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for sustainable non-inflationary growth in the years ahead:

the situation of some developing countries was improved by
the recovery in their terms of trade and strong growth in
world trade. On aggregate, debt-export ratios declined
for the first time since 1982.

These encouraging economic developments are cause for

optimism, but not for complacency. A number of challenges face
Summlt-country governments.

to continue narrowing the large international imbalances:

to spur job creation and reduce the high unemployment in a.
number of countries, particularly in Europe;

to forestall any resurgence of inflationary pressures:

to foster the process of structural adjustment:

to resist protectionist pressures and strengthen the
multilateral trading system:;

. .
to provide support for developing countries in their
efforts to_implement effective programs of structural
reform and macroeconomic adjustment, which would increase

capital formation and ease external debt-servicing
difficulties.

To meet these challenges, Summit-country governments

must reinforce their commitment to economic cooperation. This
will enhance credibility, the key to market confidence.

POLICY COQRDINATION

Macroeconomic Policies and@ Exchange Rates

6.

To manage the transition over the medium term to more

sustainable economic and financial positions in the context of

’

7.

non-inflationary growth, governments will follow the agreed
T “'strategy of coordinated efforts to reduce spending in countries
with large external deficits and sustain the momentum of

domestic demand in countries with large external surpluses.

The reduction of external imbalances will require the

cooperation not only of the Summit countries, but also of some
of the smaller European economies and of newly industrializing
econcmies with rapidly growing external surpluses.

8.

The Summit countries have undertaken a series of

fiscal and structural policies to foster the adjustment of
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“international imbalances which is underway. Efforts in those
directions-must——continue if the progress to date is to be
sustained. 1In particular, the existing pattern of relative
growths of domestic demand and income across countries should
be maintained and where feasible strengthened.

9. The” large exchange rate changes in the past three
years, especially the real depreciation of the U.S. dollar

—= Hgainst the Japanese yen and the major European currencies,
have played a major rcdle in the adjustment of real trade
balances. Under present circumstances, further large exchange

rate changes would not serve the adjustment process and could
be counterproductive.

10. Monetary policy has actively supported international
= polic ination. On occasion, however, it may have been

overburdened by being assigned a number of potentially
conflicting objectives: to sustain growth, control
inflationary pressures, and stabilize exchange rates. It is
imperative that both fiscal and structural policies play a

greater role if non~inflationary growth is to be sustained in a
context of stable exchange rates.

11. At the Tokya and Venice Summits and in the G-7 forum,
the Summit countries have developed and astrengthened the.
process of policy coordination. The Summit welcomes the
progress made in refining the analytical use of indicators, as
well as the agreement to include a commodity-prices indicator.

Structural Reforms

12. International cooperation involves more than
macroeconomic policies. Summit countries have increasingly
been concerned with monitoring and promoting structural
policies. —By rfemoving ,impediments to the working of markets,
structural policies complement macroeconomic policies and
enhance their effectiveness. In so doing, they facilitate the
sectoral ddjustments associated with the correction of
international imbalances. Moreover, a more efficient use of
existing production possibilities improves the prospects for
sustained strong growth. This is all the more important in
countries whaere spare capacity is becoming a constraint on
non-inflationary growth.

13, Summit countries will continue to pursue structural
reforms by:
- removing barriers.fcontrols and regulations;

- ‘increasing exposyré to market competition:
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"providing incentives to the private sector through tax
reform+ and by

- improving_the stock of human capital.

14. In Europe, structural reforms to complement
macroecononic policies are particularly called for in order to
spur job creation and to realize Europe's growth potential.
Desirable structural reforms would include further .
liberalization of capital movements, removal of impediments to
labour mobility; and the strengthening of competition policy.
Especially important for promoting significant structural
reform and growth potential is the programme to complete the
European Community internal market in 1992. A promising start
has beenmade, But full and timely implementation must be
assured. A faster pace of structural reform in the Federal
Republic of Germany, in addition to fostering growth and
contributing to price stability in Germany, would also lead to

a more sustainable pattern of external balancea wzbhin Europe.

15. ;n.lapan structural reforms are necessary to support

and sustain the greater reliance on domestic demand-led growth
which has quickened remarkably over the past year. Japan could
undértake to promote reform of government regulations in key
sectors, the tax system, the distribution system, and in the
areas of agricultural and land-use policies.

16. The most promising areas of structural reform in
Canada would be implementation of the Free Trade Agreement with
the United States, the implementation of sales tax reform, and
the proposed liberalization of the financial services sector.

17. For the United States, where recent indications that
the dectiing trend in private savings may have bottomed out
are encouraging; it is nonetheless a priority to increase
incentives to save. Reform of agricultural support policies is
essential for beth domestic and international reasons.

18. The governments of all Summit countries have
undertaken, or will be pursuing, tax reform to remove
distortions and to render their tax systems more equitable.

19. " Summit countries should welcome the further
development of the OECD's surveillance of structural reform.
Analysis and monitoring of government subsidies to industry and

agriculture are particularly xmportant to reveal their impact

on government budgets, consumer prices, and international trade.

20. Reform of agricultural policies is fully consistent
with, and can_assist, the maintenance of a viable rural

. economy. Many of the declared objectives of agricultural
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policies, such as satisfactory levels of farm incomes, the.
preservatidn of rural communities, and environmental
protection, can be achieved more efficiently by policies aimed
dlrectly at the desired objectives. The Summ1t should welcome

development in the rural economy.

21, Financial and technological innovations are rapidly

_integrating financial markets internationally, contributing to

a better allocation of capital but also increasing the speed
and extent to which disturbances in one country may be
transmitted-toother countries. Summit countries should
continue to cooperate amongst themselves and with other
countries in the examination of the functioning of the global
financial system, including securities markets.

22. To realize fully the benefits of structural policies
to liberalize markets and enhance competition, it is crucial
that an open international trading system be maintained. Thus,
a successful Uruguay Round is of critical 1mportance.

MULTILATERAL-TRADING SYSTEM/URUGUAY ROUND

23, The multilateral trading system is fragile and must be
strengthened.. -Countries must continue to resist protectionism
and. the temptation ta adopt unilateral measures or bilateral
arrangemengg_gggglde the framework of GATT rules.

24, ' The—Summzt should welcome the Free Trade Agreement
(FTA) between Canada and the United States, which is not only
consistent with international obligations but extends trade
liberalization to new areas such as sarvices. The Agreement
should serve as a catalyst for progress in the Uruguay Round.

Summit leaders are committed to ensure that such regional
cooperation as the Canada-~-USA FTA, intensification of economic

. relations in the Pacific region and between the EC and EFTA and

completion of the European internal market do not weaken, but
rather strengther;; the open, multilateral trading system and
the liberalizing impact of the Uruguay Round.

25. A successful Uruguay Round will assure the integrity
of an open, predictable multilateral trading system based on
the rule of law, permitting trade expanaion to resume its role
as the engitné of world economic growth and development. At
Punta del Este, Ministers committed themselves to further trade
liberalizatien across the wide range of goods and services,
lncludlng such new areas as trade-related intellectual property
and investment—measures.
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26. - -Nowhere is the need for progress more evident than in
agriculture. Reflecting the clear terms of reference provided
by the Punta del Este Declaration and the political impetus
provided by the 1987 OECD Ministerial and the Venice Economic
Summit, good progress was made during 1987 in the Uruguay Round
negotiations on agriculture, with the tabling of major
proposals. However, this promising start now faces the
difficult task of moving the negotiations themselves forward.
Building upon the 1988 QECD Ministerial, the Summit should
provide fresh political impetus to reinforce and underpin the
efforts at domestic reform, and to advance the process of
agricultural trade reform and liberalization in the
multi-country, multi-commodity context of the GATT round.

27. It is necessary to ensure that the Mid-Term Review in
Montreal in December 1988 spurs the negotiating process in this
as in other fields. . Summit countries should agree on a
framework approach, including a commitment to concrete
short-term as well as long term elements which will promote, the
reform process as launched last year and relieve current
strains in agricultural markets by reducing agricultural .
surplusesg and teade distorting effects. More precisely, this
would be facilitated by agreement on the measures to be
included and the target depth of cuts in the aggregate level of
support and protection. Also in this context, ways should be
developed to take account of concerns about foocd security. Any
short term measures to prevent agricultural trade distortions
from becoming worse would need to be consistent with long term
goals. The prime objective of the framework would be to make
the agricultural sector more responsive to market signals.

28. ___Underlining our concern to improve the functioning of
the GATT would -be an important step in ensuring that the
liberalization of trade in goods and services achieved by the
Uruguay Round is secured and enhanced. The GATT should becone
a dynamic organization able to undertake a leading part in
trade policy: Ministers should take on a greater role in the
GATT: and linkages among GATT, the IMF and the World Bank
should be strengthened. As a first step in that direction,
Summit countries could make a commitment to greater
transparency by allowing GATT surveillance of all trade

" policies. It would also be necessary to strengthen the GATT
dispute settlement system.

29. The future role of developing and newly
industrializing economies in the GATT system should also be a
major part of this message, These countries (especially the
NIEs), should be encouraged to undertake increased commitments
and obligations and a greater role in the GATT, commensurate
with their importance in international trade and the

““{nternational adjustment process, as well as their respective
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stages of development. Equally, developed countries should
consider what they are prepared to do to meet the legitimate

need of developing countries for greater, more secure access
for their exports.

30. As the Uruguay Round enters a more difficult phase, it
is vital to ensure the momentum of these ambitious
negotiations. The Mid-Term Review will provide a unique
oppertunity to send a credible political signal to the trading
world. The greatest possible advance must be made in the
months to ¢ome, in all areas of the negotiations, so as to
reach before—the-end of the year the stage where tangible
progress can be registered. Thus Summit countries are
committed to ensure that the Mid-Term. Reaview establishes a
solid base for the full and complete success of the
negotiations, in accordance with the Punta del Este Declaration.

31. Summit countries all recognize the critical and
expanding role of international investment in the world
economy. They share a deep concern that increased
protectionism would undermine the benefits of open investment
policies. Governments should express their resolve to
progressively liberalize international investment policies.

NEWLY INDUSTRIALIZING ECCONOMIES

32. The international integration of goods and financial
markets and the rapid diffusion of new technologies have been
changing the pattern of international specialization of
production. Certain newly-industrializing economies (NIEs) in
the Asia-Pacific region have become increasingly important in
world trade in manufactures. Although these economies differ
in many important respects, they are all characterized by
dynamic, export-led growth which has allowed them to treble
their share of world trade since 1960. Other outward-criented
Asian countries are also beginning to emerge as rapidly-growing
exporters of manufactures, and intra-regional investment and
trade are progressively integrating the economies of the region.

33. With increased economic importance come greater
international responsibilities and a strong mutual interest in
enhanced cooperation. There is a need for improved
constructive dialogue between the industrialized countries and
the Asian NIEs, as well as the other outward-oriented countries
in the region. The dialogue should centre on cooperative
efforts to achieve the international adjustment necessary for
sustained, balanced growth of the world economy. The
development of informal processes which would facilitate

multilateral discussions of issues of mutual concern should be
encouraged.
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DEVELQOPING COUNTRIES AND DEBT

34. The performance of developing countries and their role
in world trade have become increasingly important to the world
economy. The situation of individual developing countries
varies widely: many still face serious economic difficulties.
Central to the prospects of all is a global econcmic
environment conducive to strong and sustainable growth, an open
trading system, and a commitment to economic reform.

Middle-Income Countries

35. The market—-oriented, growth-led strategy based on the
case-by=-case approach for dealing with the debt problems of the
highly indebted middle-income countries remains the only viable
strategy. This strategy has met with some success:

- the risk to the international financial system has been

greatly lessened as commercial banks have strengthened
their financial positionsa:

- many indebted countries have begun the process of
macroeconomic adjustment and structural reform necessary

for sustained progress, encouraging the return of flight
capital and new investment flowss

- lending from official sources has continued to grow at a
significant rate: and

- the 'menu approach' has continued to expand and has

facilitated the channelling of commercial bank lending
into productive uses.

36. Progress toward a lasting solution, however, has been
slower than earlier expected. High debt ratios persist and the
return to creditworthiness for many countries remains distant.

The financing situation generally is expected to remain
difficult.

37. Official financing and the international financial
institutions have played and will continue to play a central
role in the debt strategy:

- most net new lending to the debtor countries is from
official sources:;

- through the Paris Club, over $73 billion of prineipal and
interest have been consolidated since 1983. Export credit
agencies will continue to play a flexible role;
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- the $74.8 billion General Capital Increase (GCI) for the
World Bank will substantially increase available

resources. Speedy approval and subscription to the GCI by
all governments is essential;

- the modified Extended Fund Facility (EFF) will provide
financing on more favourable terms and will place greater
emphasis on medium-term structural adjustment. Also, the
incorporation into Fund programs of external contingency
mechanisms would assist countries adhere to their

adjustment programs in the face of unexpected adverse
eXxternal events.

38. Commercial banks hold nearly two-thirds of the
external debt of the middle~income countries, and their
continued involvement in the debt strategy is essential.
Although banks have refinanced substantial amounts of principal
and interest, since 1984 private lending has declined on a net
basis. In this regard, the World Bank and IMF can play an
important catalytic - role in mobilizing additional financing
from private (and official) sources in support of debtor
countries' adjustment programs.

39. In recent years there has been increasing recourse to
innovative financing techniques. The important characteristics
of these techniques are that they are voluntary,
market-oriented, and applied on a case-by-case basis. The
“menu approach” has engendered new financial flows and, in some
cases, reduced the existing stock of debt. The flexibility of

.the present strategy would be enhanced by the further

broadening of the menu approach and the encouragement of

innovative financing techniques to improve the quality of new
lending.

40, International direct investment can play an important
role in spurring economic growth in developing countries. The
positive contribution that the Multilateral Investment
Guarantee Agency and the International Finance Corporations are

making in stimulating international direct investment should be
encouraged.

Debt of the poorest

41. The debt burden of the poorest developing countries,
especially in Sub-Saharan Africa, is part of a broader
developmental challenge that requires the developing countries
to persist with strong adjustment measures and developed
countries to provide adequate concessional assistance.
Progress in dealing with the debt burden has been encouraging:
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- the implementation of IDA-8 has made another $12.4 billion
"available to low~income countries;

- the enhancement of the IMF's Structural Adjustment
Facility by SDR 6 billion will substantially increase

disbursements on highly concessional terms to low-income
countries;

- the World Bank, in conjunction with ODA agencies, has put

in place an enhanced program of co-financing aimed at the
poorest countries;

- Paris Club creditors are rescheduling debt at extended
grace and repayment pericds.

42, In cases where it is extremely difficult for countries
to meet their debt-service obligations, an increase in
concessional resource flows will be necessary to help those
countries resume sustained growth. One proposal is to
reschedule the commercial debts of the poorest countries at

. concessional interest rates. An alternative is for official
creditors to choose between shorter repayment periocds at
concessiofal rates and longer repayment periods at commercial =
rates. Yet another alternative would be the provision of
.grants. The adoption of options, as in the menu approach, to
allow creditors the choice to offer concessional interest rates
with shorter maturity periocds or grants in lieu of concessions
.would be a positive development. The relief provided would be
additional to countries' existing aid programs. Other
techniques for reducing the burden of debt service should also
be explored, notably in the areas of ODA debt cancellation and
the lowering of interest rate spreads and feas charged by
export credit agencies on rescheduled debt.

FUTURE SUMMITS

43, The Toronto Summit is the l4th: the end of the
"second cycle"”. The challenge for the future remains the same
as that confronting leaders today: coping effectively with

' change in an increasingly interdependent world. There is a
proven way to achieve this -- through an evolutionary process
of improved international cooperation. That is the lesson of
past Summits and the challenge for future ones.
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Talking Points

The economic policy coordination process adopted at the Tokyo
Summit and strengthened at the Venice Summit is a major
accomplishment. It is the most effective and realistic means
of achieving meaningful reform of the international monetary
system.

Considerable progress is being made in improving growth,
reducing trade imbalances, and fostering greater currency
stability.

The Summit should highlight the progress while acknowledging
that further efforts will be required. 1In this connection,

o The United States recognizes the need to reduce its budget
deficit and we are achieving substantial improvements while
maintaining sustained economic growth with low inflation;

o Japan and Germany need to continue their efforts to promote
growth, reduce their trade surpluses and restructure their
economies; and

o All of us must continue our efforts to make our economies
more open, flexible, and responsive to market forces.

We cannot rest on our laurels, however, but must continue to
improve the process to make it as effective as possible.

0 Structural rigidities, particularly excessive government
interference in our economies, can have a serious impact on
growth prospects and the effectiveness of our economic
policies.

0 The Toronto Summit provides an opportunity to promote
needed structural reforms and to facilitate the reduction
of structural impediments to growth through cooperative
actions.

0 We should encourage the G~7 to include consideration of
structural impediments to growth in the economic policy
coordination process and request that they provide a
progress report at the next Summit.

0 We should also endorse the agreement by our Finance
Ministers to develop and use a commodity price index as an
additional analytical instrument in the coordination
process.

0 The United States would be prepared to consider other
measures to improve the coordination process on a
step-by-step basis as a means of further improving the
functioning of the international monetary system.

CONPIDENTIAL
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(If necessary: At this stage, however, efforts to embark on a
comprehensive reexamination of the exchange rate system could
result in the very currency instability all of us are seeking
to avoid. It would create unwarranted expectations and market
uncertainties, deflect attention from the need to deal with
the economic fundamentals and be interpreted as a lack of
confidence in the current coordination process.)

CONTIDENTIAL



SUMMIT BRIEFING PAPER: URUGUAY ROUND ISSUES

Objective: The Uruguay Round of trade negotiations is essential
to global economic growth and prosperity, and the Midterm Review
of the Uruguay Round can provide an important political impetus
to these negotiations. The leadership of Summit governments is
essential to a successful outcome to the Midterm Review. To this
end, the Economic Summit should build on the OECD Ministerial
communique, which called for agreement on a "framework approach"
for all issues in the negotiations. The Summit could take the
process a step further by identifying the key areas where we
would 1like to see either a renewed political commitment or
substantive progress at the Midterm Review.

Watch out for:

--Arguments that Summit discussions of substantive Uruguay Round
issues will establish an unnecessary "parallel process" and
prejudge the outcome of negotiations in Geneva. Despite similar
arguments at the May OECD Ministerial meeting, the US persuaded
other governments to support the negotiation of a "framework
approach" at the Midterm Review that covers all issues, including
agriculture. Previous Economic Summits have addressed specific
negotiating areas in the communique.

Talking points:

--The outcome of the Midterm Review of the Uruguay Round will
influence public assessments of the viability of the GATT system
and a liberal world trade regime. A successful Midterm Review
will (a) reinforce business confidence in the future of the
multilateral trade regime, and therefore contribute to investment
and job creation; (b) curb protectionist pressures on governments;
and (c) provide an agenda and an orientation for the next US
Administration that could support an outward-looking trade policy.

--A successful Midterm Review will establish securely within the
multilateral trade system the market-oriented policies of structural
adjustment that all the Summit governments have pursued during
the past eight years, recognizing that these policies are essential
to competition in the modern world economy.

--The OECD Ministerial communique endorsed the negotiation at the
Midterm Review of a "framework approach'" to all issues. The
Summit communique should endorse this framework approach.

--The communique should make reference to specific areas of the
negotiations, including improvements in market access, strengthening
GATT rules and decisionmaking, basic reforms in agriculture, and
disciplines covering trading policies and practices in services,
trade-related intellectual property, and trade-related investment
measures. The communique also should endorse greater LDC acceptance
of GATT obligations and responsibilities, consistent with sound
economic development policy, as an overall Midterm Review objective.



NEWLY INDUSTRIALIZED ECONOMIES

Your Obijective

—-— Summit, while recognizing NIEs' success, provides an
opportunity to encourage NIEs to make a greater
contribution in correcting global imbalances and to take a
more active role in maintaining the well-being of the world
economy.

Watch Qut For

—-- Japan believes summit country dialogue with NIEs too
one-sided; wants more give and take; could portray our
concerns as "NIE bashing”. Japan may propose new
institutional arrangements, such as formal OECD contacts
with NIEs or an "OECD Pacific". This is premature.

-~ EC and Canada share our view that NIE economic success
confers upon them a greater responsibility in the
international adjustment process, but will not want to be
seen as "NIE bashing".

—— OECD Ministerial Communigque on the NIEs was bland; did not
single out the Asian NIEs or recommend specific policy
adjustments.

Talking Points

-- We need a forthright, balanced discussion of the role of
the NIEs in the world economy.

—— NIEs contribution to the growth of world trade should be
recognized. NIEs are diverse group of economies. Their
economic success has been of great benefit to both sides.

-— NIEs need to take steps to adjust policies which distort
the global adjustment process with respect to trade and
financial flows.

-- Such adjustments are necessary to integrate NIEs more fully
into the world economic system; encourage them to take on
more responsibility for the well-being of the system.

-- Greater discipline on trade practices from both industrial
economies and NIEs is needed. The tone of our dialogue
with the NIEs should be constructive not confrontational.

-— QOECD studying international impact of the NIEs. This study
should increase our understanding of NIE economies.
However, main focus for dealing with the NIEs on these
issues should remain GATT/Uruguay Round, IMF/IBRD and our
bilateral contacts.












CONTINGENCY TALKING POINTS:

Believe that Summit consideration would be premature, probably
unnecessary, potentially counterproductive.

Full assessment of what went wrong and how to correct problems
not yet fully agreed upon.

May 16, subcabinet U.S. Working Group on Financial Markets
announced measures under current law to reduce systemic risks
identified during market break.

In an international context, there clearly is scope for
greater cooperation, coordination between Treasuries, Central
Banks, regulatory agencies.

Initial assessments in multilateral area of where further work
is needed are currently underway at OECD (in WP-3, Committee
on Financial Markets). Regulatory agencies, central banks in
G-7 countries also have bilateral discussions concerning
problem areas and mutual cooperation.

In many countries, securities regulators fall outside tradi-
tional Treasury-Central Bank orbit (i.e., SEC, self regulatory
agencies such as stock exchanges, provincial authorities in
Canada) .

If need is felt for higher-level consideration to catalyze
discussion and international cooperation, believe G-7 Deputies
or Finance Ministries, possibly including Central Bank
representatives, should be considered as appropriate venue.
Ways would have to be found to involve securities regulatory
agencies. Situation differs country by country.

Summit level discussion of these issues is clearly premature.

Declassify: OADR

CONPIDENTIAL






6. United Kingdom
Country Paper
Talking Points
Biographies

7. European Community
Regional Paper
Biographies

VI. SUMMIT ISSUES/TALKING POINTS

Economic Issues:
1. U.S. Economy
2. Macroeconomic Policy Coordination and
Structural Issues
Agriculture
International Debt Issues
Aid to the Poorest Countries
Uruguay Round and International Trade Issues
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Shared Responsibility for Economics and
Security
9. East-West Economic Relations
10. Narcotics
11. Environment
12. Global Trends
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1. East-West Relations
Arms Control
Eastern Europe
Terrorism
Afghanistan
Middle East Peace Process
Persian Gulf
Central America
South Africa

O~ W

ool WN

VII. BACKGROUND PAPERS

Economic Topics:
1. Security Market Regulation
2. Economic Implications of Social Programs
3. Science Cooperation
4. Space Station
Political Topics:
Nuclear and Space Talks
Conventional Arms Control in Europe
Chemical Weapons
Cambodia
Korea and the Olympics
Philippines
Panama
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LAXALT, WASHINGTON, PERITO & DuBuC

A PARTNERSHIP INCLUDING PROFESSIONAL CORPORATIONS

1455 PENNSYLVANIA AVENUE,N.W.
WASHINGTON, D.C.20004 1120 CONNECTICUT AVENUE, N.W.

(202) 857-2000

WASHINGTON, D.C. 20036
(202)887-4000
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CABLE: DANKEY

2852 WORLD TRADE CENTER
40| EAST PRATT STREET
BALTIMORE, MARYLAND 21202
(301} 982-0212

May 25, 1988

Mr. James A. Baker, III
Secretary of the Treasury

15th & Pennsylvania Avenue, N.W.
Washington, D. C. 20020

Dear Jim:

I appreciated the opportunity to discuss the Alaskan
natural gas issue with you yesterday. At your suggestion, I am
enclosing herewith several paragraphs for the bilateral
discussion in Toronto in June, together with three sentences
for possible inclusion in the written Presidential Remarks or
Joint Statement which may follow the discussions. The
inclusion of this issue on the agenda for the June discussions
would, of course, further underscore Administration interest.

As I mentioned, John Herrington and Ted Stevens will be
in Japan in the coming week to pursue these and other matters.
I enclose a copy of a telegram which Ted sent to George Shultz
and Clayton Yeutter describing the purpose of their trip. I
understand that they will be seeking an opportunity to brier
you on the results of their trip when they return. Because of
my involvement in the issue, I have taken the liberty of
sharing this correspondence with them.

Thank you for your consideration.

PaQl Laxalt
Enclosure
cc: Jonhn Herrington

Secretary of Energy

Senator Ted Stevens



Presidential Comments at Bilateral Discussions

On November 11, 1983, our two countries issued a "Joint

Policy Statement on Japan-U.S. Energy Cooperation." In that
Statement, we agreed to pursue "further progress" in energy
trade and cooperation between our two countries. We also

agreed "that the sound expansion of U.S.-Japan energy trade
will contribute to the further development of the close
economic and energy security relationship which exists between
the two countries".

In our Joint Policy Statement, we recognized that Alaska
was a "particularly promising area for joint development of
energy resources." We therefore agreed to

encourage private industry in both countries
to undertake now the pre-feasibility or
feasibility studies necessary to determine
the extent to which Alaska natural gas can
be jointly developed by U.S. and Japanese
interests.

Thereafter, private industry in our two countries undertook the
pre-feasibility studies contempiated by this Joint Statement.
These studies indicated signiZicant future demand for natural
gas in Japan and enhanced prospects for further progress on
energy trade as envisioned in our Joint Statement.

In a Presidential finding issued January 12, 1988, I
authorized the exportation of Alaskan natural gas to Japan and
elsewhere by any private party that develops this resource. 1In
so doing, I removed all regulatory impediments to the
exportation of Alaska's natural gas resources. On the
following day, at our discussions on January 13,. 1988, you and
I reaffirmed the spirit of the 1983 U.S.-Japan Joint Policy
Statement On Energy Cooperation.

As we move forward with these vital efforts, it 1is
important that Japan and its private industry confirm
significant future demand for natural gas and enter into
negotiations for the purchase of this energy supply from the
United States. 1In parcticular, we urge that Japan and its
private industry reserve 20% of its future liquified natural
gas market for the United States by the year 2000, with initial
deliveries to begin in the 1995-1996 timeLrame. Private
industry in the United States is oprepared to move forward witn
these negotiations on the basis of marketplace competitiveness
and flexibility.

38751



Sentences for Written Presidential
Remarks or Joint Statement

The Prime Minister and I discussed the important subject
of energy cooperation and affirmed the prior understanding
between our two countries that Alaska is a particularly
promising area for joint developrent of energy resources. The
Prime Minister agreed to encourage private industry to confirm
its future demand for natural gas and to consider reserving 20%
of its market for United States natural gas by the year 2000.

I agreed to encourage private industry to move forward on the
basis of marketplace competitiveness and flexibility.
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Telegram tot The Honorable Clayton Yeutter
United States Trade Represaentative
Winder Building
600 Seventeenth Street, N.W.
Washington, D.C. 20506

The Honorabla George P. 8hults
Secraotary of State

4301 C Street ;, N.W.
Washington, D.C. 20320

Secretary Herrington and I travel to Japan for energy and
dsfense mestings this weakend. Anticipate discussions on
entire speotrum of trade and defense relationship, including
AEGIS, future of the NIDWAY, petroleum product import
tariffes, Sakhalin Island gas projeet, purchases of U.8.,

esnergy resources, impending veto of the Trade bill, and
other bilateral trade issues.

Will advocate a Japanese commitment to buy 254 of their
energy needs, nuclear, coal, and LNG, from the U,.8. by 1958
a8 mgana to address balance of trade and to reaffirm our
political and strategic commonality. As yeu prepare
Prasident’s agenda for Toronto Economic Summit, I strongly
sncourage you to include such a plank. With anticipated
growth in Japaness enexgy needs and the current Japanese
trade surplus, this concept should be explozred at the
economie summit, Pleasa lat ne know of your viaws,

TED BTEVENS
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- A comprehensive management mechanism to monitor implementa-
tion of the agreement and to suggest ways to improve
U.S.-Japan S&T cooperation.

- Protection of intellectual property rights for inventions
created as a result of joint research under the agreement
and assurance that such rights will be distributed equitably.

- Protection of any classified or dual use information or

equipment generated in the course of cooperative activities
under this agreement.

Jimlﬁaﬁﬁx and Bqu'@Qn concur.

Prepared. by:

Marilyn“i}gfeiber
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We are concerned, however, at the gulf which has
emerged between Summit participants over recent
months. This was reflected at the recent OECD
Ministerial Meeting in Paris. A strong and unified
message from Summit leaders in Toronto would do much
to restore the negotiating impetus in the Llead-up to
the mid-term review of the Uruguay Round at Montreal
in December. Unless Summit leaders provide Lleadership
at this point, there is a very real danger that an
historic opportunity to reinvigorate and extend an
open multilateral trading system will be Llost.

0f course Australia, like all trading nations, is also
concerned that domestic economic policies of the major
economies are conducive to sustained growth in world
trade. We would hope that the Summit leaders could
reaffirm their determination to pursue domestic

policies which both promote trade and reduce external
imbalances.

I am looking forward very much to meeting you again in
June and discussing with you these and other issues of
interest and concern to both our countries.

My warmest personal regards.

Bob Hawke"

Ends.

Bocef

(F. Rawdon Dalrymple)
Ambassador

The Honorable
Ronald Reagan,

President of the United States of America,
WASHINGTON, D.C.



6-6-88
Secretariat:

Please send to State for
disposition.

Thanks

Peggy Jordan (per instruction
from Doug Paal)
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