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CONﬁIQFNTIAL
INFORMATION
March 19, 1981
MEMORANDUM FOR: RICHARD V, ALLEN
FROM: RUTHERFORD POATS
SUBJECT: Automobile Task Force Report (W)

The President received an oral report from the task force this
morning and withheld his final decision on the import restraint
issue. He plans to discuss this issue further with a small
group, including Haig, Meese, and possibly others, with a view
to instructing Haig on the automobile trade position that he is
to express to Ito here next week. (&

In the meantime, at Vice President Bush's suggestion and subject
to Haig's review (he was represented by Clark), Mansfield will be
instructed to warn Ito before departure from Tokyo that if Japan
does not adopt a meaningful voluntary import restraint program it
faces almost certain legislated quota limits that would be much
more damaging to Japan and to our mutual interest in an open
trading system. Mansfield will not state specific US import
restraint objectives. (8

Thus the basic decision to seek real Japanese restraint without
overtly negotiating for it seems to have been made. (KQ

There is to be no disclosure of the substance of the task force
report or the options being considered by the President until
something firm can be said about Japan's decision on export
restraint. The initiative should be seen as coming from Japan

and the Congress, so as to minimize the unraveling of the Administra-
tion's economic policy in response to other US industry and political
pressures and so as to resist protectionist impulses in Europe. (&

I see the remaining decisions to be made by the President as
matters of degree: How much voluntary Japanese restraint is
enough to stall the Congressional rush toward statutory import
quotas and to induce the UAW and management to make sacrifices
matching the Administration's concessions to the industry? How

to get the Japanese Government to act without an overt USG request
at a particular restraint level? (
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MEMORANDUM 1312

THE WHITE HOUSE

WASHINGTON

CONEIDENTEAL ATTAGHMENT March 19, 1981

MEMORANDUM FOR ED MEESE

JAMES BAKER
FROM:  RICHARD V. ALLEN
SUBJECT: Auto Task Force Report

As you know, I have refrained from participating in the deliberations
concerning automobile imports.

However, Rutherford Poats of the NSC staff has prepared a useful
memorandum (Tab I),with the concurrence of NSC staff member Henry
Nau, on the matter. I believe you will find the analysis and the
questions raised to be helpful as the matter is considered.

A
CONFEPENERATAPTACHMBNT /1A6°\
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ACTION
March 18, 1981
MEMORANDUM FOR: RICHARD V. ALLEN
FROM: RUTHERFORD POAT
SUBJECT: Auto Task Force Report NQ

You may wish to give the President on Thursday morning the
suggestions stated in the recommendation section below, for use
in tomorrow's Cabinet meeting. Bql

The principal economic policy advisers to the President --
Secretary Regan, Director Stockman and Chairman Weidenbaum --
jointly presented to the Auto Task Force Tuesday a three-point
program for the auto industry's recovery. Point one and two were
adopted. The program, as presented, would:

1) rely largely on the President's general economic program
to stimulate sales investment and productivity growth in the
automobile industry;

2) accelerate regulatory relief to reduce capital costs
by $4.2 billion over the next five years and lower producer and
user costs of US autos and trucks by $10 billion per year; and

3) reject auto import restraints while aggressively seeking
to open foreign markets for US automobiles and parts and to
reduce barriers to other US exports. (\Q

The advocates of this program contend it will generate an additional
$26 billion in the US industry's revenues over the next five years
and reemploy 375,000 of the half million currently idled workers

in auto and related industries by the end of 1982 and all of them

by late 1983, The economic and policy arguments are summarized

at Tab a. (W

The program was generally acknowledged to be politically vulnerable.
It excludes earlier suggestions for special tax relief for the auto
industry. It rejects import restraints for reasons spelled out in
Tab B, and its major concession to the automobile industry is
premised on the early success of the general recovery program, about
which some Congressional skepticism may be expected. (NQ

For these reasons, the pressure for import restraints will
continue. The task force agreed to make a unanimous report on
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CONFIBENTIAL ' 2

the other issues when it meets with the President on Thursday,
but it will present orally several options on the import restraint
issue:

1) continued free trade and accelerated export drive;
2) a formally negotiated restraint agreement;

3) USTR compromise intended to hold Japan to about the
current annual rate of 1.8 million units without a formal
agreement. (

The last two options ultimately would not be significantly
different. The USTR compromise is likely to produce all the
adverse effects of a formal restraint agreement without getting
sufficiently explicit assurances from the Japanese to satisfy
Congressional concern, and it may be vulnerable to anti-trust
suits. (

RECOMMENDATION:

A. That the President be advised to raise these foreign policy
questions in discussion of the trade options:

—-— If he decides on the free trade option, what can we
reasonably require from the Japanese in return, either in the
automotive or broader economic area or in other US-Japan
relations? (&

-~ If he chooses some form of restraint option, what will
it cost us in the economic or the brQader political/security
area with Japan? ... with Europe? ?BQ
B. That the President be advised to require confidential con-

sultation with the Japanese Government and key members of Congress
on any trade restraint plan before he makes his final decision. NQ

Concurrence: Henry Nau

CONFIDENTIAL




Good Economics

o

By reducing costs this positive program will save

auto and truck buyers as much as $10 billion annually
(approximately $830 per vehicle);

Lower the CPI by perhaps 0.2 to 0.6 percentage points;
Eliminate inefficient and intrusive government regulation;

Yield added efficiencies of fair international trade;

Maintain competitive market pressure for managerial
and labor efficiencies; and

Confirm expectations for success of the Administration's
Economic Recovery Program.

Good Policy

o

o

Restore economic decisionmaking to the marketplace;

Preserve Administration discretion to negotiate
advantageous trade initiatives;

Prevent the Japanese from capitalizing on one-sided
trade policies, but at the same time avoid picking on
a major trading partner and ally;

Reaffirm the Administration's commitment to a policy
of free and open competition:;

Avoid unwarranted concessions to special interest
pleading, which might establish a dangerous precedent

The Bottom Line

This positive program of economic recovery, accelerated
regulatory relief, and trade reform is a structural response to
a structural problem. Any other approach would be dealing with

symptoms,

not with causes.
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WHY NOT ADD IMPORT RESTRAINT
TO THE AUTO RECOVERY PROGRAM?

Summary

o Import restraint, at best, would add only marginally to the relief
afforded the auto industry by the Administration's economic
recovery, regulatory relief and trade reform programs,
and, at worst, jeopardize the success of these policies. (See table.)

o The underlying philosophy of import restraint is
inconsistent with the Administration's programs for
economlic recoverv and regulatory relief. It implies
more rather than less government intervention in the
marketplace.

o Import restraint would offer only temporary relief and

could inhibit rather than promote the industry's
structural reforms. By contrast, regulatory and trade
reforms offer permanent benefits and maintain
competitive incentives.

Non=-Contr~wrersial Issues

o Success of the President's Economic Recovery Program is
critical to the U.S. auto industry. WNo action should
jeopardize this program.

o} Even a successful recovery program may not generate
sufficient capital to enable the industry to meet changing
customer demands, increasingly stringent government
regulations, and competition from abroad.

o Structural change takes time: the industry must have
"breathing room" to effect needed changes.

The Critical Question

o How to provide the capital and breathing room the industry
needs without jeopardizing the President's Economic
Recovery Program?

One Answer: Import Restraints on Japanese Automobiles

By limiting Japanese imports to 1.6 million units per vear
for three years, U.S. consumers would be forced to buv U.S.
autos (or do without), thus generating more than $2 billion
in added cash flow for domestic firms and providing funds
for néeded structural change.
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A Better Answer: Accelerated Regulatory Relief and Trade Reform

o By eliminating unnecessary regulations and by deferring
desirable, but postponable, regulatory goals, the
capital needs of the industry will be cut by $4.2

billion or more over the next few years and provide the
industry with necessary breathing room.

o By insisting that a U.S. policy of free and unrestricted
trade be matched by similar policies on the part of its
trading partners, new markets will be .opened for
U.S. products and a pattern of healthier trade
relationships established.

Why Not Both?

o Import restraint would provide a temporary increase 1in
cash flow and would buy time; but it would also constitute:

- BAD BUSINESS - Import restraint would invite a
Japanese invasion of the high-profit, luxury small
car market and reduce pressure for the management
and labor reforms so critical to the domestic industry.

- BAD ECONOMICS - Import restraint would cost consumers
petween $2-3 billion per year, signal a return to
Federal policies which "nickel and dime" the CPI into
double digits, and threaten the credibility of the
President's economic programs.

—-= BAD POLICY = Import relief would set a precedent for
further government intervention in the marketplace,
set back trade policy, and reduce the political
pressures for much-needed regulatory relief in this
industry.

o A program of accelerated regulatory relief and trade reform
would provide a permanent reduction in cash needs, buy time
for the industry, and also constitute:

-- GOOD BUSINESS - U.S. producers could focus their time
and money on satisfying real consumer needs and
beating foreign competition in the showroom rather
than in Washington.

- GOOD ECONOMICS - Regulatorv relief would save consumers
perhaps $10 billion annually, lower the CPI by perharcs
0.3 - 0.6 percentage points, and affirm the Administra-
tion's determination to spur economic recovery by
reducing wasteful regulation.

-- GOOD POLICY - Accelerated regulatory relief and trads
reform would reduce government involvement in all markets
(foreign and domestic), advance international economic
relations while preserving Administration discretion,
and avoid precedent-setting relief programs that are
inconsistent with the President's economic philosophy.





