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PARIS ALSO FOR USOECD, USEC 
FOR SOB HORHATS FROM AnBASSAOOR 

E.O. 12IJ65: GOS 4/13188 {MANSFIELD, MICHAELI OR·M 

AGST ECON, OVIP !REAGAN, ROrlALO), PEPR 

SUBJECT: AMBASSADOR ' S VI [\IS 0~ VERSAILLES SUMMIT 

REF: Al S~ 098613 

1. coiJ,io"ENTIAL ENT IRE TEXT 

7.. I 1/ELCOM( THIS OPPORTUNITY TO CONI\ENT ON TKE 

SUBSTANCE OF THE VERSAILLES SUMMIT AS SEEN FROM 
JAPAN, THE FOLLO\lli/G GIVES SOHE GENERAL VIEWS, 

~ND THEN SOME SPoCIFIC COMMENTS ON THE ISSUES 

TARE LIXELY TO BE RAISED AT THE SUMMIT. 

3. THE JAPA~ESE SEE THE SUMMIT AS AN EXCELLENT 

CHAt4CE FOR A F~ANX EXC~ANGE OF V![\1$ AHONG 

THE LEADERS OF THE \IORLO ' S ~OST IMPORTANT 

I IIDUS TR: Ali lE O OE MOC RAC IE S. THEY SEE THE 

MEETING AS AN OCCASION TO OEEPEtl THE PERSONAL 
~ELAT IONSHIPS BETWEEN PRIME MINISTER SUZUKI 

AND HIS COLLEAGUES, AS IIELL AS Atl OPPORTUNITY 

TO SHORE UP SUZUKI'S DOMESTIC STANOl~G BY 

SHO\IING KIM AS AM IMPORTANT IHTERNATIONAL LEADER. 

THE GCJ OOES 140T SEE THE SUMMIT AS Atl OCCASION 

FOR NEGOTIATION, ~NO CERT~INLY NOT Ot4 THE ISSUE 

ON IIHICH THEY ARE MOST VULNERABLE • • TRADE. 

THUS ONE OF THE PRINCIPAL GOJ GOAL S IS A 

tJEGATIVE Ollc OF SErnl:lG TO AVOJD HAVING THE 

OlHE~ sunHIT PA~TI Cl?ANTS "GANG UP" ON JAPAN 

011 THE TRADE ISSUES. OF COURSE, A GOOC DEAL 

Of THE CONTROL OVER \/~ETHER OR tlOT THI S HAP?f.NS 

RE STS li\T~ JAPAN: TF THE PROGRESS CF TRADE: 

~:srnALIZATION MEASURES SCHEDULED TO BE 

~JIHOUIJCEO NAY 7 DEMO)/ST~ATES JAPANESE RE SOl VE 
TO INTERN;,,TIONALilE ITS [CONOMY, THEN JAPAN 

llill H~VE LESS TO FEAR. IF NOT, THEY ARE 

Ll~ELY TO KEAR SOME DIFFICULT IIORDS, OT~ER 

ISSUES Of MORE "POSITIVE" CONCERN TO THE GOJ 

INCLUDE MACROECONOMICS AND THE REV ITAL llATION 
Of THE \IORLO ECONOMY, NORTH/SOUTH ISSUES AND 

ENERGY SECURITY. SPECIFIC COMMENTS ON MAIN 

ISSUES FOLL OIi. 

4. A PRINCIPAL POSITIVE GOAL OF THE JAPANESE 

IS REAFFIRr1ATlON OF A COMI\ON A?PROACH BY THE 

IIESTERN DEMOCRACIES ~F \IHICH JAPAN CLEARLY 

CONSIDERS ITSELF A NEl16ER) TO SUCH CRITICAL 

ISSUES AS AFGHANISTAN, POLAND ANO, IF POSSIBLE, 

THE MIDDLE EAST. UNTIL OTTA\/A, THE JAPANESE 

\/ERE Al MOST AS \/ARY AS THE FRfKCH OF SEE I NG iHE 

SUMMIT CONVERTED INTO A "POLITICAL" ONE, BUT ✓ 

JAPANESE NEDIA REACTION TO THE ONE DAY CF / 
POLITICAL DISCUSSION AT OTTAIIA ~AS SO / 
FAVORABLE TKAT THE JAPANESE H0VE NQH oaaep,o · 
THE ADJECTIVE "ECONOMIC' YHEM HEFERRlNG TO 

THE SEVEN·NAfldN GATHERING. THE GOJ CLEARLY 

HOPES THAT DH iNiERNATIONAl PCLJTtCAL ISS 
TRE 1/ATCHIIORD WILL BE •~rfY.OF THE I/EST"; 

THIS I/Ill MAKE IT EASIER Nif:Y't T-0-~ NUE 

TO NAINTAlN SANCTIONS ON THE SOVIETS QS \/ELL 

AS TO COOPERATE EVEN HORE ON THE EASH/EST 

ISSUE IN GENERAL. If THE M\QDLE EAST IS 

OISCUSSED AND A SERIOUS DIVISION OF OPltHON 

DEVELOPS BET~EEN OURSELVES ANO THE IIEST 

EUROPEANS, THE JAPANESE IIILL ALMOST CERTA\NL V 

LINE UP IIITij THOSE CALLING FOR GREATER 

UNDERSTANDING 0/: THE ARAB POSITJOM. 

'i. MACROECONOMIC ISSUES AND REVITALIZATIOM 

OF THE IIORLO ECONOHY. THE J~PANES[ ATTACH 

GREAT IMPORTANCE TO THIS ISSUE FOR A NUMBER 

OF REASONS. F \RST, AS A COUNTRY THAT DEPENDS 

ON EXPORTS !ABOUT 73 PERCENT OF THEIR GROIITH 

IN 1981 I/AS DUE TO EXPORTS) THE CURRENT 

SLUGGISH WORLD ECONOMY MEANS THAT THE JAPA~ES[ 

ECONOMY SUFFERS. !REAL GRO\ITH DECLINED 0. 9 
PERCE NT ON AN ANNUAL BASIS IN THE LAST QUARTER 

OF ISSll. IN AODITlON, THE JAPANESE STILL 

BELIEVE THAT A LARGE PART OF THEIR CURRENT 
TRAOE PROBlEn WOULD DISAPPEAR IF THE EUROPEAH 

BT 

,i, DECLASSIFIED 

A Nl.RRJ)J6 ¼Kt 'f/51~1 J 
BY~ NAPt~ riATE ' i/:r.! /~() 
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ANO US ECONOMIES BEGAN TO IMPROVE. THE GOJ 
WILL VANT TO HEAR THAT OUR ECONOMIC PROGRAM IS 
WORKING, ANO THAT INTEREST RATES ARE EXPECTED 
TO COME DO\IN SIGNIFICANTLY IN THE NEAR FUTURE. 
OBVIOUSLY , IF THIS VERE OCCURING BY JUNE IT 
WOULD BE SO HUCH THE BETTER FROM THE JAPANESE 
VIEW. JAPAN BELIEVES THAT A LARGE PORTION OF THEIR 
TRADE SURPLUS WITH THE US (ANO THUS , IN THEIR 
VIEW, A LARGE PORTION OF THE CURRENT TRADE 
PROBLEM) IS CAUSED BY THE STRONG DOLL AR RE SULTING 
FROM HIGH US INTEREST RATES. HOWEVER, GIVEN THE 
JAPANESE SITUATION ON TRADE ANO THE VULNERABILITY 
OF JAPAN'S MACROECONOMIC POLIC IES TO CRITICISM 
THE Y ARE LIKELY TO BE RESTRAINEO IN THEIR 
CRITICISM OF U. S. INTEREST RATES. ALL OF THESE 
THEMES ARE EXPRESSED IN THE TRAOE PAPER WHICH 
THE JAPANE SE PREP ARED . LOOKING TO THE FUTURE, 
THE JAPANESE ARE LIKELY TO STRESS THE ROLE HIGH 
~ECHNOLOGY INDUSTR IES WILL PL AY IN STIMULATING 
FUTURE ECONOMIC GROWTH ANO WILL URGE CLOSER 
COOPERATION IN THIS AREA. 

6. NORTH / SOUTH ISSUES . AS THE MOST RECENTLY 
DEVELOPED OF THE SUMMIT SEVEN AND AS THE ONLY 
NON-CAUCASIAN COUNTRY, THE JAPANESE HAVE 
ALWAYS HAO A SPECIAL INTEREST IN NORTH/SOUTH 
ISSUES . THIS THEME CAN ALSO BE SEEN IN THEIR 
TRADE PAPER, WHERE THE JAPANESE ARGUE THAT 
RESISTING PROTECT IONISM IS I/OT ONLY IMPORTANT 
FOR THE DEVELOPED COUNTRIES, BUT IS PART ICULARLY 
IMPORTANT FOR THE LOCS. THE JAPANESE WOULD 
CLEARLY LIKE TO SEE SOMETHING POS ITI VE COME our 
OF THE SUMMIT FOR THE LOCS, BUT PROBABLY 
REALIZE THAT THE BEST THE Y CAN HOPE FOR IS A 
STATEMENT THAT THE DEVELOPED COUNTRIES WILL 
TRY TO FURTHER OPEN THEIR MARKETS TO LDC PRODUCTS, 
COUPLED WITH A CALL FOR CLOSER INTEGRATION OF THE 
LDC ECONOMIES INTO THE WORLD TRADING SYSTEM. 

7. ENERGY: THE GOJ BEL I EVES THAT THE CURRENT 
WORLD OIL GLUT IS ONLY TEMPORARY, AHO IS 
SERIOUSLY CONCERNED THAT JAPANESE INDUSTRY 
SEEMS TO BE SLOWING DOWN ITS EFFORTS TC SWITCH 
AWAY FROM OIL . SIMILARLY, THEY BELIEVE THAT 
THE GLUT IS HA VING AN ADVERSE EFFECT ON ENERGY 
CONSERVATION. THUS, GOJ WOULD HOPE TO SEE A 
STRONG STATEMENT FROM THE SUMMIT ON THESE TWO 
ISSUES THAT THEY COULD USE AS A PROD TO KEEP 
THE JAPANESs,...i.llOUSffl--A·l'IOr'rOPtT 'QN'-T·ltE-Sl.SAI GHT 
~ND .N-A1!'R'Oi/. SINCE JAPAN IS ALSO INCREAS ING ~ ,, 

- 1 TS GOVERNMENT-HELD STOCKS !ALBEIT SLO\ll YI THEY 
0 CLEARLY NOT BE ADVERSE TO SOME STATEMENT 
ING LARGER GOVERNMENTAL STOCKS. 
·---··-

8. TECRll'Ot"OG·Y: ONE REASON FOR THE JAPANESE 
ECONOMIC MIR ACLE HAS OF COURSE BEEN THEIR 
RAPID ADAPTATION ANO USE OF NEV TECHNOLOGIES. 
THE JAPANESE VIEW TECHNOLOGY AS ONE OF THE 
PRINCIPAL TOOLS FOR REVITALI ZING THE ~ORLD ECONOMY, 
AND HAVE LONG BELIEVED THAT THIS WAS 
AN AREA \/HERE THEY COULD MAKE A SPECIAL 
CONTRIBUTION . GIVEN THAT THE FRENCH, AS HOSTS, 
ARE ALSO VERY INTERESTED IN THE TECHNOLOGY ISSUE, 
THE JAPANESE DESIRE TO HAVE SOMETHING POSITIVE 
ON THIS ISSUE COME OUT OF THE SUM~~T IS INCREASED . 
VE WOULD ANTICIPATE GOJ ENDORSEMENT OF THE USE 
OF TECHNOLOGY TO REVITALIZE THE WORLD ECONOMY 
AND SUPPORT FOR THE SUMM IT COUNTRIES WORKING 
TOGETHER TO THAT ENO, INCLUDING THE POSSIBLE 
FORMATION OF A SPECIAL TECHNOLOGY GROUP TO FOSTER 
COOPERATION. 

9. TRADE: THE JAPANESE, WROTE THE TRADE 

PAPER ANO THEIR VIEWS ON TRADE ARE CLEAR. THE FOLLOWING 
THEMES ARE ALL PRESENT : THE IMPORTANCE 
OF RESISTING PROTECTIONISM, THE NECESS ITY 
OF REVITALIZING THE WORLD ECONOMIES, THE 
NEED TO BRING LDCS INTO THE WORLD ECONOMY , 
THE ROLE OF TECHNOLOGY, AND THE EFFECT THAT 
ENERGY HAS ON WORLD TRADE. THESE ARE ALL 
SINCERELY HELD JAPANESE BELIEFS, BUT IN A SENSE 
THEY AL SO SERVE TO NEUTRALIZE CRITICISM OF 
JAP AN' S TRADE POLICIES. 

10. EAST -I/EST ECONOM IC RELAT IONS. EXCEPT FOR 
TRADE, THIS \/ILL BE THE MOST DIFFICULT ISSUE 
BT 
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FOR THE GOJ AT THE SUMMIT. THEY HAVE BEEN 
MOST HELPFUL IN THE PAST IN SUPPORTING SANCTIONS 
VIS·A·VIS AFGHANISTAN ANO IRAN, BUT BELIEVED 
THAT THEY GOT OUT IN FRONT OF THE EUROPEANS 
ANO AS A RESULT EUROPEAN FIRMS OBTAINED PROJECTS 
THAT THE JAPANESE HAO GIVEN UP . THUS ON SOVIET / 
POLISH SANCTIONS, THEY HAVE BEEN VERY CAREFUL 
NOT TO GET IN FRONT OF THE EUROPEANS , THE GOJ 
IS ALSO UNDER SOME PRESSURE FROM oXPORTERS 
NOT TO AGREE TO MORE EXTENSIVE SANCTIONS GIVEN 
THE CURRENT ECONOMIC SITUATION IN THE WORLD. 
IN GENERAL, I IIOULD EXPECT THE JAPANESE TO GO 
ALONG Ill TH \IHATEVER THE EUROPEANS AGREE TO ON 
TH IS ISSUE, BUT .!!L§HOULD NOT EX~ECJ q11~ 14il.~. 
FROM THEM Ill TH THE EUROPEANS. REGARD I NG EXPORT 
CRED.llS TO THE SOVIET UNiON(THE BUCKLEY MISS I ON) 
THE GOJ IS CONCERNED THAT RESTRICT IONS ON THE FLO\/ 
OF OFFICIALLY SUPPORTED CREDITS COULD AFFECT 
PRIVATE CAPITAL MARKETS AND ADVERSELY AFFECT 
LDCS . IF THE GOAL IS HIGHER INTEREST RATES, THE 
GOJ BELIEVES THAT THIS SHOULD BE ACCOMPLISHED 
DIRECTLY BY PROVIDING GUIDANCE ON THE APPROPRIATE 
RATES. 
11. IN CONCLUSION, MY OVERALL VIEi/ IS THAT 
THE JAPANESE HOPE TO AVOID PUBLIC CONFRONTATION 
AT THE SUMMIT ON ALL SUBJECTS , BUT PARTICULARLY 
ON TRADE I/HERE CONFRONTATION WOULD LEAVE JAPAN 
ISOLATED. THE JAPANESE MORE THAN MOST HAVE 
A_HORROR OF BEING ISOLATED, ANO THIS IS PERHAPS 
EVEN MORE TRUE AT THIS SUMMIT GIVEN THEIR DESIRE 
TO PORTRAY THE PRIME MINISTER AS A \IORLD LEADER . 
THUS OUR BE ST TACTICS WOULD BE TO ATTEMPT TO GET 
THE EUROPEANS TO AGREE TO AS MUCH AS POSSIBLE ON 
SUCH ISSUE S AS EAST I/EST ECONOMIC RELATIONS, 111TH 
A GOOD DEAL OF CONFIDENCE THAT THE JAPANESE I/ILL 
COME ALONG . ON TR ADE , THE FATE OF THE JAPANESE 
IS CLEARLY IN THEIR 01/N HANDS , BUT IF THE PROGRAM 
THEY ANNOUNCE IS NOT ACCEPTABLE, I BELIEVE THAT 
SOME FRANK AND PRIVATE TALK TO THE PRIME MINISTER 

CONF 18£NT I Al 
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MEMORANDUM 

NATIONAL SECURITY COUNCIL 

April 28, 1982 

#2864 Add-on 

INFORMATION 

/ 
MEMORANDUM FOR 

FROM: 

WILLIAM P • CLARK 6 
HENRY R. NAU# 

SUBJECT: Suzuki Letter on Exchange Markets 

I was with Sprinkel over the weekend when he learned of the 
Suzuki letter to the President concerning exchange rate 
intervention. He notified Regan immediately and hence the 
note to you from Regan. 

Several aspects are important: 

Suzuki's letter is clearly his initiative, not 
necessarily having the full support of all agencies. 
The Japanese delegation at the Paris Summit meeting 
this weekend opposed the idea of exchange market 
intervention. 

The Japanese yen is undervalued in part because 
Japanese capital markets are not fully open. The 
Japanese have capital controls on the outflow of 
yen, which keeps the yen up (as U.S. capital controls 
sustained an undervalued dollar in the late 1960s), 
but also ration access to their credit markets 
by foreign companies, which holds the yen down. 
The net effect of these policies is uncertain, but 
we would probably be right to ask the Japanese to 
liberalize fully their capital markets before we 
agree to intervene to raise the yen rate. 

As I reported to you separately, the intervention 
issue is now a key one for the Summit. It has real 
risks and opportunities for us. If we agree too 
easily on intervention to please the allies, we 
risk absorbing the costs of inflation in weak 
currency countries, thereby encouraging further 
inflationary policies abroad. If we can extract 
meaningful commitments from weak currency countries 
to reduce inflation (e.g. in France) or to open 
capital markets (e.g. in Japan), we can consummate 
a Summit agreement that will have historic import. 

cc: N.Bailey 
D.Gregg 
D. Chi.ldress 

co~~TIAL 
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aJNRDENTlAL 
MEMORANDUM 2864 

NATIONAL SECURITY COUNCIL 

April 26, 1982 

CONp!DENTIAL 

7 
INFORMATION 

MEMORANDUM FOR WILLIAM P. CLARK 

FROM: NORMAN A. BAILEY~ 

SUBJECT: Suzuki Letter on Exchange Markets 

In accordance with the attached memorandum to you (Tab I) 
.from Secretary of the Treasury Regan, Prime Minister Suzuki 
will apparently be giving the Vice President a letter sug
gesting increasedintervention in the financial markets in 
order to smooth fluctuations. This is contrary to current 
Administration policy and as he puts it is probably an attempt 
by the Japanese to turn attention away from their closed 
capital markets. He suggests that no action is required at 
this time, but I will closely monitor the situation when the 
Vice President returns. 

Attachment 
Tab I Memo from Secretary Regan 

cc: Don Gregg 
Henry Nau 

CONPfilENTIAL 
CONFI,~ENTIAL 
~eview\ April 26, 1988 
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The Under Secretary of the Treasury 
for Monetary Affaf rs 

May 19, 1982 . 

Messrs~ Hormats and Nau 

Attached i• a draft message to Prime 
Minister Suzuki, responding to hia latter 
to President Reagan. Please let me have 
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- . • I 
~- - :=::· _ _ -1 
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your comment• and clearance by early ·-.:::.;;.-:::·· :-:: · ··· i 
tomorrow. We should try to get a reaponaa _ ·_·· ·-_-.:::;-__ i:-
out this week. · 
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Draft Message to Prime Minister ~uzuki 

Dear Mr. Prime Minlater 
l 

I very much appreciate receiving your letter suggesting that 

our monetary expert• meet to consider ways to cope with exoh.n9e 
I 

market probl•••• 
I 

X ahould ••Y at the outset that the United States is prepared 
I 

to accept the oonaruences of exchange rates based on tM inter-

action of fundamental market forces. In our discussion& with 
- I J•pan, ve have tocuaed not on statisticel balances in u.s.~apan 

- I 
trade, but on the . elimination of barriers to trade and capital 

30 

,· ,, ' 

---- -

~~;~ ■Ar>:eta ao that ••tketforces can operate freely and efficienUy!_ ~i~ -I 
:i~i(~\~~~~~~~-.. ;;~~ con~~~r•~_ce _ in Ameri_ca_' s abili t _~.- ~'? compete effectiv~ly ~~;::~ _ ~ 
· '. :~·.-- ._._. ~~-.- · in trade _"1th_ oth•1· nations, if given the chance under even-banded __ _ 

. ._ . tracUn9 rul••• · lt ia, moreover, of crucial importance to main- -" __ _ 
~ 

tenanc• of th• opan trading and financial ayatea that all nations• 

~,i~l;s:::~::}~:::v::
8

:~::d::: ::::\:: :::::::::::tr~ 
. -1, • . . I 

· Jlt~~ progra■ you 1r• d•t• eloping. 

Non•thele■■ , too are troubled by exchange market ~isorder 
. ' 

and ~olatility andlhave been considering waya in which the major 
' countrle■ could help stabilize exchange market conditions in a 
J 
t 

- J 

•••nin9ful and laa~ing way. We feel deeply that exchange 1n.1.rket 
I , 

inatability and wide 
. I 

but are attributabr• 

exchange rate ~ov&ments are not only 

to the pursuit of 

SE~ET 

l~,;-~""' 
divergent economic 

A 

unde-■ irable 

objectives -



I . 
I 

,. ... 

I 
I 

sf@ET 
;; 

-2-

and poliei•• by thr· major countries. In important respects, Japan's 

aucc••• 1n 41alln9 . with inflation through controlled monetary growth 
I 

ano atr•nqthen•~ flscal discipline provide• a worthy lesaon for 

othera. Al you know, my own efforts are directed to similar 
! 
! ' 

objectiv••• Succea■ in the United States and pursuit of these 
I 
I 

objective■ by other nations w.ould, I am confident, provide a sound 

underlyin9 ba■ i• ftr the greater exchange market stability we- all 

wish to•••• \ 

For th11 r•••rn, the United States has proposed, in the 

Su••it preparatory, context, consideration of ways in which the · • 
I 

3/ 

.. 

11a_jor nation■ ,night. better cooperate in th• •stablish1nent of longer ._ . .:.,_,. 
I 

range objectlvea ~r· d policies to reduce doaeatic. inflati.on an4 __ . ::: _ 

permit ■uatainable economic growth through increased opportuniti•• .,__;, ~ 
, .. :, · .. ·:~· 

• • • - ,_ .f=j-h~f,\.l,p!L - • . . . -_ __:"':' 

f _or ~r~uctiv• investment. As _ <'Hss_~~~ed _by· our IDOAett•~ expe-r~;~:;~~;;:;·~i.::;": 
rec::ent.ly in !uropel this effort could btt · acc08'pan_ied by a review ~f ·: ~.,.-:_: 

I -
th• effect■ of exchange market intervention in the past. ·-

' I 
I hope you and your colleagues will cona ider this proposal _ . . ~.-::. 

I . ..=.:.=:... 
for long ran9• economic policy cooperation carefully and poaitively. ------::"' . . l ~ 

1 believe 1t oft•rr hope for genuine improv&menta in the economic • 

perforunce of th• key industrial count~i••• and thus for g?'eater 

international fin■,• cial and monetary stability. If such an approac~ ~~ 

can be agreed, the Versailles summit will indeed have 11\Ade a valuable ~~ 
.~ 

contribution t.o world econOJaic health and stability. 

Ronald Regan . .• 
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