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MEMORANDUM

NATIONAL SECURI Y COUNCIL

SEQRET September 24, 1983

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

THROUGH: CHARLES P. TYSON
FROM: DAVID N. LAUX/
SUBJECT: Your Meeting in New York with Japanese Foreign

Minister Shintaro Abe, and Subsequent "Drop By" on
the President

You are s~haduled to meet with Japanese Foreign Minister Shintaro
Abe at 9: a.m., Monday, September 26, for 15 minutes, and then
"drop by" on the President for a few words and a photo
opportunity. This arrangement should take care of our desire to
give Abe some special attention and at the same time avoid the
problems we might have with other Foreign Ministers if Abe had

a formally scheduled meeting with the President.

Attached at Tab II are background and talking points for you

to use in your meeting with Abe. At Tab I is a memo from you to
the President;with background and talking points for his use
attached.

Recommendation

That you sign the memorandum to the President at Tab I
recommending he meet with Abe in New York.

Approve Disapprove
Attachments
Tab I Memo to the President
Tab A Background and talking points for the
President '
Tab II Background and talking points for the Judge

cc: Charles Tyson
Roger Robinson
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MEETING WITH JAPANESE FOREIGN MINISTER ABE K 4\”')
DATE: Monday, September 26, 1983
LOCATION: New York City
TIME: 9:30 a.m.

FROM: William P. Clark kw{/

Monday, September 26, I will meet with Japanese Foreign Minister
Shintaro ABE from 9:15 to 9:30 a.m. and then "drop by" so that
you can say a few words to him and have a photo opportunity.
This should take care of our desire to give Abe some

special attention and at the same time avoid the problems we
might have with other Foreign Ministers if you were formally
scheduled to meet with him.

I. PURPOSE

The meeting will allow you to:
~- Thank Abe for his personal role, and for the great
cooperation of the entire Japanese government, in dealing
with the Korean airline tragedy.

-- Tell Abe how much you are looking forward to your trip to
Asia, especially Japan.

-- Express your hope that we can make progress on some of
our economic problems before your visit.

II. BACKGROUND

Mr. Abe (pronounced "Ah-Beh") is a figure of rising importance in
Japan. Formerly the Minister of Inrternational Trade and
Industry, he is the son-in~law of former Prime Minister Kishi,
and is heir-apparent to the Fukuda faction of the Liberal
Democratic Party. He will almost certainly be Prime Minister at
some future date. He has a large ego and is easily offended.
The short "drop by" meeting with you, and photo opportunity,
should take care of our desire to give Abe some special personal
attention and at the same time avoid the problems we might have
with other Foreign Ministers if Abe had a formally scheduled
meeting with you.

DECLASSIFIED
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III. PARTICIPANTS

U.S.: The President
William P. Clark
Charles Tyson

Japan: Foreign Minister Abe
Ambassador Okawara
Mr. Nakajima
Mr. Kitamura

Interpreter

IV. PRESS PLAN

White House photographer only.

V. SEQUENCE OF EVENTS

9:30 Brief meeting
9:35 Meeting concludes
Tab A Suggested talking points

Prepared by

David Laux

SEEEET
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Suggested Talking Points

-- Welcome Mr. Abe and inquire about the health of his
father~in~law, former Prime Minister Kishi, who is almost 90.
Kishi is remembered by Americans for his efforts to make our

alliance a strong one.

-- Thank Abe for his personal role in dealing with the
Korean airliner tragedy and express American gratitude for the
outstanding cooperation of the entire Japanese government. The
way our two nations have worked together in this complex and
fast-moving incident has demonstrated the meaning of alliance

and partnership between our two countries.

~— Say how much you look forward to your trip to Asia,
especially Japan.

-~ Express your strong hope that we will be able to make
progress on some of the outstanding economic problems between
our two countries before your trip. Say that this is important
to you personally and to the Congress and the American people.
You hope Abe will convey the importance of this to Prime

Minister Nakasone and the Japanese government.

-— Convey your personal regards to Prime Minister Nakasone.

DECLASSIFIED
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MEMORANDUM
NATIONAL SECURITY COUNCIL

SEégET September 24, 1983

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

THROUGH: CHARLES P. TYSON
FROM: DAVID N. LAUX/
SUBJECT: Your Meeting in New York with Japanese Foreign

Minister Shintaro Abe, and Subsequent "Drop By" on
the President

You are scheduled to meet with Japanese Foreign Minister Shintaro
Abe at 9:30 a.m., Monday, September 26, for 15 minutes, and then
"drop by" on the President for a few words and a photo
opportunity. This arrangement should take care of our desire to
give Abe some special attention and at the same time avoid the
problems we might have with other Foreign Ministers if Abe had

a formally scheduled meeting with the President.

Attached at Tab II are background and talking points for you

to use in your meeting with Abe. At Tab I is a memo from you to
the President;with background and talking points for his use
attached.

Recommendation

That you sign the memorandum to the President at Tab I
recommending he meet with Abe in New York.

Approve Disapprove
Attachments
Tab T Memo to the President
Tab A Background and talking points for the
President
Tab IT Background and talking points for the Judge

cc: Charles Tyson
Roger Robinson
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SECRET For Judge Clkark

Your Meeting with Shintaro Abe, Foreign Minister

of Japan, on Monday, September 26, 1983

Background

Mr. Abe (pronounced "Ah-Beh") is a figure of rising
importance in Japan. Formerly the Minister of International
Trade and Industry, he is the son-in-law of former Prime Minister
Kishi, and heir-apparent to the Fukuda faction of the Liberal
Democratic Party. He will almost certainly be Prime Minister at

some future date. He has a large ego and is easily offended.

Suggested Talking Points

Korean Airliner

-- Thank you for the very personal role you played in
the whole Korean airliner tragedy. The outstanding cooperation
between your Foreign Ministry and our Embassy in Tokyo, and
between your Embassy here and our State Department, has

really been remarkable, throughout the complex and fast-moving
developments.

-- Specifically, we are grateful for Japanese cooperation
in determining the fate of the airplane, in proving that the
Soviets did shoot it down, and--at some risk to your own
intelligence sources--making this information available for use

in explaining the incident to the world.

~- Further, we appreciate your cooperation in
search-and-recovery operations which are still continuing, in
working with us in the U.N. and International Civil Aviation
Organization to bring the Soviets to account for their crime, and

for imposing sanctions on Aeroflot.

-- This cooperation has truly demonstrated the meaning

of the close alliance and partnership between our two countries.

DECLASSIFIED
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President's Trip and Economic Issues

-- Say how much the President looks forward to his trip to

Asia, especially Japan, which wil® “- the centerpiece of his
trip. (The President's : visi s in 1971 or '72, as
Mommmmemmes mhee bm it T - - e Nixon

-- It is crucial that we achieve concrete results on our major
trade issues. Your efforts to advance understanding in Japan of
the urgency of taking tough decisions on resolving these trade
issues will be fundamental, because many still believe our
problem can still be finessed or postponed. We are convinced
this is no longer acceptable to our Congress or to the American

people. It is a time for decision.

~- In turn, we hope to make this visit of substantial political
benefit to Prime Minister Nakasone.

-- We will be communicating to you and your associates some
specific suggestions on our outstanding trade issues (e.g., beef

and citrus, possibly automobiles).

Othexr

-~ I understand Japan recently held ministerial-level meetings
with South Korea, and I want you to know that the U.S. feels
strongly that good relations between Japan and South Korea are in
the interest of us all.

-- What are your views on the Philippines situation?

SEE&ET
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MEMOR#4 DU

TE W ITE HOUSE

WASHINGTON
CONFIRQENTIAL October 11, 1983
N\
INFORMATION
MEMORANDUM FOR WILLIAM P, CLARK
FROM: CHARLES P. TYSO
SUBJECT: Your Meeting with Japanese Ambassador Okawara

Wednesday, October 12 -- 2:00 p.m.

Ambassador Okawara will be flying back to Tokyo this week to
brief Prime Minister Nakasone on the President's visit to
Japan. Your meeting offers a key opportunity to stress the
(1) political downsides for the President of this visit, and
(2) areas where progress must be made (trade, finance,
defense, energy, economic assistance) and the dire con-
sequences to long-term US-Japan relations if certain bench-
marks are not reached.

There is presently a wait-and-see attitude on the Hill regard-
ing US-Japan relations. An uneasy calm exists towards pro-
tectionist and local content legislation. The Congress is
ready to spring, but they are waiting for the right oppor-
tunity. If we are not successful, the potential scenario we
face is a superficially successful visit in November, followed
by the announcement in January/February of a $25-30 billion
trade deficit with expectations for an even larger imbalance
in 1984, The Democrats will seize upon this to force
protectionist and local content legislation and unacceptable
trade riders to bills. They might also try to embarrass the
President. All of this is also political dynamite for
Democratic Presidential hopefuls, who will tie the President's
"failure" to jobs. The result of this will be potentially a
destruction of US~Japan strategic, economic, and security
relations. Our bilateral conditions could also pose serious
problems for the world economy.

You should underscore the political reality of the situation
and say that through a partnership we can and must achieve
more equitable results. Attached at Tab A are draft talking
points. You only need to stay for 10 minutes to make the
fundamental points, after which Gaston and I will carry on.

Gaston Sigur concurs.

Attachment DECLASSIFIED
Tab A: Talking Points NLS Egawoﬁjz; #5373
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NATIONA iCl 1 COUNCI
CON}@ENTIAL
~ October 7. 1983
INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: GASTON J. SIGUR Sy
SUBJECT: Meeting with Ambassador Yoshio Okawara of Japan;
October 12, 2:00 pm

You agreed to a brief meeting with Japanese Ambassador Yoshio
‘Okawara at 2:00 pm on October 12. Okawara requested a meeting with
you to discuss the President's Japan visit. He will be returning
to Tokyo to see Prime Minister Nakasone a couple of days after he
sees you. Chuck Tyson and I will be with you and will carry on the
discussion with Okawara after you leave.

I think you should regard this session as a listening one, but you
should be prepared to make a few points. I suggest the following:

1) The President is wvery much looking forward to his wvisit and
to reinforcing the close ties between our two countries.

2) We appreciate the efforts the Prime Minister is making to
resolve as many of the differences between us in the trade and
defense areas as possible prior to the President's visit.

3) We know that the Prime Minister has an election coming up,
probably in December, and that he has to protect his political flanks.

4) However, we are moving into a political season ourselves and
the huge growing trade deficit with Japan and inadequate Japanese
spending in the self-defense area cannot be ignored.

5) We must work out together a more reciprocal relationship
between our two countries in the economic, defense and political
areas. The Prime Minister and the President share a vision of a more
secure and economically prosperous Pacific region. In order to see
this vision realized, we must tighten up U.S.-Japanese economic and
security cooperation.

: DECLASSIFIED
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TALKING POINTS

This year critical to US-Japan relations. Fortunate to
have two men of vision leading our countries, but we must
not underestimate seriouness of bilateral problems.

Cannot give the impression of superficial successes in
November when they will be countered by a political
typoon early next year. Understand the particular
situation of Nakasone's re-election bid ~-- we ask that

you also consider the political realities in this country
as well.

Must achieve more equity in the relationship in the areas
of trade, defense, finance, foreign aid, and energy.
Alternative is onslaught of protectionist and local
content legislation in early to mid-1984. Congress will
lead charge so strong that it could tear apart bilateral
relationship.

Our nations, let alone the world economy, cannot afford
this type of future.

We will be working over the course of the next two weeks
to develop guidelines for developing a more equitable
relationship to put us on the right path, so critical

to the long-term interests of the United States and
Japan.,

At an appropriate junction prior to the visit, we will
relay the President's views.

Visit occurs in the aftermath of KAL, assassination of
Korean leaders, and a year of increasing threats from the
Soviet Union leveled at your country. We need to look
for visible ways of demonstrating that these events only
serve to accelerate our security cooperation. I wonder
if it isn't timely for Japan to consider new, quiet forms
of cooperation with Korea.

To build on our joint desire to demonstrate continued
progress in arms control, we invite you to consider
whether some public statement of support could be made
for our President's non-proliferation initiative during
the visit.

DECLASSIFIED
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Election Weakens Japan's Ruling Party

The Liberal Democratic Party's failure to win an absolute majority--256
seats--in the lower house yesterday is a severe blow to Prime Minister
Nakasone.

-- The party won only 250 seats, a drop of 34, while the Japan
Socialist Party, the Clean Government Party, and the
Democratic Socialist Party wer. major gainers.

Analysis of returns suggests that several factors explain the size of
the LDP defeat.

-- A combination of cold weather and optimistic preelection
polls late last week may have accounted for the voter turnout
of 68 percent--a postwar low.

-- The "Tanaka factor" may have increased voter disenchantment
with politics, although Tanaka himself won the most votes in
his career and emerged with the strongest factional strength
in the LDP.

-- Severe intraparty battles in several districts split the
conservative vote.

-- Unprecedented opposition cooperation helped the opposition
parties wrest seats from the ruling party.

Nine independents have already announced they will join the LDP, which
11 assure its hold on power, but Nakasone will face a difficult task in
forming a new cabinet and managing the Diet. Rival faction leaders will
demand a larger role in his government, and he will need broad party
support to meet stronger opposition challenges in the Diet.

Nakasone has told the press he will remain in office to maintain
continuity in international and economic policy, but his ability to affect
events personally will be reduced.

-- The cabinet should approve the FY84 budget by early January,
and he will have difficulty convincing the Finance Ministry
to present defense spending increases requested by the
Defense Agency.



Unusually weak showings in the rural districts may cause the
LDP to move even more cautiously on agricultural concessions
to the US.

Nakasone may revise his heavy international schedule--which
includes a probable trip to China in March--to allow more
time to manage domestic issues and rebuild his position in
the party. He and other faction leaders will be looking to
elections for party president in November.

The possibility also remains that LDP leaders will force him
to step down before November in favor of a caretaker prime
minister. B
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MEMORANDUM s
NATIONAL SECURITY COUNCIL
SE T October 31, 1983
MEMORANDUM FOR ROBERT C. McFARLANE
FROM: DOUGLAS W. McMID
SUBJECT : Japanese Auto Restraints--Your Meeting Today at
11:30 a.m. '
Issue

The current Japanese auto restraint level is 1.68 million units
(cars) per year. We have indicated to the Japanese that another
vear of restraint is warranted and that we believe that 1.8
million units would be a "reasonable" level for 1984. In turn,
the Japanese have indicated to us that they are prepared to
announce another year of restraint, but at 1.9 million units.
The issue before the Administration is:

o} Do we tell the Japanese that we are prepared to go above
1.8 million units?

o} If we are prepared to go above 1.8 million units, how far
above, i.e., what aggregate level?

Background

Attached at Tab A, is an October 13 memorandum outlining the
economic and political arguments vis-a-vis a fourth year of
Japanese automobile restraints.

Talking Points

0 As all of you know, the current Japanese auto restraint
level is 1.68 million units (cars) per year.

o The Japanese have been told by Bill Brock that another
year of restraint, in our view, is warranted.

o} Ambassador Brock has also indicated that we believe
1.8 million units would be a "reasonable" level for 1984.

o} In turn, Minister Uno of MITI has stated that his
government is not prepared to go below 1.9 million cars
for 1984.

o) Ambassador Brock is in Tokyo and needs guidance on how to

proceed on the auto issue.

DECLASSIFIED
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SECRET 2

o The issue before us is:

-- Do we tell the Japanese that we are prepared to
accept a restraint level above the 1.8 figure?

-— If we are prepared to go above 1.8 million units,
how far above?

0 The President would like our recommendations so that
guidance may be given to the Japanese as soon as possible.

Attachment
TAB A October 13 memocrandum

SEEEET
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MEMORANDUM .

NATIONAL SECURITY COUNCIL

October 13, 1983

M
ACTION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: DOUGLAS W. McMIN

SUBJECT: . .. Japanese Automobile Restraints
Issue

The current Japanese automobile restraint program limiting

Japan's exports of cars to the United States expires next

spring. The Japanese have given us every indication that

they are prepared to announce another year of auto restraint

before the President's visit in mid-November. What the Japanese
13

are looking for is guidance on the aggregate level of auto

exports that they should announce. The restraint level for

the past three years has been 1.68 million units (cars).

L2

Background

There is general agreement within the Administration that the
economics are against another year of auto restraints by the
Japanese. This consensus has emerged in the face of our
domestic auto producers' contentions that the imbalance in the
ven/dollar exchange rate and domestic Japanese tax benefits
give Japan's automobile industry an unfair advantage over

U.S. competitors. The economic arguments against a fourth
vear of restraint are as follows:

o) The U.S. auto market is expected to be stronger in 1984.
Commerce forecasts sales of 10.2 million units. This is
up from 8.0 million units in 1982 and from an estimated
9.4 million in 1983.

o Industry profits are strong. (1983 profits are expected
to be $5 - .85.5 billion, compared to total losses of $5.2
billion in 1980 through 1982.)

o Consumer costs would be high. ($2.7 billion for freezing
Japan at the current restraint level, $1.6 billion even if -
the quota is increased by 240,000 units.)

£ DECLASSIFIED
T s Foo- OﬁzZEEiBZ

SBECRET '
B v on oon SECRET
eCXESLtY on BY _ ﬂ’f_, NARA, DATE



SE

SECRET

Cost per job saved is high. ($212,000 for current level;
$224,000 for increased quota.)

The industry is divided. (GM wants a bigger quota to give
room for an additional 300,000 cars GM wants to buy from
Isuzu and Suzuki. Chrysler and AMC charge GM with ceding
the small car market——the segment in which Chrysler excels--
to Japan.)

(The forecasts above are based .on a 10.2 million unit market,
assuming unrestrained Japanese imports of 2.3 million, or 22.5
percent of the market.)

From the standpoint of -domestic politics, however, there is a
very strong case to be made for a fourth year of Japanese auto
restraints. The political arguments follow pretty much the

pattern outlined. below:

(@)

There is a perception widely held in America that the U.S.-
Japanese trading relationship is inequitable.

- While our market is wide open to Japan's exports, the
Japanese restrict access to their own market for our
own products.

In this context, Japanese autos have become a highly visible
symbol of this inequity.

If the President were not to decide on a fourth year of
restraints, he would be perceived as "selling-out" to the
Japanese.

The President would be accused of taking jobs away from
Americans without getting anything tangible and balanced
in return.

The Congress would use this emotional issue to revive

-protectionist legislation such as the local content bill.

Moreover, some would make as much capital as possible
out of it in connection with the 1984 Presidential election.

-= They would point to the record trade deficit this
. year and an even larger one next year, and to the
President's disregard for Americans' jobs.

On a more micro level, the President would lose large chunks
of votes in states that are key to winning Presidential
elections (e.g., midwestern states such as Michigan, Ohio,
Missouri and Illinois).

e SECRET
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We see three possible options concerning a fourth year of
Japanese auto restraints:

(1) Seek a fourth yvear of restraint at current levels
(1.68 million cars)

o -Economic costs to_the United'Statés would be fairly
high (as outlined above).

o) Political benefits, however, would be substantial.

o Would serve as a catalyst to Chrysler, Ford and
American Motors to continue their efforts to compete-
with the Japanese in the small.car market.

o Would force GM to reconsider its current planning to
avoid competing with the Japanese in the U.S. small
car market--GM is set to buy small cars from Suzuki
and Isuzu and import them.

(2) Seek a fourth year of restraint at a level higher than the
current 1.68 million units (somewhere between 1.68 and
2 million units).

o Reduces cost to the U.S. economy.

o Would begin to roll back protectionist measures in
line with the Williamsburg Declaration.

o) Would be more palatable to the Japanese.

o Would help prevent major Japanese inroads into the
U.S. small car market.

o Could be perceived by American public and the Congress
as an "optical" solution rather than real and equitable
relief vis-a-vis the Japanese~-this is more of a
problem the closer you get to the 2 million unit figure.

o Could allow GM to move, by buying Japanese, out of"
the small car market taking jobs and productive
capacity away from the United States.

(3) Do not seek a fourth year of quotas, but get some -
"understanding" or "assurances" from Japan to act
responsibly in exporting autos to our market, i.e.,
no surges of imports.

o Would be seen as following-up on commitments made at
Williamsburg.

s SESRET
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o Could be used as leverage to get major ‘concessions
from Japan on other issues, such as beef and citrus.

o Would have less economic cost for U.S. economy.’
o However, could have major political costs.
o Would allow GM to move offshore in procuring small
cars.
RECOMME&DATION

We would argue that the political risks and costs are too high
for the President and the Administration without a fourth year
of Japanese auto restraints at a specific quantitative level.
Further, if the decision to seek a fourth year is based on
political considerations, which it would be, it makes sense to
reap as much political capital as possible. Therefore, we would
recommend that a fourth year of Japanese auto restraints be
sought at the current level (1.68 million units). We believe
that this would:

o Signal the President's commitment to deal firmly wifh the"
inequities in U.S.-Japanese trade relations.

o Avoid adding fuel to the protectionist fires on the Hill.

o) Take away a potential political issue from the Democrats.

o Provide a safety net fof the U.S. industry, preventing

major unexpected inroads in the U.S. market.

o Cause GM to reconsider moving out of small car production
in the United States by buying Japanese.

The Japanese may not be in a position, because of their own
domestic political situation, to accept the 1.68 million figure.
Therefore, as a negotiating fall-back, we should be prepared to
agree to a figure of 1.8 million units; a slight increase of
120,000 units over previous restraint levels. This 1.8 million
1evel should still provide all of the advantages listed above--
only with a little less certalnty.

This 1.8 million figure, while an increase in absolute terms
over the previous restraint level, would represent a decrease
in the percentage of the U.S. auto market captured by
Japanese producers. Because of our economic recovery, the
overall sales of autos in the United States are expected to
increase to around 10.2 million units. This means, in
percentage terms, the Japanese share of our market would

decrease from about 22.5 percent this year to 17 percent in
1984.

Chuck Tyson' and GastofajﬁLur concur.
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Mr. President:

Attached is a staff paper on the
Japanese automobile issue. Since

this is basically a political issue,

I propose that Bill Brock and I discuss
this with you on Tuesday at 0930

rather than discuss it at the NSC
meeting we are scheduling on the
broader US-Japan trade questions.

Robeyt C./McFarlane

SESRER-ATTACHMENT

"
4‘,\" cc: Bill Brock
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October 13, 1983
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Issue

The current Japanese automobile restraint program limiting
Japan's exports of cars to the United States expires next
spring. The Japanese have given us every indication that

they are prepared to announce another year of auto restraint
before the President's visit in mid-November. What the Japanese
are looking for is guidance on the aggregate level of auto
exports that they should announce. The restraint level for

the past three years has been 1.68 million units (cars).

Background

There is general agreement within the Administration that the
economics are against another year of auto restraints by the
Japanese. This consensus has emerged in the face of our
domestic auto producers' contentions that the imbalance in the
yven/dollar exchange rate and domestic Japanese tax benefits
give Japan's automobile industry an unfair advantage over

U.S. competitors. The economic arguments against a fourth
year of restraint are as follows:

o The U.S. auto market is expected to be stronger in 1984.
Commerce forecasts sales of 10.2 million units. This is
up from 8.0 million units in 1982 and from an estimated
9.4 million in 1983.

o Industry profits are strong. (1983 profits are expected
to be $5 - $5.5 billion, compared to total losses of $5.2
billion in 1980 through 1982.)

o Consumer costs would be high. ($2.7 billion for freezing
Japan at the current restraint level, $1.6 billion even if -
the quota is increased by 240,000 units.)

DECLASSIFIED
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Cost per job saved is high. ($212,000 for current level;
$224,000 for increased quota.)

The industry is divided. (GM wants a bigger gquota to give
room for an additional 300,000 cars GM wants to buy from
Isuzu and Suzuki. Chrysler and AMC charge GM with ceding

the small car market—--the segment in which Chrysler excels--
to Japan.) ' : :

(The forecasts above are based on a 10.2 million unit market,
assuming unrestrained Japanese imports of 2.3 million, or 22.5
percent of the market.)

From the staﬁdpoint of domestic politics, however, there is a
very strong case to be made for a fourth year of Japanese auto
restraints. The political arguments follow pretty much the

pattern outlined below:

o]

There is a perception widely held in America that the ‘U.S.-
Japanese trading relationship is inequitable.

-- While our market is wide open to Japan's exports, the
Japanese restrict access to their own market for our
own products.

In this context, Japanese autos have become a highly visible -
symbol of this inequity. ‘

If the President were not to decide on a fourth year of
restraints, he would be perceived as "selling-out" to the
Japanese. ’

The President would be accused of taking jobs away from
Americans without getting anything tangible and balanced
in return.

The Congress would use this emotional issue to revive
protectionist legislation such as the local content bill.

Moreover, some would make as much capital. as possible
out 8f it in connection with the 1984 Presidential election.

-- They would point to the record trade deficit this
. year and an even larger one next year, and to the
President's disregard for Americans' jobs.

On a more micro level, the President would lose large chunks
of votes in states that are key to winning Presidential
elections (e.g., midwestern states such as Michigan, Ohio,
Missouri and Illinois).

: SEGRET
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We see three possible options concerning a fourth year of
Japanese. auto restraints:

-

(1) Seek a fourth year of restraint at current levels

(I.68 million cars)

o]

-Economic costs to the United States would be fairly

high (as outlined above).
Political benefits, however, would be substantial.

Would serve as a catalyst to Chrysler, Ford and
American Motors to continue their efforts to compete
with the Japanese in the small car market.

Would force GM to reconsider its current planning to
avoid competing with the Japanese in the U.S. small

car market--GM is set to buy small cars from Suzuki

and Isuzu and import them.

(2) Seek a fourth year of restraint at a level higher than the

current 1.68 million units (somewhere between 1.68 and

- 2 million units).

O

O

Reduces cost to the U.S. economy.

Would begin to roll back protectionist measures in
line with the Williamsburg Declaration.

Would be more palatable to the Japanese.

Would help prevent major Japanese inroads into the
U.S. small car market.

Could be perceived by American public and the Congress
as an "optical” solution rather than real and equitable
relief vis-a-vis the Japanese--this is more of a
problem the closer you get to the 2 million unit figure.
™

Could allow GM to move, by buying Japanese, out of

the small car market taking jobs and productive
capacity away from the United States.

(3) Do not seek a fourth year of gquotas, but get some

"understanding” or "assurances" from Japan to act

responsibly in exporting autos to our market, i.e.,

no surges of imports.

(o]

Would be seen as following-up on commitments made at

SEGRET
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o} Could be used as leverage to get major concessions
from Japan on other issues, such as beef and citrus.

‘o) Would have less economic cost for U.S. economy.
- e} ~ Howeverf’coq}d have major political costs.
o Would allo@ GM to move offshore in procuring small
cars.
RECOMMENDAT ION

We would argue that the political risks and costs are too high
for the President and the Administration without a fourth year
of Japanese auto restraints at a specific quantitative level.
Further, if the decision to seek a fourth year is based on
political considerations, which it would be, it makes sense to
reap as much political capital as possible. Therefore, we would
recommend that a fourth year of Japanese auto restraints be
sought at the current level (1.68 million units). We believe
that this would:

o} Signal the President's commitment to deal firmly with the
inequities in U.S.-Japanese trade relations.

o’ Avoid adding fuel to the protectionist fires on the Hill.

o Take away a potential political issue from the Democrats.

o} Provide a safety net for the U.S. industry, preventing

major unexpected inroads in the U.S. market.

o Cause GM to reconsider moving out of small car production
in the United States by buying Japanese.

The Japanese may not be in a position, because of their own
domestic political situation, to accept the 1.68 million figure.
Therefore, as a negotiating fall-back, we should be prepared to
agree to a figure of 1.8 million units; a slight increase of
120,000 units over previous restraint levels. This 1.8 million
level should still provide all of the advantages listed above--
only with a little less certainty.

This 1.8 million figure, while an increase in absolute terms
over the previous restraint level, would represent a decrease
in the percentage of the U.S. auto market captured by
Japanese producers. Because of our economic recovery, the
overall sales of autos in the United States are expected to
increase to around 10.2 million units. This means, in
percentage terms, the Japanese share of our market would

decrease from about 22.5 percent this year to 17 percent in
1984.
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October 17, 1983

Mr. President:

Attached is a staff paper on the
Japanese automobile issue. Since
this is basically a political issue,
I propose \®® discuss this with you
on Tuesdayjat 0930 rather than
discuss iy at the NSC meeting we

’j/ Bf/ Robert C. McFarlane
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NATIONAL SECURITY COUNCIL

October 13, 1983

The :urrent Japanese automobile restraint program limiting
Japan's ex rts of cars to the United States expires next
spring. The Japanese have given us every indication that

they are prepared to announce another year of auto restraint
before the President's visit in mid-November. What the Japanese
are looking for is guidance on the aggregate level of auto
exports that they should announce. The restraint level for

the past three years has been 1.68 million units (cars).

Background

There is general agreement within the Administration that the
economics are against another year of auto restraints by the
Japanese. This consensus has emerged in the face of our
domestic auto producers' contentions that the imbalance in the
yen/dollar exchange rate and domestic Japanese tax benefits
give Japan's automobile industry an unfair advantage over

U.S. competitors. The economic arguments against a fourth
year of restraint are as follows:

o} The U.S. auto market is expected to be stronger in 1984.
Commerce forecasts sales of 10.2 million units. This is
up from 8.0 million units in 1982 and from an estimated
9.4 million in 1983.

o Industry profits are strong. (1983 profits are expected
to be $5 - $5.5 billion, compared to total losses of $5.2
billion in 1980 through 1982.)

le) Consumer costs would be high. ($2.7 billion for freezing
Japan at the current restraint level, $1.6 billion even if-
the quota is increased by 240,000 units.)
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o Cost per job saved is high. ($212,000 for current level;
$224,000 for increased gquota.)

o The industry is divided. (GM wants a bigger quota to give
room for an additional 300,000 cars GM wants to buy from
Isuzu and Suzuki. Chrysler and AMC charge GM with ceding
~the small car market--the segment in which Chrysler excels--
to Japan.)

(The forecasts above are based on a 10.2 million unit market,
assuming unrestrained Japanese imports of 2.3 million, or 22.5
percent of the market.)

From the standpoint of domestic politics, however, there is a
very strong case to be made for a fourth year of Japanese auto
restraints. The political arguments follow pretty much the
pattern outlined below:

o There is a perception widely held in America that the U.S.-
Japanese trading relationship is inequitable.

-— While our market is wide open to Japan's exports, the
Japanese restrict access to their own market for our
own products.

o In this context, Japanese autos have become a highly visible
symbol of this inequity.

o If the President were not to decide on a fourth year of
restraints, he would be perceived as "selling-out" to the
Japanese.

o} The President would be accused of taking jobs away from

Americans without getting anything tangible and balanced
in return.

o The Congress would. use this emotional issue to revive
protectionist legislation such as the local content bill.

o} Moreover, some would make as much capital as possible
out of it in connection with the 1984 Presidential election.

-- They would point to the record trade deficit this
vyear and an even larger one next year, and to the
President's disregard for Americans' jobs.

o On a more micro level, the President would lose large chunks
of votes in states that are key to winning Presidential

elections (e.g., midwestern states such as Michigan, Ohio,
Missouri and Illinois).

SEégET
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Options

We see three possible options concerning a fourth year of
Japanese auto restraints:

(1) seek a fourth year of restraint at current levels

(1.68 million cars)

O

‘Economic costs to the United States would be fairly

high (as outlined above).
Political benefits, however, would be substantial.

Would serve as a catalyst to Chrysler, Ford and
American Motors to continue their efforts to compete
with the Japanese in the small car market.

Would force GM to reconsider its current planning to
avoid competing with the Japanese in the U.S. small
car market--GM is set to buy small cars from Suzuki
and Isuzu and import them.

(2) Seek a fourth year of restraint at a level higher than the

current 1.68 million units (somewhere between 1.68 and

2 million units).

(o}

o

Reduces cost to the U.S. economy.

Would begin to roll back protectionist measures in
line with the Williamsburg Declaration.

Would be more palatable to the Japanese.

Would help prevent major Japanese inroads into the
U.S. small car market.

Could be perceived by American public and the Congress
as an "optical" solution rather than real and equitable
relief vis-a-vis the Japanese-~this is more of a
problem the closer you get to the 2 million unit figure.

Could allow GM to move, by buying Japanese, out of
the small car market taking jobs and productive
capacity away from the United States.

(3) Do not seek a fourth year of quotas, but get some

"understanding" or "assurances"” from Japan to act

responsibly in exporting autos to our market, i.e.,

no surges of imports.

o

SE§§ET

Would be seen as following-up on commitments made at
Williamsburg.



o Could be used as leverage to get major concessions
from Japan on other issues, such as beef and citrus.

o} Would have less economic cost for U.S. economy.
o However, could have major political costs.
o Would allow GM to move offshore in procuring small
cars.
RECOMMENDATION

We would argue that the political risks and costs are too high
for the President and the Administration without a fourth year
of Japanese auto restraints at a specific quantitative level.
Further, if the decision to seek a fourth year is based on
political considerations, which it would be, it makes sense to
reap as much political capital as possible. Therefore, we would
recommend that a fourth year of Japanese auto restraints be
sought at the current level (1.68 million units). We believe
that this would:

o Signal the President's commitment to deal firmly with the
inequities in U.S.-Japanese trade relations.

o Avoid adding fuel to the protectionist fires on the Hill.

o Take away a potential political issue from the Democrats.

e} Provide a safety net for the U.S. industry, preventing

major unexpected inroads in the U.S. market.

e} Cause GM to reconsider moving out of small car production
in the United States by buying Japanese.

The Japanese may not be in a position, because of their own
domestic political situation, to accept the 1.68 million figure.
Therefore, as a negotiating fall-back, we should be prepared to
agree to a figure of 1.8 million units; a slight increase of
120,000 units over previous restraint levels. This 1.8 million
level should still provide all of the advantages listed above--
only with a little less certainty.

This 1.8 million figure, while an increase in absolute terms
over the previous restraint level, would represent a decrease
in the percentage of the U.S. auto market captured by
Japanese producers. Because of our economic recovery, the
overall sales of autos in the United States are expected to
increase to around 10.2 million units. This means, in
percentage terms, the Japanese share of our market would

decrease from about 22.5 percent this year to 17 percent in
TQho0A
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- E NATIONAL SECU Y COUNCIL

October 18, 1983

UeT :
TO: ROBERT C. McFARLANE
FROM: GASTON J. SIGUR

The attached copy of a lead editorial
from this week's London Economist is
well worth your reading. It is short,
succinct and basically accurate. I
recommend that you pass it on to the
President for him to look at.

cc: Tyson
McMinn
Robinson
Martin
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MEMORANDU: SYSTEM IT 91221
NATIONAL SECURITY COUNCIL

SE T October 19, 1983

ACTION

MEMORANDUM FOR ROBERT C. McFARLANE “

FROM: DOUGLAS W. McMIN
GASTON SIGU

SUBJECT: Bill Brock's Memorandum Concerning the
President's Trip to Japan

Bill Brock has written to you (Tab A) raising very important
questions about the implications of a "get tough" policy
approach with the Japanese. Brock's concerns stem from what
he understands are preparations being developed for the
President to adopt a very tough and comprehensive stance with
Prime Minister Nakasone regarding Japanese trade, financial,
aid and security policies.

Bill Brock's overall concern with this possible policy approach
or game plan is that it carries with it considerable risk to
the President and to our critical bilateral relationship with
Japan. He cautions that, if we adopt such a policy program
with difficult demands, there must be uniformity of
Administration support and White House "will" to carry it out.
What Brock is saying here is that it may very well require a
major U.S. action(s) against Japan to get them to agree to
resolve outstanding problems to our satisfaction. Therefore,
before pursuing a "tough" integrated policy approach, you
must ensure that you are prepared to back-up your demands.
Nothing could be worse for the President and our relationship
with Japan than idle threats.

Brock goes on to lay out the pros and cons, as he sees them,
to a comprehensive approach. His views are strong and
insightful--we urge you to read them carefully.

On balance we agree with Bill Brock's assessment and analysis.
The automobile issue should stand on its own two wobbly legs,
outside of any broader package of demands or game plan for
action. The auto question is fundamentally one of election-
year domestic politics, both here and in Japan. It should be
understood as such, and resolved quickly and independently.
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The issue of whether to have a tough, integrated and comprehensive
game plan and timetable for Japanese action to resolve bilateral
trade, finance, aid, and security problems is much more difficult.

This question requires Cabinet-level review and recommendations to
the President.

We do need to have visible progress with the Japanese on our
outstanding bilateral problems. This is essential to the strength
and health of our relationship with Japan, so critical to the
safety of the Free World and to peace both regionally and globally.
We do need to be firm and businesslike with Japan in seeking
solutions to our problems. What we cannot have is a bilateral
confrontation with Japan that undermines the President's leadership
role here and abroad and jeopardizes the strength of our economic
and security relationship with the Japanese.

Attachment
TAB A Memorandum from Bill Brock

cc: Chuck Tyson
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