The US. Govern-
ment and cunstruction industry
sfficials have complained that
the system emables the Japa-
nese GCoverwnmnent and KIAC to
effectively shud out forewgn
firms (rooa bidding. The
Herdage Foumdation, 3 Wash-
ingtom think tatik which often
has a strang influence oo White
House palicy, said in a recent
report on the Kaasal Airport
wmsue that US. firms with no
expecience in Japaa are nol

Aganst the lleritage’s critic-
ism, Takeuchi said KI1AC does
nod necessanly require foreign
firn:. 1o have experience in the
Japancse market. “U  they
have . apertise in airpert con-
sruction overveas, they may

that is, in an understandable.
manner.

Takeuchi also insisted that

KIAC pow can provide more in-
forrmoation than before to for-
eign firms an request through
an iolernationa) public relations
division established in late
April.
{o increase the “transparency”
of KIAC's operalions, Takeuchi
took US. centractars which
have been critical of KIAC to
task. If US. firms really want
o win airport comiracts, he
stressed, they have o demod-
strate the required esmthusiasm
und the necessary prepared
Dess.

“1 don't think U.S. countrac-
tors have been doing enough
in Japan lo impress with
their presence and capabelity,™
be said. Toshio Endo, director
in charge of Kansai Interua-
tional Airpart at the Transport
Miwistry, also was doubthsl of
Anwerican firms’ zeal in par-

. tlapahmllthetirpatpmﬁ:ct.

In an isterview, Enda sald,

foreign

(Bechtd Civil Corp. of the U.S.
bas atready signed a ¥ 3 mil-
liom contract with a group of six
Japanese firms W design the
terminal building.)

“Inviting foreign consultamt
firms (o join in of course dees
not mean that KIAC will give
thers carte blanche in tesminal
building coastruction, uniike
the cases of airport construc-
tion in some countriea, such a3
in the Arabian Peninsula,”
Takeuchi said.

Asked for comment on the

sald be doubled that foreign
firows will be able lo participate
ia the projoct oo a major scale.
“They can probably joio in &t
best in supplying construction
machinery and equipment and

On participution of foreign
s

The preject is open to all
Girns from all countries. Bud
we musl choose contractors
en the hasis of their expertise,
technolegy, financial
resources and labor manage-
ment skills. It seems rather
difficult for foreign firms to
joba in the project by them-
selves. For example, if lhey
were (o act as prime com-
traclers, they would have to
find Japanese subcontractors
and in erder (o do so, it would
be mere realistic for them to
join hands with Japanese con-
traclors.

Ou desiganted bidding system
Open bidding is unfit for the

pearly @00,000 contractors.
Japenese firms wishing lo
participate in the Kansai akr-
port project would number
$,0008,000. Unlike the US,
Japan does not adopt the bond
system  (under which con-
tractors are required to put
wp bonds (o compensale for
tailure to perform the con-
tracted jobs) and an open bid-
ding systera could expose
KIAC t. serious fmncnl

pick suppbicrs on the basis of
free competition We are bhow
receiving consulling  advice
from overseas airpost authuc-
ithes, inchuding those in New
Yok, Paris, Amstedam,
Fraokiurl and Lendon. Kwven-
tuslly we may seek the
expertise of foreign private
comsulling Rrms. Even in
such a case, bowever, we will
not give carte blanche 1o
specific  consulling  firms,
Japanese or foreign.

On U.S. ariticism

US. eribies hold that Japa-
nese contractors win £ bil-
lion worth of coptraclts an
mually in the US. while
Ainerican construction comn-
panies are awarded few jubs
in Japan. However, let me
remind them that B0%-909%
of U.S. coatracts undertaken
by Japanese contraclours are
awarded by Japunese cum-
panies  evecting  prodoction
and other facilitees. 1L soems
lo me thai the US. criticem
i3 unlair. The US. also im-
poses praclices peculiar to i,
such as s Buy-American
policy requacing coolractors
in the US. to use American
products io public works pro-
Jeols

Al e L
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STATEMENT ON EAST-WEST RELATIONS / Q 006- .
1. We, the Heads of State or Government of seven major

industrial nations and the Representatives of the European
Community, have discussed East-West relations. We reaffirm our
shared principles and objectives, and our common dedication to
preserving and strengthening peace.

2. We recognize with pride that our shared values of
freedom, democracy and respect for human rights are the source of
the dynamism and prosperity of our societies. We renew our
commitment to the search for a freer, more democratic and more
humane world.

3. Within existing alliances each of us is.resolved to
maintain a strong and credible defence which threatens the
security of no-one, protects freedom, deters aggression and
maintains peace. We shall continue to consult closely on all
matters affecting our common interest. We will not be separated
from the principles that guide us all.

4, Since we last met, new opportunities have.opened for
progress in East-West relations. We are encouraged by these
developments. They confirm the soundness of the policies we have
each pursued in our determination to achieve a freer and safer
world. - '

Nbatoe own F o M.Z.J

Nsn? 8704217



5. We are following with close interest recent
developments in the internal and external policies of the Soviet
Union. It is our hope *hat they will prove to be of great
significance for the improvement of political, economic  and
security relations between the countries of East and West. At the
same_time, profound diffexences—persist; each _af us must remaln
vigilantly alert in responding to all aspects of Soviet pollcy

6. We reaffirm our commitment to peace and increased
security at lower levels of arms. We seek a comprehensive effort
to lower tensions and to achieve verifiable arms reductions.
While reaffirming the continuing importance of nuclear deterrence
in preserving peace, we note with satisfaction that dialogune on
arms control has intensified and that more favourable prospects
have emerged for the reduction of nuclear forces., We appreciate
US efforts to negotiate balanced, substantial and verifiable
Teductions Ihn nuclear weapons. We emphasize our determination to
enhance conventional stability at a 1lower level of forces and
achieve the total elimination of chemical weapons. We believe
that these goals should be actively pursued and translated into
concrete agreements. We urge the Soviet Inion to negotiate in a
ositive and constructive manner. An effective resolution of
these issues is an essential requirement for real and enduring
stability in the world. .

7. We will be paying close attention not only to Soviet
statements but also to Soviet actions on issues of common concern
to ds. In particular:

- We call for significant and lasting progress in human rights,
which is essential to building trust between our societies.
Much still remains to be done to meet the principles agreed and
commitments undertaken in the Helsinki’ Final Act-and confirmed
since. .

- We look for an early and peaceful resolution of_ regional
co icts, and especially for a rapid and total withdrawal of
Soviet forces from Afghanistan so that the people of
Afghanistan may freely determine their own future.

- We encourage greater contacts, freer interchange of ideas and
more extensive dialogue between our people and the people of
the Soviet Union and Eastern Europe.

8. Thus, we each seek to stabilize military competition
between East and West at lower levels of arms; to encourage
stable political solutions to regional conflicts; to secure
lasting improvements in human rights; and to build contacts,
confidence and trust between governments and peoples in a more
humane world. Progress across the board is necessary to establish
a durable foundation for stable and constructive relationships
between the countries of East and West.



STATEMENT ON TERRORISM

We, the Heads of State or Government of seven major
democracies and the Representatives of the European Community
assembled here in Venice, profoundly aware of our peoples’
concern at the threat posed by terrorism;

- reaffirm our commitment to the statements on terrorism made at
previous Summits, in Bonn, Venice, Ottawa, London and Tokyo;

- resolutely condémn all forms of terrorism, including aircraft
hijackings and hostage-taking, and reiterate our belief that
whatever its motives, terrorism has no justification;

- confirm the commitment of each of us to the principle of making
no concessions to terrorists or their sponsors;

- remain resolved to apply, in respect of any State clearly
involved in sponsoring or supporting international terrorism,
effective measures within the framework of international law
and in our own jurisdictions;

- welcome the progress made in international cooperaiion against
terrorism since we last met in Tokyo in May 1986, and in
particular the initiative taken by France and Germany to
convene in May in Paris a meeting of Ministers of nine
countries, who are responsible for counter-terrorism;

- reaffirm our determination to combat terrorism both through
national measures and through international cooperation among
ourselves and with others, when appropriate, and therefore
renew our appeal to all like-minded -countries to consolidate
and extend international cooperation in all appropriate fora;



- will continue our efforts to improve the safety of travellers.
We welcome improvements in airport and maritime security, and
encourage the work of ICAO and 1IMO in this regard. Each of us
will continue to monitor closely the activities of airlines
which raise security problems. The Heads of State or Government
have decided on measures, annexed to this statement, to make
the 1978 Bonn Declaration more effective in dealing with all
forms of terrorism affecting civil aviation;

- commit ourselves to support the rule of 1law in bringing
terrorists to justice. Each of us pledges increased cooperation
in the relevant fora and within the framework of domestic and
international law on the investigation, apprehension and
prosecution of terrorists. In particular we reaffirm the
principle established by relevant international conventions of
trying or extraditing, according to national laws and those
international conventions, those who have perpetrated acts of
terrorism.



ANNEX

The Heads of State or Government recall that in their
Tokyo Statement on international terrorism they agreed to make
the 1978 Bonn Declaration more effective in dealing with all
forms of terrorism affecting civil aviation. To this end, in
cases where a country refuses extradition or prosecution of those
who have committed offences described in the Montreal Convention
for the Suppression of Unlawful Acts against the Safety of Civil
Aviation and/or does not return the aircraft involved, the Heads
of State or Government are jointly resolved that their
Governments shall take immediate action to cease flights to that
country as stated in the Bonn Declaration.

At the same time, their Governments will initiate
action to halt incoming flights from that country or from any
country by the airlines of the country concerned as stated in the
Bonn Declaration.

The Heads of State or Government intend also to extend
the Bonn Declaration in due time to cover any future relevant
amendment to the above Convention or any other aviation
conventions relating to the extradition or prosecution of the
offenders.

The Heads of State or Government urge other governments
to join them in this commitment.



STATEMENT
ON TRAQ-TRAN WAR AND FREEDQM OF NAVIGATION IN THE GULF

We agree that new and concerted international efforts
are urgently required to help bring the Irag-Iran war to an end.
We favour the earliest possible negotiated end to the war with
the territorial integrity and independence of both Irag and Iran
intact. Both countries have suffered grievously from this long
and tragic war. - Neighbouring countries are threatened with the

possible spread =~ of the “conflict. We -.call once more upon - both "

parties to negotiate an immediate end - of the. war. 2 ngl

support =~ the .. mediation ' - efforts... of ' the - UnitedlﬁvNations'A
Secretary-General and urge - the adoption of just and effective -
measures by the UN Security Coungil. With these objectives in -

mind, we rearffirm that the principle of freedom of navigation in
the Gulf is of paramount importance for us and for others and
must be upheld. The free flow of oil and other trafflc through
the. Stralt of Hormuz must contlnue unimpeded. -

/_

We pledge to contlnue to consult -on ways to;iéﬁrsue;.u'w‘_,

these lmportant goals effectlvely. e h . .

L'y
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Inclusion of Paris Convention Issue in
Briefing Book for Venice Economic Summit Meeting
April 30 - May 2, 1987

\

The Paris Convention for the Protection of Industrial
Property is a treaty with 90 signatories including the U.S., which
sets an international legal framework for protecting industrial
property rights. It is administered by the World Intellectual
Property Organization. Beginning in 1974 as part of the so-called
"new economic order" movement, developing countries sought to
revise the Convention in such a way that would virtually abolish
patent protection in less developed countries and would empower
governments of those countries to confiscate inventors' rights to
their own inventions through exclusive compulsory licenses. In
1982, the Reagan Administration was instrumental in getting this
exercise halted. This action required intense high level govern-
ment-to-government discussions because the European and Japanese
negotiators were well down the road to accepting these changes.

After a period of inactivity, the developing countries
have again suggested that the revision exercise begin anew. The
suggestions that are now being made are similar to earlier ones
and would seriously weaken worldwide patent rights. The latest
suggestions put forward by the G-77 include the creation of a sole
exclusive compulsory licensing system and the elimination of the
right to exercise process patent rights through importation of a
product protected by a process patent.

The G-77 proposals are totally irrelevant in today's
world where the desirability of strengthening patent rights is now
widely recognized. At the Tokyo Economic Summit last year, the
participating governments agreed to seek ways to improve intel-
lectual property protection. That declaration was followed up at
the GATT meeting in Punta del Este where a move to develop minimum
standards for patent protection under the auspices of GATT was
begun. Those meetings are continuing and the G-77 effort in WIPO
directly contravenes the objective of the GATT meetings.

A WIPO Consultative meeting on the Revision of the Paris
Convention is scheduled for May 18-26, 1987. The U.S. government
and U.S. industry should oppose any effort to weaken patent
protection. Accordingly, the U.S. Government should encourage
other participants at the Venice Economic Summit meeting to
support the U.S. position at the upcoming WIPO meeting.
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Wlthout a V1siple and significant downward trend in the Federal deficit, the
inflow of foreign capital which has financed our deficit up until now could
dry up. There is already some indication that this has begun. U.S. interest
ratgs have already started to rise and could go farther. Without foreign
capital tQ finance the deficit, private investment in such fields as housing,
construction, plant and equipment, and consumer durables could be crowded out
as interest rates on the debt rise and attract private U. S. investment toward

the public sector.

In order to bring about a credible and significant reduction in the Federal
deficit, it will be necessary to both reduce expenditures and enhance revenues.
It is recommended that the following steps be considered in order to deal with
this situation:

1. That the President invite the leadership of the Congress to talk with him
indicating that he would be prepared to see an increase of at least $20 billion
in user fees cr other forms of revenue enhancement on condition +hat the

Congress would agree to cut spending by an equivalent amount.

2. If the President can get such an assurance, the President could then speak
personally with Prime Minister Nakasone and Chancellor Kohl telling them of
what he and the Congress are prepared to do. This is, of course, something
that they have been urging the President to do for some time.

3. In exchange, however, the President could demand that the Governments of
Japan and Germany commit themselves to a policy of worldwide economic growth
by stimulating the economies of their own countries and reducing trade
barriers for goods, both from the United States and the Third World.

4, In proposing such a course of action the President could suggest that
these issues be placed on the agenda of the Venice Economic Summit meeting.

The Venice Economic Summit is likely to be President Reagan's last opportunity

to bring about an agreement having a significant worldwide impact. If an
agreement along the lines mentioned above were to be achieved, the world woula
certainly perceive the Summit as having been an outstanding success. This in
turn would enhance the prestige of the President as a world leader; would
lessen the prospects for a serious worldwide recession; and would enhance the
possibility of a Republican victory in 198§.
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A Proposal for Venice

The Federal deficit, coupled with the ever—growing current account deficit, is
posing an increasingly serious problem for the United States domestically and
internationally. Unless the President plays a leadership role, the problem
could linger on with serious consequences for the economy, which might well be
forced into recession, and for the 1988 elections which could be lost by the
Republican Party.

Without a visible and significant downward trend in the Federal deficit, the
inflow of foreign capital which has financed our deficit up until now could
dry up. There is already some indication that this has begun. U.S. interest
rates have already started to rise and could go farther. Without foreign
capital to finance the deficit, private investment in such fields as housing,
construction, plant and equipment, and consumer durables could be crowded out
as interest rates on the debt rise and attract private U. S, investment toward
the public sector.

In order to bring about a credible and significant reduction in the Federal
deficit, it will be necessary to both reduce expenditures and enhance revenues.
It is recommended that the following steps be considered in order to deal with
this situation:

1. That the President invite the leadership of the Congress to talk with him
indicating that he would be prepared to see an increase of at least $20 billion
inyuser fees or other forms of revenue enhancement on condition that the
Congress would agree to cut spending by an equivalent amount.

2. If the President can get such an assurance, the President could then speak
personally with Prime Minister Nakasone and Chancellor Kohl telling them of
what he and the Congress are prepared to do. This is, of course, soirething
that they have been urging the President to do for some time.

3. In exchange, however, the President could demand that the Governments of
Japan and Germany commit themselves to a policy of worldwide economiC growth
by stimulating the economies of their own countries and reducing trade
barriers for goods, both from the United States and the Third World.

4. In proposing such a course of action the President could suggest that
these issues be placed on the agenda of the Venice Economic Summit meetind.

The Venice Economic Summit is likely to be President Reagan's last opportunity

to bring about an agreement having a significant worldwide impact. If an
agreement along the lines mentioned above were to be achieved, the world would

certainly perceive the Summit as having been an outstanding success. This in
turn would enhance the prestige of the President as a world leader; would

lessen the prospects for a serious worldwide recession; and would enhance the
possibility of a Republican victory in 198&.
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THE WHITE HOUSE
WASHINGTON

Date: May 11, 1987

Ken Duberstein

TO: Tom Griscom
Dan Crippen

FROM: JOHN C.TUCK
Executive Assistant
to the Chief of Staff

Baker wanted you to be
aware - : feller's ideas.
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