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MEMORANDUM FOR MR. ROBERT c. MCFAR LANEf:j~ ~ -THE WHITE HOUSE V 

We do not believe a r~ply to this letter is required or 
advisable. 

The letter was hand-carried to Washington by ROKG Commerce 
and Industry Minister Kum Jin-ho, who led the Korean Special 
Trade Mission to the United States. It parallels the letter 
President Reagan sent to President Chun in January, on the 
occasion of the U.S. trade mission's visit to Seoul. 

A reply to this letter is therefore not required . In 
addition, a recent controversial finding of dumping of Korean 
color television receivers in the U. S. market (announced the 
day after President Chun's letter was dispatched), has been met 
with great dismay by the ROKG. They do not share our view that 
anti-dumping actions are a legitimate response to unfair trade 
practices, and devising language to r eply to Pr esident Chun's 
open market rhetoric before the current issue is resolved would 
be awkward at best . 

Attachment: 

Charles Hill 
Executive Secretary 

Letter to President Reagan dated 
February 22, 1984 . 

- .. 



(Translation) 

22 February 1984 

Dear Mr. President, 

I am very pleased to dispatch my Special 
Trade Mission to the United States. This is a 
part of our endeavor to help build a stronger 
economic relationship between our two countries 
on the basis of matured partnership which was 
reaffirmed by your visit to Korea last year. 

Your visit and the visit of your Special 
Trade Mission that immediately followed have set a 
renewed momentum for Korean-u.s. trade expansion. 
I am confident that the Mission which bears this 
letter will make, on that momentum, another 
significant contribution to the promotion of our 
bilateral economic relations. 

As you have aptly mentioned in your letter of 
January 9, 1984, the growing interdependence which 
characterizes the commercial and economic relations 
between Korea and the United States will not only 
benefit our two countries but help develop a sound 
world trading system. 

I believe that lowering of trade barriers and 
resistance to protectionism, among others, are 
indispensable measures for this end. Last November, 
Mr. President, we both noted, in our Joint 
Statement, the importance of keeping global 
economic recovery not hindered by reversion to 
protectionism, and to the increasing need for 
coordinated actions by our two governments in this 
direction. 

His Excellency 
Ronald W. Reagan 

President of the 
United States of America 

I 



I can assure you that Korea has always been 
and will continue to be mindful of these objectives. 
Indeed, our mutual commitment to the fundamental 
principle of free trade is bound to bring great 
prosperity to us all. 

I know, Mr. President, you share my hope that 
the Mission will carry out its tasks with success 
and thereby contribute to further strengthening of 
our ties of friendship. 

Sincerely yours, 

/s/ Chun Doo Hwan 
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(Translation) 

22 February 1984 

Dear Mr. President, 

I am very pleased to dispatch my Special 
Trade Mission to the United States. This is a 
part of our endeavor to help build a stronger 
economic relationship between our two countries 
on the basis of matured partnership which was 
reaffirmed by your visit to Korea last year. 

Your visit and the visit of your Special 
Trade Mission that immediately followed have set a 
renewed momentum for Korean-u.s. trade expansion. 
I am confident that the Mission which bears this 
letter will make, on that momentum, another 
significant contribution to the promotion of our 
bilateral economic relations. 

As you have aptly mentioned in your letter of 
January 9, 1984, the growing interdependence which 
characterizes the commercial and economic relations 
between Korea and the United States will not only 
benefit our two countries but help develop a sound 
world trading system. 

I believe that lowering of trade barriers and 
resistance to protectionism, among others, are 
indispensable measures for this end. Last November, 
Mr. President, we both noted, in our Joint 
Statement, the importance of keeping global 
economic recovery not hindered by reversion to 
protectionism, and to the increasing need for 
coordinated actions by our two governments in this 
direction. 

His Excellency 
Ronald w. Reagan 

President of the 
United States of America 



I can assure you that Korea has always been 
and will continue to be mindful of these objectives. 
Indeed, our mutual commitment to the fundamental 
principle of free trade is bound to bring great 
prosperity to us all. 

I know, Mr. President, you share my hope that 
the Mission will carry out its tasks with success 
and thereby contribute to further strengthening of 
our ties of friendship. 

Sincerely yours, 

/s/ Chun Doo Hwan 
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NATIONAL SECURITY COUNCIL 

REFERRAL 

MEMORANDUM FOR. STATE SECRETARIAT 

DEPARTMENT OF STATE 

DOCUMENT DESCRIPTION : TO; PRESIDENT 

SOURCE . CHUN 000 HWAN 

DATE: 22 FEB 84 

KEYWORDS: KOREA 

HS 

INTL TRADE 

SUBJ : INTRO LTRS FOR KOREAN SPECIAL TRADE MISSION 

:ru::QUIRED ACTION. RECOMMENDATIONS/ DRAFT REPLY 

DUEDATE ; 09 MAR 84 

COMMENTS 

ID 8401857 

DATE ~ 05 MAR 84 

FOR ROBERT M. KIMMITT 

EXECUTIVE SECRETARY 



NATIONAL SECURITY COUNCIL 

REFERRAL 
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MEMORANDUM FOR. STATE SECRETARIAT 

DEPARTMENT OF STATE 

ID 8401857 
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SOURCE . CHUN DOO HWAN 

DATE : 22 FEB 84 

KEYWORDS : KOREA 
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INTL TRADE 

SUBJ : INTRO LTRS FOR KOREAN SPECIAL TRADE MISSION 

REQUIRED ACTION . RECOMMENDATIONS/ DRAFT REPLY 

DUEDATE : 09 MAR 84 

COMMENTS 
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FOR ROBERT M. KIMMITT 

EXEC UTIVE SECRETARY 
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DEPARTM ENT OF HEALTH & HUMA N SERVICES Health Care Financing Administrati or 

FQA8-22 

Mrs. a. s. Green 
8436 Blackburn Avenue 
Los Angeles, California 90048 

Dear Mrs. Green: 

MAY 2 4 1984 
6325 Security Boulevard 
Baltimore, MD 21207 

Mrs . Reagan has asked me to thank you for your letter regarding a 
child needing medical care in California. 

Unfortunately your letter <loes not contain enough information for me 
to assist you. If you will provide the necessary information such as 
the child and parents full names, address and the exact nature of the 
child's illness, I will be g lad to have my staff look into the matter. 

cc: 
The White House 

Sincerely yours, 

Henry R. Desmarais, M.D. 
Director 
Bureau of Eligibility, 

Reimbursement and Coverage 
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T H E W H I T E H O U S E 

REFERRAL 

TO: DEPARTMENT OF HEALTH AND HUMAN SERVICES 
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226325 

LETTER, DATED MAY 2, 1984 

MRS . REAGAN 

MRS . H. S. GREEN 
8436 BLACKBURN AVENUE 
LOS ANGELES CA 90048 

MAY 14, 1984 

SUBJECT: SEEKS HELP FOR A CHILD IN CALIFORNIA -
MISTAKENLY FEELS THAT THE KOREAN CHILDREN 
BROUGHT TO THE U.S. WERE PAID FOR BY U.S. 
TAX PAYERS 

PROMPT ACTION IS ESSENTIAL -- IF REQUIRED ACTION HAS NOT BEEN 
TAKEN WITHIN 9 WORKING DAYS OF RECEIPT, PLEASE TELEPHONE THE 
UNDERSIGNED AT 456-7486. 

RETURN CORRESPONDENCE, WORKSHEET AND COPY OF RESPONSE 
(OR DRAFT) TO: 
AGENCY LIAISON, ROOM 91, THE WHITE HOUSE 

SALLY KELLEY 
DIRECTOR OF AGENCY LIAISON 
PRESIDENTIAL CORRESPONDENCE 
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THE WHITE HOUSE 

WASHINGTOr\J 

June 21, 1984 

Dear Chairman McKinnon: 

Your recent letters to Messrs. Baker and Deaver concerning 
the pending dispute between the United States and Korea over 
air route rights have been referred to me for consideration 
and direct reply. In those letters and accompanying briefing 
papers you outlined the facts surrounding the dispute and 
the various arguments on both sides. 

We appreciate having the benefit of your informed views on 
this matter, and I have taken the liberty of sharing them 
with the Department of Tra_~sportatio.n, which, as you know, 
is deeply involved in . the pending dispute. Once again, 
thank you for advising us of your concerns in this area. 

The Honorable Dan McKinnon 
Chairman 
Civil Aeronautics Board 
Washington, D.C. 20428 

FFF:JGR:aea 6/21/84 

Sincerely, 

Ori g. s1gncd by FYF 

Fred F. Fielding 
Counsel to the President 

bee: FFFielding/JGRoberts/Subj/Chron 



i"i-1~ WHI TE HOU SE 

WASHINGTON 

June 15, 1984 

MEMORANDUM FOR MICHAEL K. DEAVER 
ASSISTANT TO THE PRESIDENT 
DEPUTY CHIEF OF STAFF . 

FROM: 

SUBJECT: 

FRED F. FIELDING 
COUNSEL TO THE PRESIDENT 

Correspondence from Civil Aeronautics Board 
Chairman Dan McKinnon on Korean Route Dispute 

Attached for your information is a copy of my reply to the 
letter Chairman Dan McKinnon of the Civil Aeronautics Board 
wrote you, concerning the pending dispute between the United 
States and Korea over air route rights. Also attached is a 
copy of my memorandum to th~ Department of Transportation, 
referring McK~nnon's letter. 

Attachment 

cc: Craig L. Fuller 
Assistant to the President 

for Cabinet Affairs 

FFF:JGR:aea 6/15/84 
bee: FFFielding/JGRoberts/Subj/Chron 



THE WHITE HOUSE · 

WASHINGTON 

June 15, 1984 

MEMORANDUM FOR JAMES W. CICCONI 

FR,OM: 

SUBJECT: 

SPECIAL ASSISTANT TO THE PRESIDENT 
SPECIAL ASSISTANT TO THE CHIEF OF STAFF 

FRED F. FIELDING Ori r,. ei,g-ned b v T•'TT'F 
COUNSEL TO THE PRESIDENT u • • 

Correspondence from Civil Aeronautics Board 
Chairman Dan McKinnon on Korean Route Dispute 

Attached for your information is a copy of my reply to the 
letter Chairman Dan McKinnon of the Civil Aeronautics Board 
wrote to Mr. Baker, concerning the pending dispute between 
the United States and Korea over air route rights. Also 
attached is a copy of my memorandum to the Department of 
Transportation, referring McKinnon'a letter. 

Attachment 

cc: Craig L. Fuller 
Assistant to the President 

for Cabinet Affairs 

FFF:JGR:aea 6/15/ 84 
cc: FFFielding/JGFoberts/Subj/Chron 



THE WHITE HOUSE. 

W t.. ~ H I t✓ G 1 0 t-.i 

June 15, 1984 

MEMORANDUM FOR MATT SCOCOZZA 

FROM: 

SUBJECT: 

ASSISTANT SECRETARY OF TRANSPORTATION 
FOR POLICY 

FRED F. FIELDING (h·Lri;. 0.i gned by T':1'F 
COUNSEL TO THE PRESIDENT 

Correspondence from Civil Aeronautics Board 
Chairman Dan McKinnon on Korean Route Dispute 

Attached for your information is correspondence from Chairman 
Dan McKinnon of the Civil Aeronautics Board, concerning a 
pending dispute between the United States and Korea over air 
route rights. The correspondence is submitted for whatever 
review and consideration you deem appropriate. I have 
written Chairman McKinnon thanking him for his letters, and 
advising him that I have shared them with the Department of 
Transportation. • 

Many thanks. 

Attachment 

FFF:JGR:aea 5/15/84 
cc: FFFielding/JGRoberts/Subj/Chron 



THE WHITE HOUSE 

WASHINGTON 

Suspense Date __________ _ 

MEMORANDUM FOR: ~ • 
FROM: 

ACTION 

DIANNA G. HOLLAND 

Approved 

Please handle/review 

For your information 

For your recommendation 

For the files 

Please see me 

Please prepare response for 
______ signature 

As we discussed 

Return to me for filing 

COMMENT 

Cl.w-dx<< 

dhv~ 



THE WHITE HOUSE 

WASHINGTON 

May 22, 1984 

MEMO TO CRAIG ULLER 

FROM: 

Th nks. 

B L SITTMANN 

get a draft respo~ ~-
pff' 

WtvP~ 
F 



Dear Mike: 

THE CHAIRMAN 
OF THE 

CIVIL AERONAUTICS BOARD 

WASHINGTON, D . C . 2O 428 

May 21, 1984 

This is to alert you to an issue which will most 
likely become a high level political problem. 

Korean Airlines has refused to sign a purchase 
order with McDonnell Douglas for six MD-80s unless 
they get the route rights as mentioned in the en­
closed briefing paper. 

This trade off of aircraft sales for route rights 
would set a dangerous precedent which every country 
in the world would utilize to the detriment of U. S . 
commercial aviation . It should never be done . 

As you'll read, the issues go even deeper -- the 
Carter Administration made a very bad deal. This 
Administration must not give in to Korea's threa~, 
and since they were first to refuse to fulfill a 
commitment, it gives the United States a way to get 
out of it. 

I just want to bring this to your attention, as you'll 
probably be hearing more about it. 

Enclosure 

Honorable Michael K. Deaver 
Deputy Chief of Staff and 
Assistant to the President 
The White House 
Washington, D. C. 20500 

Q Q i--;; n '::• q 
(.;,; ( ~ ,' J ,✓ t u 



U.S. AVIATION SITUATION WITH KOREA AND 
IMPENDING CRISIS 

PROBLEM: Korea wants route rights to Oakland, Chicago and 
beyond one point to Europe contained in a 1980 
MOU in which Korea was to provide certain cargo 
facilities by March 1981. Korea has never pro­
vided the required facilities. 

FORMER POLICY: Under the Carter Administration, the idea in 
aviation bilaterals was to give away valuable 
route rights into the U.S. to create competition. 
There was no concern where competition ·came from 
or the cost to the U.S. for that competition -­
just a frantic effort to create competition with 
the belief the consumer was the winner. 

FACTS: 

Result was entry of many foreign carriers who 
were more than willing to take advantage of this 
new generous U.S. policy. Net result was to 
dilute U.S. carriers' traffic by many foreign 
carriers and countries who provided little • 
passenger or cargo traffic. Basically, many were 
poachers and drained away revenues from our 
carriers. The also kept restrictive rules in 
place that made true competition in their countries 
difficult for our carriers so they had their cake 
and ate it too. 

It was this policy that promised Korea hundreds of 
millions of dollars of valuable aviation · route 
rights for a $4.5 million cargo hangar -- due to be 
built by March 1981. The Koreans never built it. 

This competition's only result was to dilute U.S. 
carriers' earnings and, since all foreign countries 
closely control prices, the consumers gained 
nothing in pricing but only more carrier options 
for travel. 

In April 1983, Flying Tiger wrote a letter to the 
State Department ostensibly withdrawing its ob­
jections to the implementation of the rights 
granted to Korea under the 1980 MOU. KAL demanded 
that FTL write the letter before KAL would complete 
a 5-million dollar transaction,involving the pur­
chase of cargo facility space at New York from 
Tigers. Tigers was in dire economic straits at the 
time and wrote the letter as demanded. 

C 



. . 

GATT agreement says signatories agree to avoid 
attaching inducements of any kind to the sale or 
purchases of civil aircraft. 

POLITICAL PRESSURES: 

Favoring Korea-ROK government will request U.S. to honor its 
commitment and state ROK is now ready to honor the 
requirement to build the hangar. ROK will say U.S. 
never renegs on agreements. In addition, they will 
say Flying Tigers didn't properly follow through on 
exercise of their rights to build the hangar. (not 
so) 

Opposing Korea 

McDonnell Douglas will say order by Korean Airlines 
(KAL) for 6 to 9 MD-80s worth about $300 million 
is being cancelled in retaliation if KAL does not 
get the route rights. "What's one more airline 
flying into CHI?" they say. Those aircraft pur­
chases are mainly to replace aging domestic planes 
and at the present time only McDonnell Douglas or 
Boeing can provide the aircraft. 
(To support a $300 million aircraft purchase, an 
airline needs to gain revenues of roughly one­
half of aircraft cost ($150 million) per year. 
Since aviation between the U.S. and the ROK is 
not growing at that rate, revenues must come out 
of another carrier's income--mostly U.S.carriers-­
since all competitive conditions affecting our 
carriers is tightly controlled in Korea. Currently, 
Korea has about 80% of the market. 

STR will say MD-80 sale will help balance of pay­
ment. Lost sales is threatened to go to Airbus. 

East Asian Bureau (State) will say its important 
to give KAL rights to show friendship to Korea. 
This division of State told ROK we'll let them 
have rights. (No prior clearance with any other 
government agencies involved~) 

Flying Tigers will say why should they be penalized 
and finance U.S. policy to help ROK through added 
competition, especially through CHI which is their 
hub. They have lost millions in recent years and 
these rights threaten their very existence. They 
are angry over original MOU which was forced on 
our carriers by Carter Administration. Their re­
tort to "What's one more carrier in CHI?" is 
"What's a couple more Airbus aircraft?" 

Northwest Airlines will point out ROK and KAL 
for years have ignored bilateral requirements to 
allow operating conditions that allow for fair 



competition in Korea. (They have pages of com­
plaints -- small individually -- but added up 
virtually gut their Korean operation compared to 
KAL). NW hangar facilities are 4th rate and ROK 
has done nothing to alleviate their cargo handling 
problems, as was required by the bilateral to be 
done in 1981. 

Department of Defense -- Sec. Weinberger has 
written Sec. Schultz that FTL serves CRAP program 
with 17 747s and the U.S. should make no agreement 
that could weaken that reserve defense lift 
capability. 

CAB -- feels window of opportunity for Korea to 
exercise rights closed. It closed in 1981. CAB 
feels no rights should be granted to KAL for CHI 
or beyonds. The original deal was heavily im­
balanced in favor of ROK. Today's U.S. aviation 
policy is being closely watched by other countries 
to see if we mean business when we say there are 
no more giveaways (Carter era) and all bilaterals 
must be balanced. Are we requiring countries to 
live up to agreements or always caving? Chairman 
Dan McKinnon says this is an example of a case the 
U.S. needs to be tough on. If we want to help ROK, 
all taxpayers should pay the costs -- not FTL 
and NW. 

Economic Bureau (State) -- This is not a balanced 
agreement. ROK did not honor the original terms, 
so there is no obligation for U.S. to ho"nor our 
end of the deal. 

DOT , this deal is not healthy for U.S. aviation 
interests. Trade and aviation issues should not 
be mixed. The bilateral is inoperative since ROK 
did not live up to the terms of the deal back in 
1981. 

CURRENT SITUATION: 

Negotiations with ROK took place April 2-3. U.S. 
Delegation said don't build hangar in reliance 
on 1980 MOU -- means no route rights to CHI and 
beyonds. ROK upset but aware they stiffed U.S. 
since 1981. Renewed negotiation scheduled this 
June. Now all parties conducting intense lobby­
ing effort in USA. Pro U.S. parties say don't 
give CHI and beyonds. Pro ROK saying give ROK a 
second chance to fulfill terms of the original 
Carter deal. 

RECOMMENDATION: Stick to tough U.S. aviation policy. If we don't 
on this clear-cut issue -- U.S. credibility and 



Prepared by: 

Dan McKinnon 

that of this Administration is meaningless 
with all foreign countries. The Reagan Ad­
ministration supposedly brought in tough 
people to say no to giveaways. If we give in 
on the Korean situation, we will be no different 
than the Carter Administration, and all tough 
talk on a reversal of U.S. aviation policy that it 
now must be balanced will have no worldwide 
credibility. 

Unfortunately, this is a decision that can't be 
compromised. Either KAL is allowed into CHI or not. 
Delay is not a compromise -- because the damage 
done to U.S. carriers will still be done. 

Chairman, Civil Aeronautics Board 

April 24, 1984 
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THE WH I TE HOUSE 

WASHINGTO N 

June 21, 1984 

Dear Chairman McKinnon: 

Your recent letters to Messrs. Baker and Deaver concerning 
the pending dispute between the United States and Korea over 
air route rights have been referred to me _ for consideration 
and direct reply. In those letters and accompanying briefing 
papers you outlined the facts surrounding the dispute and 
the various arguments on both sides. 

We appreciate having the benefit of your informed views on 
this matter, and I have taken the liberty of sharing them 
with the Department of Tra_~sportation, which, as you know, 
is deeply involved in the pending dispute. Once again, 
thank you for advising us of your concerns in this area. 

/ 

The Honorable Dan 
Chairman 
Civil Aeronautics 
Washington, D.C. 

McKinnon 

Board 
20428 

FFF:JGR:aea 6/21/84 

Sincerely, 

Orig . Bigned by FFF 

Fred F. Fielding 
Counsel to the President 

bee: FFFielding/JGRoberts/Subj/Chron 



THE WHITE HOUSE 

WASHINGTON 

June 16, 1984 

MEMORANDUM FOR FRED F. FIELDING 

FROM: 

SUBJECT: 

JOHN G. ROBERT~ 

Korean Airlines' Refusal to Sign a 
Purchase Order With McDonnell Douglas 
for 6 MD-80s Unless Given Route Rights 

Dan McKinnon, Chairman of the Civil Aeronautics Board, has 
sent identical letters to Mr. Baker and Mr. Deaver, con­
cerning a pending dispute involving Korean Air Lines (KAL). 
According to McKinnon, the Carter Administration foolishly 
agreed in 1980 to give KAL route rights to Oakland and 
Chicago in exchange for a Korean agreement to provide 
certain cargo facilities by March 1981. Korea has not yet 
built the facilities, and the United States -- or at least 
some elements in the Government -- are attempting to rescind 
the route commitment. KAL, in response, has threatened not 
to purchase six aircraft it has ordered from McDonnell 
Douglas unless it gets the routes in question. 

In his letter and accompanying briefing paper, McKinnon 
contends that aircraft sales should never be allowed to be a 
factor in route cases, and that the United States should 
avail itself of the opportunity - - presented by Korea's 
default on the 1980 agreement -- to get out from under a 
misguided "give away" of valuable routes to KAL. He in­
dicates that this is the position of the CAB, Defense, 
Transportation, and the Economic Bureau at State, as well 
as, not surprisingly, KAL's competitors (Flying Tigers and 
Northwest). McDonnell Douglas, USTR, and the East Asian 
Bureau at State support KAL. 

I contacted Matt Scocozza, Assistant Secretary of Trans­
portation for Policy, for more information on the dispute. 
Scocozza is heading up the Administration handling of the 
matter. Scocozza noted that McKinnon's views were widely 
known to those reviewing the dispute. He recommended that 
the White House simply thank McKinnon for sharing those 
views, refer the letters to Transportation, and not 
otherwise become involved. According to Scocozza, further 
negotiations with the Koreans are scheduled for September. 
The matter is not at this point -- and may never be -- a 
section 801 case submitted for formal Presidential review. 



- 2 -

I agree with Scocozza's recommendation. It is somewhat 
unusual for the head of an independent regulatory agency to 
send a letter to Presidential aides on a pending matter. I 
do not consider it necessarily improper, however, since the 
resolution of the dispute with the Koreans involves 
executive branch actions and is only partly under the 
jurisdiction of the CAB. I have attached a draft letter 
from you to McKinnon, thanking him for his views and 
advising him that we have referred his correspondence to 
Transportation. Memoranda to Scocozza, Baker, and Deaver 
are also attached. 

Attachments 



THE WHITE HOUSE 

WASHINGTON 

June 15, 1984 

MEMORANDUM FOR MICHAEL K. DEAVER 
ASSISTANT TO THE PRESIDENT 
DEPUTY CHIEF OF STAFF 

..... r rw 
FRED F. FIELDING Orig· ; G"·:'· d -.;y - -FROM: 

SUBJECT: 

COUNSEL TO THE PRESIDENT 

Correspondence from Civil Aeronautics Board 
Chairman Dan McKinnon on Korean Route Dispute 

Attached for your information is a copy of my reply to the 
letter Chairman Dan McKinnon of the Civil Aeronautics Board 
wrote you, concerning the pending dispute between the United 
States and Korea over air route rights. Also attached is a 
copy of my memorandum to the Department of Transportation, 
referring McKinnon's letter. 

Attachment 

cc: Craig L. Fuller 
Assistant to the President 

for Cabinet Affairs 

FFF:JGR:aea 6/15/84 
bee: FFFielding/JGRoberts/Subj/Chron 



THE WHITE HOUSE 

WASHINGTON 

June 15, 1984 

MEMORANDUM FOR JAMES W. CICCONI 

FROM: 

SUBJECT: 

SPECIAL ASSISTANT TO THE PRESIDENT 
SPECIAL ASSISTANT TO THE CHIEF OF STAFF 

FRED F. FIELDING Orig. eigned bv FWF 
COUNSEL TO THE PRESIDENT - •• 

Correspondence from Civil Aeronautics Board 
Chairman Dan McKinnon on Korean Route Dispute 

Attached for your information is a copy of my reply to the 
letter Chairman Dan McKinnon of the Civil Aeronautics Board 
wrote to Mr. Baker, concerning the pending dispute between 
the United States and Korea over air route rights. Also 
attached is a copy of my memorandum to the Department of 
Transportation, referring McKinnon's letter. 

Attachment 

cc: Craig L. Fuller 
Assistant to the President 

for Cabinet Affairs 

FFF:JGR:aea 6/15/84 
cc: FFFielding/JGRoberts/Subj/Chron 



THE WHITE HOUSE 

WASHINGTON 

June 15, 1984 

MEMORANDUM FOR MATT SCOCOZZA 

FROM: 

SUBJECT: 

ASSISTANT SECRETARY OF TRANSPORTATION 
FOR POLICY 

FRED F. FIELDING Orig. signed by FFF 
COUNSEL TO THE PRESIDENT 

Correspondence from Civil Aeronautics Board 
Chairman Dan McKinnon on Korean Route Dispute 

Attached for your information is correspondence from Chairman 
Dan McKinnon of the Civil Aeronautics Board, concerning a 
pending dispute between the United States and Korea over air 
route rights. The correspondence is submitted for whatever 
review and consideration you deem appropriate. I have 
written Chairman McKinnon thanking him for his letters, and 
advising him that I have shared them with the Department of 
Transportation. 

Many thanks. 

Attachment 

FFF:JGR:aea 5/15/84 
cc: FFFielding/JGRoberts/Subj/Chron 



THE WHITE HOUSE 

WASHINGTON 

May 22, 1984 

MEMORANDUM FOR FRED F. FIELDING 

FROM: JAMES W. CICCONI~ 

SUBJECT: Letter from CAB Chairman 

Attached is a letter from Dan McKinnon, Chairman of the 
Civil Aeronautics Board. 

Could the Counsel's Office please respond directly to 
Mr. McKinnon, on JAB's behalf? 

Thanks. 

cc: Craig Fuller 
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THE CHAIRMA N 
OF TH E / 

CIVIL AERONAUTICS BOARD < 

W AS HI NGTO N, D . C . 20428 ~ \ 

70 
J 

May 18, 1984 \ L l O ,,(:r.t,1. 

C fl'->¥-~ o\'t, 

')~ ~\S_\~ ,-\ 
Dear Jim: 

This is to alert you to an issue which will 
most likely become a high level political 
problem. 

Korean Airlines has refused to sign a purchase 
order with McDonnell Douglas for six MD-80's 
unless they get the route rights as mentioned 
in the enclosed briefing paper . 

This trade off of aircraft sales for route rights 
would set a dangerous precedent which every 
country in the world would utilize to the detriment 
of U. S. commercial aviation. It should never be 
done. 

As you'll read, the issues go even deeper -- the 
Carter Administration made a very bad deal. This 
Administration must not give in to Korea's threat, 
and since they were first to refuse to fulfill 
a commitment , it gives the United States a way 
to get out of it . 

I just want to bring this to your attention, 
as you'll probably be hearing more about it. 

Enclosure 

Honorable James A. Baker III 
Chief of Staff and 
Assistant to the President 
The White House 
Washington, D. C. 20500 



U.S. AVIATION SITUATION WITH KOREA AND 
IMPENDING CRISIS 

PROBLEM: Korea wants route rights to Oakland, Chicago and 
beyond one point to Europe contained in a 1980 
MOU in which Korea was to provide certain cargo 
facilities by March 1981. Korea has never pro­
vided the required facilities. 

FORMER POLICY: Under the Carter Administration, .the idea in 
aviation bilaterals was to give away valuable 
route rights into the U.S. to create competition. 
There was no concern where competition came from 
or the cost to the U.S. for that competition -­
just a frantic effort to create competition with 
the belief the consumer was the winner. 

FACTS: 

Result was entry of many foreign carriers who 
were more than willing to take advantage of this 
new generous U.S. policy. Net result was to 
dilute U.S. carriers' traffic by many foreign 
carriers ana countries who provided little 
passenger or cargo traffic. Basically, many were 
poachers and drained away revenues from our 
carriers. The also kept restrictive rules in 
place that made true competition in their countries 
difficult for our carriers so they had their cake 
ana ate it too. 

It was this policy that promised Korea hundreds of 
millions of dollars of valuable aviation route 
rights for a $4. 5 million cargo hangar --- due to be 
built by March 1981. The Koreans never built it. 

This competition's only result was to dilute U.S. 
carriers' earnings and, since all foreign countries 
closely control prices, the consumers gained 
nothing in pricing but only more carrier options 
for travel. 

In April 1983, Flying Tiger wrote a letter to the 
State Department ostensibly withdrawing its ob­
jections to the implementation of the rights 
granted to Korea under the 1980 MOU. KAL demanded 
that FTL write the letter before KAL would complete 
a 5-million dollar transaction,involving the pur­
chase of cargo facility space at New York from 
Tigers. Tigers was in dire economic straits at the 
time and wrote the letter as demanded. 

C 



GATT agreement says signatories agree to avoid 
attaching inducements of any kind to the sale or 
purchases of civil aircraft. 

POLITICAL PRESSURES: 

Favoring Korea-ROK ~overnment will request U.S. to honor its 
commitment and state ROK is now ready to honor the 
requirement to build the hangar. ROK will say U.S. 
never renegs on agreements. In addition, they will 
say Flying Tigers didn't properly follow through on 
exercise of their rights to buil~ the hangar. (not 
so) 

Opposing Korea 

McDonnell Douglas will say order by Korean Airlines 
(KAL) for 6 to 9 MD-80s worth about $300 million 
is being cancelled in retaliation if KAL does not 
get the route rights. "What's one more airline 
flying into CHI?" they say. Those aircraft pur­
chases are mainly to replace aging domestic planes 
and at the present time only McDonnell Douglas or 
Boeing can provide the aircraft. 
(To support a $300 million aircraft purchase, an 
airline needs to gain revenues of roughly one­
half of aircraft cost ($150 million) per year. 
Since aviation between the U.S. and the ROK is 
not growing at that rate, revenues must come out 
of another carrier's income--mostly U.S.carriers-­
since all competitive conditions affecting our 
carriers is tightly controlled in Korea. Currently, 
Korea has about 80% of the market. 

STR will say MD-80 sale will help balance of pay­
ment. Lost sales is threatened to go to Airbus. 

East Asian Bureau (State) will say its important 
to give KAL rights to show friendship to Korea. 
This division of State told ROK we'li let them 
have rights. (No prior clearance with any other 
government agencies involved.) 

Flying Tigers will say why should they be penalized 
and finance U.S. policy to help ROK through added 
competition, especially through CHI which is their 
hub. They have lost millions in recent years and 
these rights threaten their very existence. They 
are angry over original MOU which was forced on 
our carriers by Carter Administration. Their re­
tort to "What's one more carrier in CHI?" is 
"What's a couple more Airbus aircraft?" 

Northwest Airlines will point out ROK and KAL 
for years have ignored bilateral requirements to 
allow operating conditions that allow for fair 



competition in Korea. (They have pages of com­
plaints -- small individually -- but added up 
virtually gut their Korean operation compared to 
KAL). NW hangar facilities are 4th rate and ROK 
has done nothing to alleviate their cargo handling 
problems, as was required by the bilateral to be 
done in 1981. 

Department of Defense -- Sec. Weinberger has 
written Sec. Schultz that FTL serves CRAF program 
with 17 747s and the U.S. should -make no agreement 
that could weaken that reserve defense lift 
capability. 

CAB -- feels window of opportunity for Korea to 
exercise rights closed. It closed in 1981. CAB 
feels no rights should be granted to KAL for CHI 
or beyonds. The original deal was heavily im­
balanced in favor of ROK. Today's U.S. aviation 
policy is being closely watched by other countries 
to see if we mean business when we say there are 
no more giveaways (Carter era) and all bilaterals 
must be balanced. Are we requiring countries to 
live up to agreements or always caving? Chairman 
Dan McKinnon says this is an example of a case the 
U.S. needs to be tough on. If we want to help ROK, 
all taxpayers should pay the costs -- not FTL 
and NW. 

Economic ~ureau (State) -- This is not a balanced 
agreement. ROK did not honor the original terms, 
so there is no obligation for U.S. to honor our 
end of the deal. 

DOT this deal is not healthy for U.S. aviation 
in t erests. Trade and aviation issues should not 
be mixed. The bilateral is inoperative since ROK 
did not live up to the terms of the deal back in 
1981. 

CURRENT SITUATION: 

Negotiations with ROK took place April 2-3. U.S. 
Delegation said don't build ha ngar in reliance 
on 1980 MOU -- means no route rights to CHI and 
beyonds. ROK upset but aware they stiffed U.S. 
since 1981. Renewed negotiation scheduled this 
June. Now all parties c~nducting intel/se lobby­
ing effort in USA. Pro U.S. parties say don't 
give CHI and beyonds. Pro ROK saying give ROK a 
second chance to fulfill terms of the original 
Carter deal. 

RECOMMENDATION: Stick to tough U.S. aviation policy. If we don't 
on this clear-cut issue -- U.S. credibility and 
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that of this Administration is meaningless 
with all foreign countries. The Reagan Ad­
ministration supposedly brought in tough 
people to say no to giveaways. If we give in 
on the Korean situation, we will be no different 
than the Carter Administration, and all tough 
talk on a reversal of U.S. aviation policy that it 
now must be balanced will have no worldwide 
credibility. 

Unfortunately, this is a decision that can't be 
compromised. Either KAL is allowed into CHI or not. 
Delay is not a compromise -- because the damage 
done to U.S. carriers will still be done. 

Chairman, Civil Aeronautics Board 

April 24, 1984 




