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CONFIDENTIAL

| reas Iy Chambers Padiament Street. SW1P 3AG
i Ol=2270 3000
1\-

0 June 13HEEZ

Paul Gray., Esg
No.l0 Downing Street |
London SWl

Dear Faul,

TOEYD STOCK EXCHANGE AND GEMMs

You told me that the Prime Minister had agreed that Nomura (and
afterwards Diawa) should now be told they will be allowed to ‘open
for business as 9gilt edge market makers. You said the Prime

Minister wounld want to write to Mr Takeshita at the time the
announcement was made.

I attach a First shot at a draft leatter.

I should be grateful for
any comments you and Charles Powell have.

y%ﬂf

A C 8 ALLAN
Principal Private
sSecretary
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" DREAFT LETTER FROM THE PRIME MINISTER T MR TAKESHITA

When y¥ou visited London in May, I explained ko you the
difficulties we faced in justifying the way in which
London financial markets are so open and ready to admit

OVargeas gEirms = including Japanese firmse = whereas

there are considerable obstacles in the—way-of British

B i
I i} - . il

firms sebterng up business 1n Tokyo. [ IS f
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2 Nevertheless, you wiltl qow have seen that the Bank .
b f i | s

of England has recently fﬁluEn approval to Nemura

Securities to start up injionéan as a Gilt Edge Market

Maker ({from 1 Augustls tHus Ffurther demonstratiag the

i
generowsness of our mayket arrangements for foreign
i

g e | = i ¥

firms. I hope thﬂtpufﬂijBﬂing_bhiET-FGH will ensure that
early progress 1z mage on the guestion of further
securities licenses fof British firms on the Tokyo Stogk
Exnhangepié matter whiich you told me Vouo were—taking a

I 1 |
clpese interast kn.J }




10 DOWNING STREET

LONDON SWIA ZAA

June
From the Privare Secrerary 24 June 1988

Brar WD

MR FKAJIYAMA

Thank you for your letter of 23 June about the reguest by
the Japanese Prime Minister for Home Affairs, Mr Kajiyama, to
call on the Prime Minister on 29 June. I am afraid this
gimply is not possible for the Prime Minister. I should be
grateful if you could explain to Mr Kajivama that 29 June is
the day after her return from the European Council and she is
Already heavily committed throughout the day. You might say
that sha has asked another Minister to receilve Mr Kajiyama on
her behalf. You might also convey to him the Prime Minister's

personal good wishes.

Ppes e
@mlr

Charles Powell

R.H. Palrce, Esg.,
Foreign and Commonwealth Office.




Foreign and Commonwealth Difice

London SWlA 2AH

23 June 1988

- L_,_f.'. - 1_,{.__6--’5

Mr Kajiyvama: Reguest for a Call on the Prime Minister

The Japanese Embassy has approached us to ask if the
JapamesHe Minister for Home Affairs, Mr Kajiymama, K colld call
on the Prime Minister during the afternoon of 28 June.

Mr Kajiyama, whose portfolio is principally concernmed with
local government but also covers some Home Office subjects,
iz ocalling on M¥ Michael Howard and on the Home EBecretary.

Mr Kajivama seeks a short courtesy call on the Prime
Minister. He is a close political aszsociate of Mr Takeshita
for whom he helped organise the palace revolt that eventually
Brought him to office. We are told that he will be bringing
a personal letter from Mr Takeshita to the Prime Minister.

There ie no good reason why the Prime Minister should
gee Mr Eajivama and we 4o not recommend that she should do
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(E N Peirce)
Private Secretary

¢ D Powell E=sqg
10 Downing Street




10 DOWNING STREET

LONDON SWIA2AA

From the Private Secretary & Jun= 1988

YISIT TO THE UNITED EINGDOM BY MR. TAMURA

Thank you for your letter of 3 June about the
torthocoming wisit by Mr. Tamura. The Prime Minister has
baan wvery genarous in giving time to Mr, Tamira but I do nokb
think that we can put him in the diary every time he comes.
The most pressing issue in our commercial relations with
Japan has now been taken a stage further forward so there 1is
no urgent business reason for the Prime Minister to sea him
and 11 July is in fact not wvery convenient. I hope,
thaerefore, that we can explain to Mr., Tamura that the Prime
Minister is unfortunately unable to see him on this

occasion.

I am copying this letter to Bob Peirce (Foreign and
Commonwealth DEfice) .,

CHARLES POWELL

Jeremy Godfrey, Esq.,
Department of Trade and Industry.




L]
the department for Enterprise

The Bt Hon. Lord % of Graffham
51-.«|:r|.-|1r3|r of Seaie for T aned I.'u:h.uh'}'

. Charles Powell Esg Department of
Private Secretary to the Prime Minister Trade and Indusery
L0 Downing Street 1-19 Victoria §
LONDON London SW1H OET

SWlh 2AA Swinchboard
0i-215 T&T7

Telex BE110T4/5 DTHQ G
Fax 01-X22 3629

215 5422
DWSAFJ

3 June 1988

s Claso-Aas

VISIT TO THE UK BY MR TAMURA, JAPANESE MINISTER FOR TRADE &
INDUSTRY : B-12 JULY 1988

I am writing about the possibility of a call on tha Prime

Ministar by Mr Tamura, Japanese Minister for Trade and
Industey .,

Mr Tamura is wisiting the UK from 8-12 July at the invitation
of my Secretary of State, Th= wvisit will centre on a weakend
of informal discussions at St Andrews in Scotland, when both
Ministers will be accompanied by senior businessmen.

Mr Tamura will spend Monday 1l July in London and has asked
whether the Prime Minister would receive him, and the
businessmen for a brief courtesy call.

If the Prime Minister is free on 11 July, our wview is that a
call would be desirable although we do not consider that it
would be appropriate ke include businessmen. Mr Tamura met
the Prime Minister in 1986 and paid a call on her during his
visit to the UK in January.

I am copying this letter to Robert Culshaw (FCO).

s

JEREMY GODFREY
Private Secretary

e

A

Imitianive
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thie d:pnrlmﬂn: finx Enl:erpri-se

The Rt. Hon. Lord Young of Graffham
Secretary of Sate for e and Indusery

. Robert Culshaw Esg Department of
Private Secretary to the Trade and Industry
Secretary of State for Foreign and Commonwealth Affairg e . e ..
Foreign and Commonws=alth Office Londos SW1H OET

Downing Strest .
Saritchboard
SWl

Teex BR11074/5 DTHO G
Fax 01-X22 2629

215 5422
DWSAFI

3 June 1988

}JwafEHL4¢Hk

VISIT TO THE UK BY MR TAMURA, JAPANESE MINISTER FOR TRADE &
INDOSTRY : 8-12 JULY 1988

I am writing about the possibility of a call on vour Secretary

of S5tate by Mr Tamura, Japanese Minister for Trade and
Industey.

Mr Tamura is visiting the UK from B-12 July at the invitation
of my Segretary of State. The visit will centre on a2 weekend
of informal discussions at 5t Andrews in Scotland, when both
Ministers will be accompanied by senior businessmen.

Mr Tamura will spend Monday 11 July in London and has asked
whether Sir Geoffrey Howe would receive him for a brief
courtesy call.

If Sir Geoffrey is free on 11 July, we consider that a call
would be desirable : Mr Tamura met Sir Geoffrey during his
vislt to the UK in January.

I am copying this letter to Charles Powell at No 10.

Towrs

Dartns Trikivy

JEREMY GODFREY

Private Secretary the -
‘ Enllnpﬁ;/l’

faftiatirn




RESTRICTED

10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 3 June, 1988,

EC/JAPAN LIQUOR TAX

Mr. Sezakl of the Japanese Embassy telephoned this morning
to say that Mr. Takeshita was very grateful for the Prime
Minister's letter in response to his own about reform of the
Japanese ligquor tax system. He very much appreciated the
spirit of her response, and would be sending her a further
short message in the course of the day. Mr. Sezaki added
that he had been told that he could assure us that the various
transitional tax concessions that the Japanese would be granting
would net apply to whisky or brandy.

[ am copying this letter to Bob Peirce (Foreign and Commonwealth
Office) and Alex Allen (HM Treasury).

(C.D. Powell)

Stephen Ratcliffe, Esqg.,
Department of Trade and Industry.
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EMBASSY OF JAPAN
LONDON

2nd June 1988

7 b
Lewr (Phime

[ am asked to forward to you a
signed photograph of Prime Minister Noboru
Takepghita, to mark hig wisit to London fFrom

ird to Hth May 198B.

I have much pleasure in sending

this photograph herewith.
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Kazuo Chiba

ambassador

The BEt.Hon. Margaret Thatcher, HE,
Prime-Minister and First Lord of the Treasury,
10, Downing Street,

Londen, 5.W.l.




JAFPAN INFORMATION CENTRE

I BASRY OF LAFLN)
9. GROSYEMNOR SQUARE,
LONDOM, WX LB

o

June 2nd 1988

Dear Sir,

I have pleasure in sending you a copy of the text of speach

by Mr Hoboru Takeshita, Prime Minister of Japan, delivered in New
York at the third Special Session of the United Mations General
Assembly on Disarmament on lst June 1988.

As you will know, the Prime Minister outlined the three pillars
of Japan's international cooperation initiative in his speech at
The Mansion House on 4th May 1988: the strengthening of
cocperation for peace, the development of international cultural
exchange, and the further improvement in Japan's O0fficial
Development Assistance (ODA). The Prime Minister's speech at the

United Nations elaborates on the strengthening of cooperation for
peaca,

I hope this will be of some interest to you.
Tours sincerely,
Gunkatsu Kano

Director, Japan Information Centre
Counsellor, Embassy of Japan
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Press Release

STATEMENT BY His Fxceriency Mr._MoBoru. TAKESHITA,

Prime MINISTER OF JAPAN,

AT THE FIFTEENTH SPECIAL SESSION

OF THE GENERAL ASSEMBLY

(THIRD SpectaL Sesston DEvoTED To DisARMAMENT)

UniTen Natrons, New York

WEDNESDAY, 1 June 1983




Mr. Fresident,

(n hehalf of the Government and people of Japan, T wish te
express to you my sincere congratulations on your assumption of
the Presidency of the Third Special Session of the General
Assembly devoted to Disarmament. I am confident that, under youj
impartial guidance and with the benefit of your ahundant
knowledge and experience at the United Natioms, this Special

Session will be particularly fruitful.

Mr. President,

The President of the United States of America and the

General Secretary of thu Communist Party of the Union of Soviet
Socialist Republics are about to conclude their meeting in
Moscow. These two great countries have tremendous influence over
world peace and stability, and I welcome wvholehecartedly their
earnest efforts to stabilize East-West relations and the steady
Progress being made in this regard.

In various parts of the world, however, wars continue %o
rage, although in Afghanistan progress is being made toward a
comprehensive settlement. Under these circumstances, our meeting
in this Third Special Session devoted tg Disarmament to discuss
issues of peace and disarmament is particularly significant.

Japan, for its part, will exert 1ts utmost effarts to see that




this Special Session produce appropriate guidelines for
effectively proceeding with our arms contral and disarmament
eftorts and establish significant landmarks teward the

strengthening of werld peace and stabilicy.

Mr. President,

First, I would like to address the main topic before
namely, arms control and disarmament.

Japan experienced unspeakable horrors as a result of the
atomic bombs that were dropped on the cities of Hiroshima and
Nagasaki. The Japanese people solemnly pray that nuclear weapons

will ulctimately be eliminated so that a nuclear holocaust can

never be repeated. Every August, services are held in Hiroshima
and Nagasaki to mourn those who lost their precious lives in the
explosions and to renew our pledge to work for peace. This year
will be the first time that I shall attend these services as
Prime Minister.

The fact that nuclear weapons are stockpiled in such
enormous quantities as to be capable of annihilating the human
rice many times over is a source of profound concern, nor only to
the people of Japan but to peoples around the world. Japan zad
other non-nuclear-weapon States acceded ta the Treaty on the
Non-Proliferation of MNuclear Weapoens, in the fervent hope that

the nuclear Weapon States will in good faith cenduct negotiations




toward ruclear disarmament in accordance with the relevant

provision af that treaty. Thus Japan firmly appeals to the

nuclear-weapon States to strive for the realization of nuclear

disarmament.

The treaty between the United States and the soviet Union on
the global elimination of intermediate- and shorter-range nuclear
missiles has just come into force with the exchange of the
instruments of ratification which took place earlier today,
launching for the First time the Process of an actual negotiated
reduction of existing nuclear weapons. I value this highly as a
significant first step toward nuclear disarmament. The United
States and the Soviet Union are now actively engaged in
negotiations to reduce substantially their strategic nuclear
weapons, and I was heartened to learn that they gave added
impetus to these negotiations at the Summit that is now under way
in Moscow.

It is truly epoch-making that the two superpowers have
reached the stage where they are not simply capping, but are
actually reducing their nuclear arsenals. [ sincerely welcoms
this course of events, and earnestly hope that the two sides will

Continue to make progress in their negotiations.




Mr. President,

In addition to achieving nuclear disarmament, it is vitally
important to prevent an increase in the number of nuclear-weapon
States. I welcoms warmly the recent accession of Spain to the

Non-Proliferation Treaty and Saudi Arabia's recent decision to do

50 as well, The treaty constitutes the basis for the

nen-proliferation of nuclear weapons, and I would like to urge

those States which have not yYet done so to accede tg it at the

carliest possible date.

Mr. President,

Japan has been working strenuously to realize a nuclear test
ban, in keeping with the profound desire of its people. In 1984,
for example, we proposed at the Conference on Disarmament a
"step-by-step approach" to decrease gradually the scale of
nuclear test explosions as verification capabilities are improved.

[ appreciate the intensive negotiations now under way
between the United States and the Soviet Unien on nuclear
testing. Japan strongly hopes that these two countries will
further step up their negotiations and ratify the Peaceful
Nuclear Explosions Ireaty of 1976 and the Threshold Test Ban
Treaty of 1974 at the earliest practicahble date, so that they can

procecd to the next Phase of limiting nuclear tests.




I believe that these bilateral efforcs between the United
states and the Soviet Union should he closely coordinated with
multilateral efforts for disarmament and arms control. The
momentum of the positive developments between the United States
and the Soviet Unfon shauld be fFully taken advantape of to
promote multilateral efforts toward a nuclear test ban,

Possessing advanced techniques in seismology, Japan has been
contributing to the development of measures ta verify nuclear
testing through seismological means. We devised a project to
exchange seismological wave-form data, and have beeap conducting
experiments with a number of countries concerned since 1984,

I am happy to announce on this -occasion that we plan te convene
in Japan, jointly with the United Nations, an international
conference to share the fruits of these experiments with
interested countries, and to invite further participation in the
project. I hope that this will Serve as a uscful step toward the

establishment of a global system for the verification of nuclear

testing.
Mr. President,

Over the course of thaousands of Years, even before nuclear
weapons came into being, mankind has wiaged war repeatedly. And
since the Second World War, every armed conflict has been Fought
With nen-nuclear weapons. Thus it is clear that arms control and

disarmament in non-nuclear weapons are alse lmportant endeavours.




(-hemical weapons, in particular, are weapons of mase
destruction which kill and injure people with their potent
toxicity. They are also extresely dangerous because they are
easy to produce and use. It is profoundly regrecrtable that these
neinous weapons have beeq actually used, for example, in the
conflict between Iran and Iraq, despite the prohibition of their
use in war under an international convention. Should their use
spread, the peace and security of the world would be seriously
jeopardized. In order to prevent totally the use of these

wedpons, It is essential that their stockpiling and production be

prohibited and, indeed, that they be eliminated globally.

I therefore believe that every -effort should continue to be made
at the Conference ap Disarmament in Geneva to conclude the

convention on a global ban of chemical Weapons at the earliest

possible date. Japan, for its part, is determined to continue
its utmost efforts for the early conclusion of the convention and
the establishment of an international organization ta implement

the elimination of these Wweapons.
Mr. President,

Consultations are under way in Europe among the parties
concerned toward the launching of negotiations on conventional
SRS control. I hope that these efforts by the parties concerned

Will lead to an early start of the negotiations, and that




tangible progress will be made toward the objecrive o

imbalances in conventional weapans in Europe.

Mr. President,

In my view, it is essential to consider the following Four
peints in the process of arms control and disarmament.

First, deterrence and balapce.

Arms control and disarmament should contribute te the
enhancement of the security of the parties concerned and thus to
the peace and stability of the world. This should be done by
lowering the level of armament in a balanced manner, while
maintaining deterrence and taking into account the overall
balance among all Weapon systems.

Second, reglonal characteristics,

In proceeding with arms control and disarmament measures in
4 specific region, the geopolitical conditions prevailing in the
region, as well as the impact of such measures on other regions,
should be tEully ctaken into account.

Third, transparency of military information.

For the promotion of arms control and disarmament, it is
impOrtant to increase the transparency of basic military daca,
such as those relating to military budgets. As informatian
concerning the armaments Possessed by adversaries becomes mare

transparent, there can be Ereater mutual cenfidence in promoting




Arms coanfrol and disdarmament negatlacions, which in

4 L ed.T

Lira will
make possible sore objective and dppropriate responses.

Fourth, effective verification.

Effective verificatien systems must be agreed upon to ensure
that arms control and disarmament agreements are strictly
observed., Of course, the methods and arrangements for
verification will vary, according to the particular arms contral
and disarmament agreements. The most appropriate verification
system for each agreement should be sought in the light of the

spccifi: objective that it is intended to serve.

Mr. President,

Thus far, I have expressed my views on arms control and

disarmament. I should like next to state my basic ideas
concerning issues of peace.

Peace, together with freedom and pProsperity, is the SUpreme
@spiration of mankind. The United Natiens was founded
forty-three years 80 To respond to this ardent desire of peoples
throughout the werld. Since then, however, even though there has
been no world wWar, confrontations and tensions between the East
ind the West have persisted, and the world has never been free
Erom conflict, Neither freedom nor Prosperity prevails
throughout the warld, 1 am deeply pained as I think of the many

Precious lives that are being lost even at this ¥Yery moment in




the conflicts and confrontations taking place in various PAarts of
the world.
In Asia, where Japan is located, it is impartant to solye

the Northern Territories issue between Japan and the Sovier
Union. Continuous efforts are also called for on the part of the
parties concerned toward the easing of tensions in the Korean
Peninsula and the settlement of the Kampuchean problem.

Furthermore, Japan strongly hopes that this year the Olympic
Games in Seoul will be carried out peacefully and successfully,
so that they may truly be a festival of peace. We shall spare no
effort to this end.

I believe that, together with the promotion of arms ceontrol

and disarmament, these efforts to ease political tensions among

States and to foster mutual trust are indispensable for the peace

and stability of the world.

Mr. President,

After the Second World War, Japan adopted a constitution
which enshrines the lofty ideals of peace and freedom, and firmly
committed itself to the cause of peace, resolving not to become a
military power agaip. Charting this course while ensuring the
economic well-being of its people is a new but worthy experiment
in the history of mankind, and Japan is steadfastly committed to

it. We continue to maintain, as a matter of narional pelicy




declared at home and abroad, the three non-nuclear principles

not possessing nuclear weapons, not preducing them and not
permitting their introduction inte Japan.

As the Japanese people struggled to recover from the war and
reconstruct their nation, they resolved to make positive
contributions toward the peace and prosperity of the world. As
part of this resolve, Japan is extending economic assistance to
developing countries. I believe that our efforcs in this regard
have contributed not only to_the economic and social development

of these countries but also to the stability of the regions

concerned.

Mr. President,

I am fully aware that the increase in Japan's national

Strength in recent years has brought with it ever-increasing
responsibilities in the promotion of world Peace and prosperity
and the enrichment of culture for people everywhere,

Based on this perception, since assuming the office of Prime
Minister I have upheld the building of a "Japan contributing te
the world" as a primary goal of my cabinet, and am endeavouring
Lo ensure that our international responsibilities are Fulfilled
more cffectively than ever belore,

In the last seven wmonchs since I came into office I have

visited a number of Countrics and haye exchanged views with their




leaders. On those occasicns I enunciated the basic thrust of aup
foreign policy which is dedicated to the building of a “"Japan
contributing te the world." During my recent visirtr ro the United
Kingdom, I announced the new idea of an "International]
Cooperacion Initiative,"” which reflects my thoughts on how to
implement this basic policy.

The initiative comprises three pillars, namely, the
strengthening of cooperation to achieve peace, the promotion of
international eultural exchange and the éxpansion of Japan's
Official Development Assistance (oDa).

On the occasion of this Special Session devoted to
Disarmament, which is a forum for the discussion of peace,

I should 1like to elaborate on the first-of -the three pillars
I have just mentioned.

Since the end of the Second World War, the Cooperation with
2 number of countries and the untiring efforts of the Japanese
People themselves have made it possible for Jaﬁgh to enjoy peace
35 Well as to rebuild the nation and improve the Life of its
People. We realize, however, that not all States have been able
ta enjoy peace. GCiven 1ts fundamental commitment ro peace, Japan
should make every possible effart to contribuyte to the
realization of a peaceful Wworld, which is the ardent desjire of
all mankind. Indeed, I am convinced that this is the missian

Japan is entrusted with today.




Mr. President,
Il intend to promote actively ““cooperation to achieve peace"
in the following five areac.

The first is diplomatic efforts to e¢stablish

foundation for peace.

In order to maintain international peace and stability, it

is essential to establish international relations in which

confrontations or conflicts of Interest between States can be

resolved in a just and lasting manner without undermining the
peace of the region or of the world.  Japan will actively pursue
its diplomatic efforts, such as those ajmed at strengthening
political dialogue and Cooperation through international
conferences, so as to foster the basic conditions for the
restoration of mutual trust and harmony among States.

With regard to the conflict between Iran and Iraq, Japan has
on its own made continuous efforts aver the past five years to
foster an environment conducive to peace by engaging in political
dialogue with the twe sides. Moreaver, Japan continues to give
1ts full support to the mediation efforts of Secretarv-General
Javier Pere: de Cuellar tor the early implementation of Security
Council Resolutigp 398. I strongly hope the Secretary-General's
mediation efforts will bear Fruit at the carliest date vith the

Cooperation of the countries concerned.




As for the issues of peace in the Middle tast, my Minister
for Foreign Affairs, Mr. Sousuke Unoe, is preparing to visit the
region in order to explore, through a frank exchange of views
with the leaders of the States cencerned, how Japan can best
contribute to the prometion of the peace process.

On Kampuchea, I intend to suppert, to the best of my

ability, the peace effarts for national reconciliation of His

Royal Highness Prince Norodom 5ihanouk. I should like on this
uccasiun to appeal to other countries tg likewise support those
Effnrts in order to ensure that they are fruitful.

The second dimension of "cooperation to achieve peace®
comprises international efforts ta prevent conflicts,

It 15 the task of the international community as a whole to
prnvent threats to world peace and stability, including conflicts
among States. Japan, for its part, will cooperate even more
actively with international efforts to address this problem.

The United Nations has a particularly significant role to
Play in preventing conflicts, as is reflected in the declaration
on the preventien of conflicts which will be adoptéd by the
General Assembly next autuap. Japan will Step up 1ts assistance
to the activities of the Uniced Natione in this field.

The third dimension is participation in international
etforts for the Peaceful settlement of disputes.

When peace {s shattered and an armed conflict occurs, Japan

Will take an act|ye Part in United Nations and other




international efforts toward achieving an early cease-fire and a

peaceful scttlement of the conflict. Indeed, oance a cease-fire

has been achieved through such international efFarts. and
peace-keeping activities under United Nations and other auspices
are under way, it has been Japan's practice to acrively extend
financial cooperation te these activities.

Cooperation with these peace-keeping activities is alse
enviszged in Japan's recent special contribution of US$20 million
te the United Nations, of which a sum of US$5 million is
specifically allotted te United Nations activities on the
Afghanistan issue. With a view to furthering "caoperation to

achieve peace", I intend-also to consider dispatching personnel

in fields which are appropriate to Japan, such as the supervision

of elections, transportation;, communication and medical services.
Moreover, I believe that, for the purpose of preventing
conflicts or achieving their peaceful settlement, it is essential
to establish a2 communications nectwork so that information can be
transmitted between the Secretary-General and the countries

concerned without delay.

The strengthening of assistance to refugees is the fourch

area of cooperation For peace.

Resulting directly or indirectly from conflicts in various
parts of the world, the problem of refugees continues to he 2
sburce of concern. Assistance to refugees s necessary nat only

for humanitarian reasons but alse for the purpose of bringing




about the genuine settlement of conflicts. Japan will further
increase its assistance bilaterally as well as multilaterally
through international erganizations such as the Unired Nations.

[ would like to add that Japan 15 ready to contribute, for
example, through substantial finmancial assistance, to
international efforts toward the voluntary repatriation of Afghan
refugees,

Positive contributions for recenstruction represent the

fifth area of cooperation.

Japan is ready to contribute vigorously to international

cooperation efforts toward recomstruction once a conflict is

-paacefully resolved.  -For this purpose, Japan intends to make

~available the experience and enithusiasm of.its people, in terms

of personnel as well as financial resources.

Mr. Fresident,

As science and technology have pProgressed, mankind has
extended his activities from land to sea, to air, and recently to
outer space. Viewing the earth from outer space, it becomes
dramatically clear that the earth 15 the common apnd irreplaceable
home of all markind. We owe it to posterity to preserve this
planet carth as a truly safe and comfortable homeland For all
Peoples. We must save the earth [rom annihilation by weapons of
mass destrucrion and free it irom incessant armed conflict and

political confrontation.




No progress can be made through discord and cenfrontation:

rather, it is anly through trust and Cooperation that the Future

of mankind can be ensured.

New, it behooves us more than ever befare to reaffirm poace

as the common aspiration of mankind. Upholding eur lofty ideals,
we WUSTt continue to work toward the elimination of nuclear
Weapons and general and complete disarmament, which are mankind's

uUltimate objectives. I believe we should rededicate ourselves to

the realization of these ideals by striving to settle conflicts
peacefully, by aveiding confrontation and by steadily
implementing arms control and disarmament measuyres.

It is the duty of -our‘generation -to da OUT UtmOST to foster

pProgress and the wc11~Edlhk of all mankind,

Let us strive to surmount every obstacle so that we may
Cooperate with one another to build a truly prosperous, peaceful,

and harmonious world, free from conflict, starvation and disease,.

It is with this earnest appeal, Mr. President, that

I conclude my remarks today.

Thank you.




EMBASSY OF JAFPAN
LONDON

2nd June 14988

Pear Prre Hiaeivrer .

I wounld:-like to refer to my letter
of 25th May 1988, and to Bend you; herewith
enclosed,; the original letter with the official
translation, dated Z5th May 1988, from Prime

Minister Noboru Takeshita.

KEazuo Chiba

Ambassador

The Et.Hon. Margaret Thatcher,; MP,;

Prime HMinister and Piret Lord of the Treasury,
1}, Downing Streetk,

London, S.W.1l.




10 DOWNING STREET
LONDON SWIA 2AA

From ke Private Secretary 4 June 1988
|

D Iwnn

JAPAN: TAXATION OF ALCOHOLIC DRINKS

Thank you for your letter of 1 June enclosing a dratt
response Erom the Prime Minister to Mr Takeshita's recent
letter containing improved proposals for reform of the
Japanese liguor tax system. The Prime Minister has approved
the draft with very minor changes. I enclose a copy and am
sending the signed version to the Forelgn Office for del ivery
as soon as possible. The original might be given to the
Japanase Embassy here so that 1t reaches Mr Takeshita ac the
parliest possible moment, with copies being delivered in

TokYo.

I am copylng this letter and enclosure to Tony Galsworthy
(Foraeign and Commonwealth O0ffice), Alex Allan (HM Treasury)
and Trevor Woolley (Cabinet Office).

Jeremy Godfrey, Esqg.
Department of Trade and Industry




10 DOWNING STREET

LONDON SWIA 2AA

THE PRIME MINISTER 2 Junse 1988

/ ¢ Gn i'o--.f-«-t ﬂu;«'ﬂ:.'

Thank vou for your letter of 25 May 1988, providing
further details of the proposed reform of the system of
liguor tax in Japan.

The proposals in your lettar were most welcomea, I
believe that this new initiative, together with those aspects
of tax reform which we discussed during your recent wvisit,
amount to a very positive response by your Government to this

long-standing problem.

Our understanding is that the Japanese authorities now
inteand to Introduce arrangements which will mean that the
present grading system for whiskies will be abolished and
replaced by a single rate of tax for all whiskies at 1,150

ven per litre, The ad vwalorem taxes currently applied to
gome whiskies would alsoc be abolizshed and tha Eax raktaz an

shochu types A and B would be increased by 75 per cent. The

tax rate on other spirits would remain unchanged.

I am sure you will understand that my welcome for your
proposals is against the background that the necessary
changes are to be implemented from 1 April 1989. I know that
you will do your utmost to ensure that this is achieved.

'

We also note that you propose to introduce transitional
maasures, including fiscal measures, to assist small
distillers of Group B shochu which go out of business or
cease production following the introduction of these changes.
The need for such transitional measures is understandable in




the context of small shochu producers. However, I baliave

that there would be great concern if tax differentials were
reintroduced to help small whisky distillers maintain

product ion, when our objective, as you yourself have said, is

that there should be one uniform rate of tax for whisky.

As you acknowledge 1in vyour letter; the proposed changes;
while they meet our major concerns, do not in our view
constitute full implementation of the GATT Panel's
recommendations. A degree of discrimination in the tax rates
applying to competing spirits will remain a part of the
system, with the possibility of consequent distortions of
trade in future years. PFor this reason it will be important
to institute a mechanism for ensuring that the effects of the
remaining tax differentials - between whisky and shochu and
between whisky and other spirits - are reviewed from time to
time. Your proposals are now actively under discussion
within the European Community; and I am sure that the
Community will leook for the co—-operaticon of the Japansse
trade and taxation authorities in putting in hand such review
procedures,; as park of the existing constructive dialogue
between the Community and Japan on trade matters. The
bilateral contacts between our two countries will also offer

opportunities to raview the subject.

I would welcoma your reassuranca that the polints I have
made in relation to the introduction of a single rate of tax
for whisky and a review mechanism cause no difficulty for

you,

May I thank vou once again for your personal role in

bringing forward these proposals.

"v'l.ll _
o w{j amwb

His Excellency Mr. Noboru Takeshitai-

With best wishes,

e




. | 8]

the department for Enterprise

The Rt. Hon. Lord Y of Graffham
Secretary of State for T and Industry

. Charles Powell BEsg Department of
Private Secretary to the Prime Minister Trade and Induscry
10 Downing Streat A b

LOMNDON Landen SW1H OET

SW1lR 2AA Svithboted
01-215 7877

Telex  BR11074/S5 DTHO) G
Fax 01-222 2629

215 5422
OW2AG0

1 June 1988

\DEmf‘CL%JLJ
JAPAN; TAXATION OF ALCOHOLIC DRINKS

My Secretary of State has approved the attached draft letter

for the Prime Minister to send to Mr Takeshita, responding to
his letter of 25 May containing improved proposals for reform
of the Japanese liguor tax system.

The draft takes a very positive line in welcoming the new
proposals, while preserving our position of principle on the
GATT Panel recommendations and stressing the impartance both
of prompt implementation and of a mechanism of reviewing the
situation in future years.

Althoagh it is likely that the Community will take the same
view of the acceptability of the Japanese proposals, the issue
is still under consideration in Brussels and the draft
therafore avoids any definite commitment on the EC's position.
A final Community view is likely to emerge during the course
of thizs weak and next, but we have assumed that the Prime
Minister would prefer to respond positively to Mr Takeshita
now, and bafore the latter's meeting with M.Delors on 7 June
which is the earliest point at which a Community view is
likely to emerge.

I am copying this letter to Tony Salsworthy (FCO) Alex Allan
{HM Treasury) and Trevor Woolley (Cabinet Officel).

T s

JEREMY GODFRE
Private Sacretary

-

AT

fmitianive




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 2B May 19B8

EC/Japan: Alcoholic Drinks

The Prime Minister has seen Mr. Takeshita's
message together with a covering letter
from the Japanese Ambassador of which 1T
sent vou copies yesterday. Her view 1s
that the outcoma is better than we thought
possible and that we ought to welcome 1it.
She would want to write to thank Mr. Takeshita.
You will no doubt be letting me have advice
and a draft reply shortly,

I am copying this letter to Tony Galsworthy
{(FCO), Alex Allan (HM Treasury) and Trevor
Woolley (Cabinet Office).

{CHARLES POWELL)

Stephen Ratcliffe, Esg..
Department of Trade and Industry.




FRIME MINISTER

BEC/JAPAN: ALCOHOLIC DRINKS

L attach a message to you from Mr Takeshita, received from
Japanese Ambassador today on the question of taxation of
whisky and discrimination between whisky and shochu. It
apparently represents the Japanese Government's definitive
response to your representations to Mr Takeshita.

At Eirst sight, it Is not as helpful as we would like. The
discrimination has reduced in financial terms from 40:1 to
13:1 ({or 7.5:1 in terms of alcoholie cantent, which is

mm——

actually a perfectly reasonable way to measure it). You were

— -

pressing for 10:1 in financial terms and ha was offering 10:1
measured by alcoholic content. But taken with the low single

rate of tax on whisky which has bean set, the Department of

Trade and Iﬁﬁustrf's Firet impression is that it is a good
overall outcome. They are consulting the trade tomorrow and

——

expe:ﬁ them to approve. Subject to that, they will recommend

that we accept Mr Takeshita's offer with good grace, while

making clear that we shall in due course return and argue for

complete implementation of the GATT recommendation on removal

of all discrimination.

They will let you have formal advice before the weakend: but T
think we shall be able to present this as successaful pressurea

on Japan to make concessions of significant value in our
industry.

R ¥

C. D. POWELL
25 May 1988

DASALD
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BTl FOR COOKE
MIPT: EC/JAPAN ALCOHOLIC BEVERAGES:COMMENT

1. THE PACEAGE IS5 NOT YET COMPLETE. DETAILS OF TAX RATES ON OTHER
BEVERAGES AND S5UPPORT MEASURES ARE NOT FINBLISED, AND MAY NOT BE
UNTIL IMMEDIATELY BEFORE THE SUMMIT. THIS MAY BE A REASON FQR
TAKING OUR TIME ABOUT REACTING PUBLICLY AT LEAST. BUT THERE ARE
UNLIKELY TQ BE MAJOR SURPRISES HERE.

2. I SUGGEST THAT WE NEED TO LOOK CAREFULLY AT THIZ OUTCOME

IN THE LIGHT OF i E

A) ORIGINAL BRITISH MEGOTIATING OBJECTIVES

B) THE PRINCIPLES OF INTEGRITY OF THE GATT:AND

C) WIDER EC AND UK OBJECTIVES VIS A VIS JAPAN.

WE AND OUR INDUSTRY ALS50 NEED TO CONSIDER THE LONG-TERM A3 WELL
A5 SHORT-TERM VALUE OF THIS SET OF MEASURES. A5 1 SEE THEM,
THE MAIN CONSIDERATIONS ARE THE FOLLOWING:
3. AYWE HAVE ACHIEVED QUR INITIAL AND MAJOR OBJECTIVE OF A
NONDISCRIMATORY REGIME FOR SCOTCH VIS A VIS5 JAPANESE WHISKY
PRODUCTS WHICH OPEME THE ENTIRE WHISKY MARKET TO IMPORTS.

B} IN RESPECT OF COMPETITIVE AND SUBSTITUTABLE PRODUCTS WE HAVE
SUCCEEDED IN GETTING A MAJOR REDUCTION IN THE TAX DIFFERENTIAL
BETWEEN WHISKY AND SHOCHU FROM 40:71 TO 13:1. THIS GOES

BEYOND QUR ORIGIMAL ElﬁEETHTIﬂH AND WAS THE HARDEST PART FOR THE
JAFPRNESE TO ACCEPT. BUT THIS FALLS WELL SHORT QF MEETING THE GATT
PANEL'S CRITERION OF A DEMINIMIS DIFFERENTIAL.

C) THE JAPAMNESE HWAVE RESISTED THE EC'3 CALL FOR EEUALI;!TI&H OF

TAX BETWEEN WHISKY AND OTHER SPIRITS (GIN,VODKA ETC) ON THE GROUNDS
THAT THEIR SYSTEM I3 NOT DISCRIMATORY AND THE LATTER DO NOT PRESENT
A CURRENT THREAT TO WHISKY/BRANDY: WHEREAS OUR CASE FOR
IMPLEMENTATION OF THIS PART OF THE PAMEL REPGRT WAS FOUNDED

PAGE 1
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OM LONGER TERM MARKET CONSIDERATIONS.
Wﬂﬁ THE JAPANESE ARE CLEARLY ANXIOUS TO GET THIS ISSUE OUT OF THE WAY
IET IMPLEMENTING THE PACKAGE QUICKLY BUT ARE NOT PREPARED TO GIVE
US A FIRM ASSURANCE THAT THE LIQUOR TAX WILL BE DISENTAMGLED
1F NECESSARY.

E} THE JAPANESE ARE CLEARLY ON NOTICE OF THE SIGNIFICANCE FOR US
OF S0OME UNDERTAKING ON FURTHER MEASURES OR A REVIEW

MECHANISM. 1 PRESSED SATO VYERY HARD ON THIS SAYING THAT IT WAS
IN MY OPINION THE MOST IMPORTANT ELEMEMT IN TAKING THE POLITICAL
HEAT OFF THI3 ISSUE BUT HE FLATLY DECLINED TO CONTEMPLATE IT

AT THIS STAGE.

4 .THE MEASURES ON WHISKY ALONE ARE A MAJOR ADVYAMCE

AND I BELIEVE WE SHOULD POCKET THEM WITH A CERTAIN AMOUNT OF
GRATITUDE. THERE WILL BE ADVANTAGES FOR OUR INDUSTRY IN

IN THE STABILITY THAT A NEW REGIME WILL BRING, AND ., FROM QUR
CONTACTS WITH UDG IN PARTICULAR. IT SEEMS THAT THE

RELATIONSHIP ACHIEVED BETWEEN THE WHISKY AND SHOCHU TAXES WILL

HE ACCEPTABLE TO & MAJOR PART OF THE INMDUSTRY. TO A LARGE MEASURE
THE KEY NOW WILL BE THE WILLIMGNESS AND EFFORT OF OUR OWN INDUSTRY
TQ TAKE THE OPPORTUNITY CREATED, WITHOUT WHICH THIS WHOLE EXCERCISE
MAY TURN OUT TO BE A PYRRHIC WICTORY. THIS IS5 ULTIMATELY

A COMMERCIAL AND MARKETING DECISION FOR THE COMPANIES,

BUT I BELIEVE THAT STRATEGIES BASED ON MAXIMISING REVENUE FROM
PREMIUM PRODUCTS WHILE IGNORING THE LESS BRAND CONSCIOUS COMSUMERS
OF CURRENT SZECOND GRADE WHISKIES WILL PROVE SHORT SIGHTED.

5.HOWEVER A5 A& PACKAGE OF MEASURES FOR THE INDEFINITE FUTURE THESE
DECISIONS FALL S5HORT OF FULLY MEETING THE GATT PAMEL'S
RECOMMENDATIONS,AND CONTAIN ELEMENTS (PRIMARILY THE

TREATMENT OF OTHER SPIRITS) WHICH COULD POTENTIALLY BE EXPLOITED
TO THE DETRIMENT OF SCOTCH WHISKY. HOW MUCH POLITICAL EFFORT

WE SHOULD INVEST IN OBTAINING FURTHER IMPROVEMENTS DEPENDS GREATLY
UFPON THE INDUSTRY'S5 VIEW OF THE LATTER THREAT A5 WELL OF COURSE

AS ON THE VIEWS OF OUR COMMUNITY PARTNERS. THE MOST SATISFACTORY
ANSWER TO THIS WOULD BE A MECHANISM WHEREBY WE CAN REVERT AT
INTERVALS TO EXAMINE DEVELOPMENTS AND PRESS FOR FURTHER

PROGRES5. OUR MAIN LEVERAGE IN OBTAINING THIS I3 THE REFUSAL

TGO RELINGUISH OUR GATT RIGHTS. THE COMMUNITY SHOULD NOT IN AMY EVENT
PO 50 I SUGGEST UNTIL THE REFORM I3 ON THE STATUTE BOODKS.

6. IN SUM ,A5 SEEN FROM HERE, THERE IS A GOOD CASE IN THE

FAGE 2
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INTERESTS OF SUBSTANTIALLY DEALING WITH THIZ ISSUE OR AT LEAST
RELEGATING IT FROM A POLITICAL TO A RESIDUAL TECHNICAL PROBLEM FOR
ACCEPTIMNG THIS JAPAMESE PROPOSAL

AV PROVIDED THAT THEY AGREE TO ESTABLISH AN EFFECTIVE MOMITORIMNG
MECHANISM WHICH MIGHT BE ACTIVATED, SAY, ONCE A YEAR AND

BY ONCE IT IS5 CLEAR THAY THE IMPLEWENTATION DATE REALLY WILL

BE NO LATER THAN 1 APRIL 1989.

PRESS LINE

7. WE PROPOSE ONLY TO COMNFIRM IF NECESSARY THAT PROPOSALS HAVE
BEEN FORWARDED TO LONDON, WHERE THEY WILL BE CAREFULLY STURIED. WE
WILL HAVE NO COMMENT ON THEIR SUBSTANCE OR LIKELY REACTIONS

IN LONDON OR THE EC. GRATEFUL WE KMNOW YOUR PRESS

LINE A5 500N AS PDOSSIBLE.

BTI PSE ADVANCE TO PS LORD YOUNG AND ROBERTS.

WHITEHEAD

DISTEIEU?IQE

AIN e

+FRAME EXTERMNAL NAD
ECh (E) MR FEARN

ADDITIONAL

FRAME
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EC/ JAPAN ALCOHOLIC BEVERAGES: JAPANESE PROPOZALS.

1. IN ADVANCE OF AMBASSADOR CHIBA'5 CALL ON LORD YOUNG LATER
TODAY S5ATO, WFA, CALLED ME ON MR UNO'3 INSTRUCTIONS TO

CONVEY THE DECISION WHICH PRIME MINISTER TAKESHITA HAD TAKEN IN
CONSULTATION WITH LDP LEADERS ON KEY POINTS OF UK INTEREST IN THE
LIGUOR TAX REFORM. THESE WOULD BE CONVEYED IN A LETTER TO THE
FPRIME MINISTER SHORTLY.

2. SATO MADE THE FOLLOWING POINTS:
AY THE RATE FOR WHIZEY WOULD BE YEN 1150 PER LITRE, A 45 FER LENT
REDUCTION FROM THE CURRENT YEN Z2098B. TAX ON BOTH TYPES OQF

SHOCHU WOULD BE RAISEP BY 75 PERCENT (TO YEN 137 FOR TYPE A AND

YEN 89 FOR TYPE B) BRINGING THE SPECIAL GRADE/SHOCHU B RATIO DOWN
FROM OVER &40:1 TO 13:1, OB T.521 IF BIFFERENCE IN ALCOHOL CONTENT

WA5 TAEKEN INTO ACCOUNT.

B) THIS WOULD CREATE CONSIDERABLE HARDSHIP FOR THE SHOCHU PRODUCERS:
THE GOVERNMMENT HAD THEREFORE TO TAKE THE INITIATIVE IN ASSISTING

THEM TO COWNVERT TO OTHER BUSINESS.

C) THIS WAS A HARD POLITICAL DECISION TAKEN AGAINST MUCH

OPPOSITION BY MR TAKESHITA HIMSELF WHICH WOULD IN THE JAPANESE
GOVERMMENT'5 VIEW RESULT IN A MARKED INCREASE IN THE COMPETITIVENESS
OF WHISKY, ESPECIALLY IMPORTED PRODUCTS, IN THE JAPANESE MARKET.

MR TAKESHITA HOPED THE PRIME MINISTER WOULD ACCEPT THIS. MR UNG,

IN URGING ME TO COMMEND THIS OUTCOME TO MY AUTHORITIES HOPED WE

WOULD UNDERSTAND MR TAKESHITA'S EFFORTS AND THAT THE UK AND JAPAN
COULD BOTH BENEFIT FROM THE RESULTS OF THIS DECISION.

4. 1 SRID I RECOGNIZED THAT THIS REPRESENTED A MAJOR CHANGE FROM
THE CURRENT REGIME AND A WELCOME ADVANCE ON WHAT MR TAKESHITA

HAD DISCUSSED WITH MY PRIME MINISTER. I THOUGHT IT WOULD

BE SEEN A5 CREDITED A5 A SIGNIFICANT STEP FORWARD. AT THE SAME TIME
IT WAS A CONSIDERABLE DEROGATION FROM THE FULL IMPLEMENTATION

PAGE 1
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OF THE GATT FPANEL REPORT. IN MY WIEW THE KEY TO OVERCOMING

THIS AREA OF POTENTIAL DIFFICULTY WOULD BE FOR THE JAPAMNESE
AUTHORITIES EITHER TO UNDERTAKE A TIMETABLE FOR FURTHER STEPS

TO BRING THEIR REGIME MORE IN LINE WITH THE GATT PAMNEL REPORT OR
TO ESTABLISH A REVIEW MECHANIZM WHEREBY WE CQULD REVERT TO THE
IS5UE AT REGULARE INTERVALS TQO EMSURE THAT THE INTENTIONS

OF THE PANEL WERE NOT BEINGE CIRCUMVENTED. 3ATO REPLIED

THAT THEY WERE CONFIDENT THAT THEIR DECISION WOULD BE

COMPATIBLE WITH THE GATT RECOMMENDATIONS WHICH WERE NOT DEFINITIVE.
QUR DESIRE FOR A MECHANISM WAS UNDERSTANDABLE BUT NOT POSS1BLE
AT THIS STAGE. THEY HAD GONE TO THE LIMIT OF WHAT WAS
FOLITICALLY FEASIBLE. IT WOULD OF COURSE BE OFEN TO US TO
EXPRESS A wIEW ON THE EFFECT OF THE MEASURES IF THE EXPECTED
KESULTY DID NOT MATERIALIZE, BUT HE THOUGHT IT WOULD BE WIAER
FOR BOTH OF U3 TO PUT THE ISSUE BEWINMD U3.

5. IN REPLY TO MY QUESTION ABOUT THE CATE FOR IMPLEMENTATION

CF THESE STEPS SATO BAID THAT THEY WERE WORKING TO PASSAGE OF THE
COMPLETE BILL IN THE AUTUMN AND THAT *'COMMON SEN3SE'' SUGGESTED THAT
IT SHOULD BE IMPLEMENTED FROM THE BEGINNING OF FY 1989. HOWEVER
THERE HAD BEEN MO SPECIFIC DECISION ON THIS AND ULTIMATELY

IT DEPENDED ON THE WILL OF THE LEGISLATURE. I SAID THAT 1 APRIL
198% WAS THE LATEST DATE WHICH THE EC WISHED OR EXPECTED

T SEE FOR IMPLEMENTATION OF THE LIGQUOR TAX PACKAGE. COULD HE
GIVE AN A3ZS5URANCE THAT THIS WOULD BE DONE REGARDLESS OF THE

FATE OF THE REST OF THE BILL. SATO SIMPLY REPLIED THAT IT WAS

THE GOVERMMENT'S DECISION TO IMPLEMENMT THESE CHANGES AS 500N AS
POSSIBLE.

6. SATO 3ALD THEY WOULD BE TAKING IMMEDIATE STEPS TO

INFORM M. DELORS. THEY HAD CONFIRMED PRES3 ACCOUNTS OF THE DPECISICON
CN SHOCHU BUT HAD NOT YET DECIDED TO REVEAL THEIR PROPOSALS ON
WHISKY.

T« FOR COMMENT 3EE MIFT.

PTI PSE ADVANMCE TO PS5 LORD YOUNG AND ROBERTS.

WHITEHEAD

PAGE Fa
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10 DOWNING STREET
LONDON SWIA 2AA

Fros the Private Secretary 25 May 1988

EC JAPAN: ALCOHOLIC DRINKS

I enclose a copy of a letter which
I have received from the Japanese Ambassador
covering a message from Mr. Takeshita
to the Prime Minister about the whisky
ta¥x and the differential between whisky
and Shochu. At first glance it does
. not lock particularly satisfactery but
I know the Prime Minister would welcome
the extra assessment as soon as possible,

I am copying this letter to Hell
Thornton (Department of Trade and Industrcyi,
Alex Allan (H M Treasury) and Trevor
Woolley (Cabinet Office).

A. C, Galsworthv, Esg.; CT.M.G.;
Foreign and Commonwealth Office




EMBASSY OF JAPAN
48 GROSVENOR STREET

Ci-483 8030

LONDON Wik CBA

PERSONAL 25th May 1988

Deae Pr. Foweld

Following our telephone conversation this
morning, I have pleasure in sending you, herewith
atrtached, a copy of a letter from Mr. Noboru Takeshita,
Prime Minister of Japan, to Prime Minister Margaret
Thatcher. This is 'a titre personnel', as I menticned
over the 'phone.

Likewise, I wish to convey the feollowing
message, which would be inconjunction with the delivery
of the said letter on the instruction of Prime Minister
Takeshita

*Distillers of Group B Shochu,
numbering about 600 nationally, (excluding
non-operational concerns) have half
thelir number concentrated in Southern
BEyushu or in Okinawa. Their bulk 1is
comprised of small-scale enterprises, and
it 18 believed that a number will be
obliged to go out of business, or cease the
production of this item, in the wake of
the envisaged large-scale increases in
taxation. Therefore, understanding
is sought on the Japanese Government's
intention to introduce measures concerning
Group B distillers, including fiscal
measures,; with regard to those going out
of business or ceasing production of this
item,"

(It has been explained at the meeting between
the two Prime Ministers about the pelitical
significance, domestically, of the Shochu-
producing areas. |

Ambassador

C.D. Powell, Esqg..

Frivate Secretary (Overseas)
to The Prime Minister,

10, Downing Street,

London, SW1A 2AR




OFFICE OF THE PRIME MINISTER
.. ToRYO

(Translation)

May 25, 1988

Dear Prime Minister,;

Thank you for your letter of 12 May, 1988,
"following-up"™ the very meaningful discussions we had on
the matter of changes in Japan's liguer tax when 1 was in
London earlier this month., Since returning home, I have
taken the closest personal attention to studying the
development of the matter, and, indeed, with your views
and GATT consistency in mind, have done everything
poeeible to facilitate the attainment of further
improvement to the changes in the proposal explained to
your country late in April.

I am pleaged to be able to say that the result
is a new detailed proposal for reducing the tax rate
differential between whieky and shochu agreed by those
involved in tax reform. I felt I ought to let you know
without delay just what the proposal here is,

There would be one uniform tax rate for whisky,
¥1,150 per litre, 45% less than the present rate for

special grade whisky. The tax on Group B shochu would be

increased by 75% to ¥89 per litre. This would reduce

the

Her Excellency
Mes ., Margaret Thatcher
Prime Minister of the United Kingdom
London




the differential between whisky and shochu to 13:1 (in
terme of alcohol content, 7.5:1), which we feel is a very
significant improvement on the earlier proposal.

The changes proposed; though they must inevitably
mean very considerable hardship for Japan's shochu makers,
would, especially in combination with the abolition of the
grading system already proposed, clearly result in a very
marked imprevement in the competitiveness of whisky,

especially foreign whisky, in Japan. While the newly

proposed changes are pecrhaps not all that you had hoped

would be possible, I trust that you will appreciate that
they are the wvery most that proved to be possikble;, the
product-of-our-utmost efforts in an area in which any
change involves all-but-insurmountable domestic
difficulties I myself explained to you in Londen.

I very much look foward to seeing you again soon.

Yours sincerely,

Hoboru Takeshita
Prime Minister of Japan




‘DFF'ICE OF THE PRIME MIMISTER
TOKYO

. (Translation)

May 25, 1988

Dear Prime Minister,

Thank you for your letter of 12 May, 1988,
"following-up" the wvery meaningful discussions we had on
the matter of changes in Japan's liguor tax when I was in
London earlier this month. Since returning home, I have
taken the closest persongl attention to studying the
development of the matter, and, indeed,; with your wviews
and GATT consistency in mind, have done everything
possible ko facilitate the attainment of further
improvement to the changes in the proposal explained to
your country late in April.

I -am pleased to be able to say that the result
is a new detailed proposal for reducing the tax rate
dif ferential between whisky and shochu agreed by those
involved in tax reform. I felt I ought to let you know
without delay just what the proposal here is,

There would be one uniform tax rate for whiskvy,
W1l,150 per litre, 45% less than the present rate for
special grade whisky. The tax on Group B shochu would be
increased by TE5% to ®89 per litre. This would reduce

the

Her Excellency
Mrs. Margaret Thatcher
Prime Minister of the United Eingdom
London




the differential between whisky and shochu ko 13:1 (in
terms of alcohol content, 7.5:1), which we feel is a very
gignificant improvement on the earlier proposal.

The changes proposed, though they must inevitably
mean very considerable hardship for Japan's shochu makers,
would, especlially in combinatioen with the aboliticon of the
grading system already proposed, clearly result in a very
marked improvement in the competitiveness of whisky,
especlally foreign whisky, in Japan. While the newly
Droposed changes are perhaps not all that you had hoped
would be possible; I trust Ehat you will appreciate that
they are the very most that proved to be poseible; the

product of our utmost efforts in an area in which any

change involves all-but-insurmountable domestic

difficulties I myself explained to you in London.

I very much look foward to seeing you again soon.

Yours sincerely,

HNoboru Takeshita
Prime Minister of Japan
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SFFICE OF THE PRIME MIMISTER
TOKYD

SERIAL No. T*L'/“E

{(Translation) s
SUBTacT ec Alas7E  May 25, 1988
==

Dear Prime Minister,

Thank you for your letter of 12 May, 1988,
"following-up" the very meaningful discussions we had on
the matter of changes in Japan's liguor tax when I wae in
London esarlier thig month. BSince returning home; I have
taken the closest pearsonal attention to studying the
development of the matter, and, indeed, with your views
and GATT consistency in mind, have done evervthing
possible to facilitate the attainment of further
improvement to the changes in the proposal explained to
your country late in April.

[ am pleased to be able to say that the result
ig a new dektailed proposal for reducling the tax rate
differential between whisky and shochu agreed by those
involvad in tax reform. I felt I ought to let vou know
without delay just what the proposal here is.

There would be one uniféerm tax rate for whisky,
¥1l,150 per litre, 45% less than the present rate Ffaor
special grade whisky. The tax on Group B shochu would be
ipncreased by T75% to W89 per lltre. This would reduce

the

Her Excellency
Mrs, Margaret Thatcher
Prime Minister of the United Kingdom
Landon




the differential between whisky and shochu te 13:1 (in
terms of alcohol content, 7.5:1), which we feel is a very
gignificant improvement on the sarlier proposal.,

The changes proposed, though they must inevitably
mean very considerable hardship for Japan's shochu makers,
would, especially in combination with the abolition of the
grading system already proposed, clearly result in a very
marked improvement in the competitiveness of whisky,

especially foreign whisky, in Japan. While the newly

proposed changes are perhaps not all that you had hoped

would be possible, I trust that you will appreciate that
they are the very most that proved to be possible, the
~product-of --our-utmost efforts in an area in which any
change inveolves all-but-insurmountable domestic
difficultios I myaelf explained to you in London.

I very much look foward to seeing you again soon.

Yours sincerely,

Noboru Takeshita
Prime Minister of Japan




Q,-_‘ga s030 EMBASSY OF JAPAN
48 GROSVENOR STREET
LONDON WiX OBA

PERSONAL 22th Mav 1988

Do Her. Powell

Following our telephone conversation this
morning, I have pleasure in sending you, herewith
attached, a copy of a letter f[rom Mr. Noboru Takeshita,
Frima Minister of Japan; to Prime Minister Margaret
Thatcher. This is 'd titre personnel', as I mentioned
owver the 'phone.

Likewise, I wish to convey the following
mezzage, which would be 1nconjunctionwith the delivery
of -the said lekter on the instruction of Prime Minister
Takeshita =

"Distillers of Group B Shochu,
numbaring about 600 nationally, (execluding
non-operational concerns) have half
their number concentrated in Southern
Evushiu or in Okinawa. Their bulk iz
comprised of small-scale enterprises, and
it is believed that a number will be
pkliged to go cut of business, or cease the
production of this item, in the wake of
the envisaged large-scale increases in
Laxation. Therefore, understanding
is sought on the Japanese Government's
intention to introduce measures concerning
Group B distillers; including fiscal
measures, with regard to those going out
of business or ceasing producticon of this
item. "

[It has been explained at the measting between
the two Prime Ministars about the political
significance, domestically, of the Shochu-
producing areas. ]

Gerna o concll.

Z‘ifiu s

Anbassador

C:D. Powall; Es54.;,

Private Secretary (Overseas)
to 'the Prime Minister,

10, Downing Street,

London, SW1h 2AA
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Foreign and Commonwealth Office

London S5WIA 2AH

Japan: Taxation of Alcoholic Beverages

I underatand that the Japanese Embassy have delivered to
you today a translation of a letter dated 25 May to the Prime
Minister from Prime Minister Takeshita (copy attached).

The Japanese Ambassador has also received instructions
from Tokyo to convey the following message in canjunction
with the delivery of the letter, on the instruction of
Prime Minister Takeshlta:

"Distillers of Group B Shochu, numbering about &H0
nationally, (excluding non-operational concerns) have
half their number concentrated in Southern Kyushu or
in DKinawa. Thelr bulk iz comprised of small-secale
enterprises; and it is believed that a number will be
obliged to go out of business, or cease the production
of this item, in the wake of the envisaged large-scale
increazes in taxation. Therefore, understanding is
sought on the Japanese Governmant's intention to
introduce measures ceoncerning Group B distillers,
ineluding fiscal measures, with regard to those going
ocut of business or ceasing production of this item."

In delivering this message the Japanese Embassy have drawn
attention to the explanation given at the meeting between the

two Prime Minlsters about the political significance,
domestically, of the Shochu-producing areas. We understand

from the Japanese Embassy that the 75% increase would apply

to Gioup A Shochu, Bringing the tax rate to this to Yen 138/litre.

I am copying this letter to the Private Secretary to
the Secretary of State for Trade and Industry.

\[;**' T o =

(& € Galsworthy)
Private Secretary

C D Powell Esg
10 Downing Street




OFFICE OF THE PRIME MIMISTER

TOEKYO

(Translation]

May 25, 1388

Dear PFrime HMinister,

Thank you for vour lscter of 12 May, 198EB,;
"following-up® the very meaningful discussions we had on
the matter of changes 1n Japan's liquor tax when I was in
Londan earlier this month. Sipnce returning home, I have
taken the clogest personal attenticon to studying the
development of the maktter, and, indeed; with vyvour views
and SATT consistency in mind, have done ewverything
possible to facilitate the attainment of further
improvement to Ehe changes in the proposal explained ko
your country late in April.

I am pleaged to be able to say that the result
igs a new detailed proposal for reducing the tax rate
differenctial between whisky and shochu agreed by those
involved in tax reform. I felt I ought to let you know
without delay Just what the proposal here iz,

There would ha ope unifarm tax rate for whisky,
¥1,150 per litre, 45% less than the present rate for
special grade whisky. The tax on Group B shochu would be
increased by 75% to ¥89 per litre. This would reduce

Ehea

Her Excellency
Mrs. Margaret Thatcher
Prime Minister of the United Eingdem
Londaon




the differential between whisky and shochu to 13:1 (in
tarms of alcohol contentz, 7.5:1), which we feel is a very
significant improvement on the ezrlier gproposal,

The changes proposed, though they must inevitably
mean very considerable hardship for Jepan's shochu makers,
would, especizally in combination with the abalition of the
gJrading system already proposed, clearly result in a very
marked improvement in the competitiveness of whisky,

especially Zoreign whisky, in Japan. While the newly

proposed changes are perhaps net all that you had hoped

would be possible, I trust that you will appreciate that
they are the very most that proved to he passible, the
product-of-our-utmost efforts in an area in which any
change involves all-but-insurmountable domestic
difficulties I my=elf explained ts you in London.

I very much look foward to seeing you again scon.

Youre sinceraly,

Moboru Takeshita
Prime Minister of Japan
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TO IMMEBDIATE TOKYD
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INFQ IMMEDIATE UKREF BRUSSELS

INFO PRIORITY PARIS, BONN

INFO ROUTINE WASHINGTON, UKMIS GEMEWA

FRAME EXTERNAL

UEREF BRUSSELS TELNO 133& {NOW REPEATED TO LUEMIS GENEWVAD:
EC/JAPAN: ALCOHOLIC BRINKS

SUMMARRY

1. SECRETARY OF STATE FOR TRADE AND INDUSTRY'S MEETING WLITH
OZAKI WAS AS DISAPPOINTING AS OZAKI'S MEETINGS WITH THE
COMMISSION. JAFANESE PROPOSALS FELL SHORT OF FULL IMPLEMENTATION

OF GATT PANEL REPORT, AS LORD YOUNG MADE CLEAR,

DETAIL

2. OZAKL, TAKADO AND HAYASHI HAD A HALF HOUR MEETING WITH LORD
YOUNG FOLLOWED BY A FURTHER MEETING OF ONE AND & HALF HOURS WITH
COOKE, JUNES (DBTI) AND COOPER CFED). ON ALL THE MAIN POINTS,
DZAKI'S PRESENTATION WAS IDENTICAL TO THAT IN PARAGRAPHS 3-10
OF TUR, EXCEPT THAT NO REFERENCE WAS MADE TO ALIGNING TAXES FOR
LIGUORS, WINES AND SAKE (PARAGRAPH B OF TUR). THE PRESENTATION
WAS BACKED BY TEXTS, TABLES AND GRAPHS C(COPIES FOLLOW BY BAG),
3. DIAKI'S PRESENTATION WAS HEAVILY WEIGHTED TOWARDS
EXPLANATION OF THE CHANGES AFFECTIMG WHISKY, WHICH WERE CLEARLY
FELT TO BE OF PRIMARY INTEREST TO THE UK. &S REGARDS SHOCHU,
OZAKI DWELT OM THE POLITICAL DIFFICULTIES IN INCREASING THE TAX
DN SHOCHU, REFERRING TO THE REGIONAL PROBLEMS OF KYUSHU AND THE
RISK OF BANKRUPTCIES.

4 . IN RESFONSE, LDRD YOUNG RECALLED THE COMMUNITY'S VIEW
THAT BOTH SIDES HAD ACCEPTED THE GATT PANEL REPORT AND

THAT 1T SHOULD BE FULLY IMPLEMENMTED. WHILE ACKNOWLEDGING THE
STEPS PROPOSED ON WHISKY TAXATION, LORD YOUNG SAID THAT, EVEN
WHEN TAKEN WITH THE PROPOSALS ON SHOCHU, THESE FELL SHORT OF
FULL IMPLENTATION, AND COULD WNOT BE REGARDED AS A LONG TERM
[ED_UTZUH TG A PROBLEM WHICH HAD EXSSTED FOR TWO DECADES. 1IN
BANSWER TO HIS QUESTION ABOUT FURTHER STEPS TOWARDS FULL

PAGE 1
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IMPLEMENTATION IN THE FUTURE, OZAKI FELT UNABLE TC GIVE ANY
SUBSTANTIVE REPLY. LORD YOUNGE SAID THAT HE WOULD REFORT THE
PISTUSSIUN, AND HIS QHM REACTIONS, TO THE PRIME MINISTER OVER
THE WEBKEND: HE VERY MUCH HOPED THAT OZAKI WOULD REFLECT OGN THE
POINTS MADE, AND THAT THE JAPANESE AUTHORITIES WOULD BDEVELOP
THEIR PRSI TION SEE‘.‘I[IT ICANTLY FURTHER-.

i

5. IN SUBSEQUENT DBISCUSSION BETWEEN OFFICIALS, A NUMBER OF
POINTS WERE EXAMINER IN GHEATER DETAIL, BUT NO SUBSTANTIVE
PROGRESS WAS MADE. TWO PRINCIPAL I1SSUES EMERGED:

L H THE INTERPRETATION OF DE MINIMIS: OZAKI STRESSED THAT THE
BUESTION OF WHETHER A PARTICULAR TAX REGIME HAD A DISCRIMINATORY
EFFECT WHICH NAS MORE THAN DE MINIMIS, WAS ESSENTIALLY A QUESTION

OF FACTS (IE HOW TRADE WAS AFFECTERY. IN HIS YIEW, THE PROPOSALS

dN SHOCHU AaND WHISEY TAREN TOGETHER, REMOVED ANY SUCH DILESCRIMINATORY
EFFECT. COOKE AMD COOPER REPLIED THAT THIS WAS ESSENTIALLY A

MATTER OF CONFIDENCE: FOR ANY S0LUTION TO BE LASTING, BOTH

SIDES WOULD HAVE TO AGREE ON THE INTERPRETATION OF THE FALTS.

(B) THE MEANING OF "FULL IMPLEMENTATION': OZAKI ASKED WHAT WAS
THE UK UNDERSTOOD BY FULL IMPLEMENTATION. COOKE REPLIED THAT
THIS WAS DIFFICULT: IT WAS A QUESTION ON WHICH HE COULD NOT
COULE PROPERLY REPRESENT THE VIEWS OF THE CONMUNITY AS A WHOLE,
SPEAKING PERSONALLY, HE SUGGESTED THAT FULL IMPLEMENTATION MUST
IMPLY A LONG TERM INTENTION TO MOVE TOWARDS A FULLY
NON=-DISCRIMINATORY AND TRANSPARENT TAX REGIME UNBDER WHICH ALL
SFTRITS WERE TAXED ACCORDIRG TO AN OBJECTIVE YARDSTICK. ONE
SUCH YARDSTICK - USED BY MANY COUNTRIES, BUT NOT PRESCRIBED IN
THE BEANEL REPORT - WAS THAT OF ALCOHOL CONTENT. BUT THERE WAS
CHOICE IN SUCH MATTERS, AND IT WAS FOR JAPAN TO CONSIDER TME
CHOICES.

6. AT THE EMD OF THE MEETING, OIAKI RECALLED THAT JAPAN, WHEN
STATING HKER ACCEPTAMLCE OF THE PANEL REPORT, HAD MADE CLEAR THAT
THE JAPANESE GOVERMMENT DID NOT AGREE WITH ALL POINTS IN THE
REPOET. HIS AUTHORITIES WERE NONETHELESS DDING THEIR BEST TO
IMPLEMENT IT THROUGH DRASTIC CHARGES TO A LONG STANDING TASN
REGIME. HE EMPHASISED ONCE AGAIN, THE POLITICAL DIFFICULTIES
DVER SHOCMU,

HOWE

PAGE 2
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Treasury Chambers, Parliament Street, SWIP 3AG
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28 April 19s8g

Robert Culshaw, Esg MVD

PS/Foreign Secretary P W
Foreign and Commonwealth QOffice i i._}ik j'""f{.t
London SWl

bt Rt

COURTESY CALL BY JAPANESE AMBASSADOR

The Japanese Ambassador, Mr Chiba, paid a courteay call on the
Chancellor yesterday. Sir Geoffrey Littler was also present.

Membership of the Tokyo Stock Exchange

Mr Chiba said that Sir Geoffrey Littler's recent visit to Japan had
been reported in "a certain way" in the newspapers. He had,
however, had more optimistic reports from the Japanese Finance
Ministry. The Chancellor said it was good to hear this. He had to
say, however, that we had been disappointed by the outcome of
Bir Geocffrey's visit.

Mr Chiba said that he imagined that the problems relating to BZW's
application for a seat on the Tokyo Stock Exchange were wvery much
in the Prime Minister's mind. He knew that Mr Takeshita was much
looking forward to his forthcoming meeting with the Prime Minister.
He hoped that it would be possible for the discussions to
concentrate on “"big" topics. The Chancellor s=aid that the Prime
Minister would certainly wish to discuss these "big® issues. But
she also took a close interest in smaller, bilateral issues. These
smaller guestions were of political significance. The City was
particularly important to the United Kingdom, and we wished to see
our key players taking a significant role in Tokye. This would be
important for the City's future development, as well as for even
clesar Anglo-Japanese relations. Mr Chiba said that the Japanese
Finance Ministry had said there were technical reasons why the
Tokyo Btock Exchange could not be enlarged to provide a seat for
BZW. The Chancellor said that these alleged technical difficulties
could be readily overcome by electronic means - in which Japan was
pre-eminenkt. We therefore found (t difficult to understand why
these were produced as reasons for olocking BZIW's membership.

Scotch Whisky

The Chancellor expressed the hope that the continuing difficulties
over whisky would socon be resolvad.




Toronto Summit

The Chancellor asked about Japanese expectations for the Toronto
summit. Mr Chiba said that Mr Takeshita hoped that curcency
stabilisation would continue. On trade matters, he hoped that
progress could be made against protectionism. The Chancellos
agreed; he hoped that market forces could be brought to bear, in
particular; on the problem of world agriculture. The United
States, Europe and Japan all protected their agricul tural
industries; there must be agreement that all should move. Mr Chiba
agreed, while noting the internal political difficulties in Jagan
of achieving this. The Chancellor said that he hoped that the LDP
would have sufficient political strength to overcome resistance.

UE Eccnomy

Mr Chiba asked about the UK's domestic economic abjectives. The
Chancellor deseribed recent economic developments. He assured
Mr Chiba that the Government's aim was to reduce further the rate
af inflation. This might take time - the last Ffew percentage
points were the hardest - but it remained a firm obhjective.

I am copying this letter to Charles Powell (No.l0) and to
Stephen RatcliEfe (DTI).

o
| vy 2t

~ 5

J M G TAYLO
Private Secretary
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FHR TOKYD CAMENDED DISTRIBUTION 257 4]
TO PRIGRITY FCO

TELMO 449

2804007 APRIL 19L&

TELMO RETRACT 0O33: MRS THATCHERY™S INTERVIEW WITH THE YOMIURI

1. MRS5S THATCHER'S INTERVIEW RECEIVED SATURATION COVERAGE -IM
THE YDMIURI (CIRCULATION 9.2MILLIONY ON 27 APRIL. THE
HIGHLIGHTS OF THE INTERVIEW WERE CARRIED WITH A PHOTOGRAPH
A5 THE LEAD STORY ON THE FRONT PAGE UNBER THE BANNER
HEADLINE QUOTE BRITAIWN HOPES FOR JAPANESE ENVESTMENT
UMAUGTE. A TRANSCRIPT OF THE IMTERVIEW APPEARED OMN THE
SECOND PAGE. THE YOMIURI'S POLITICAL STAFF PROVIDED
BACKEGROUND AMNALYSIS AND EDITORIAL COMMENT DN PAGE THEREE.
MRS THATCHER'S REMARKS ABOUT EAST/WEST RELATIOMS ANDB THE
NEED FOR FURTHER LIBERALISATION OF THE JAPANESE MARKET WERE
TAKEN UP ON INSIDE PAGES.

2. THE YOMIURI MOTED THAT AT THE TOP OF MRS THATCHER'S
AGEMDA FOR HER TALKS WITH MR TAKESHITA WILL BE THE
MAMAGEMENT OF THE WORLD ECONOMY AND UNFINISHED BILATERAL
BUSINESS WIZ THE REFORM OF THE LIRGUOR TAX AND SEATS ON THE
TOKYD STOCK EXCHANGE. MRS THATCHER'S CALL FOR BRLITISH FIRMS
AND FINAMCIAL INSTITUTIONS TO HAVE OPEM ACCESS TU THE
JAPANESE MARKET EQUIVALENT TO THAT ENJOYED BY THE JAPANESE
IN THE UX WERE PROMIMENTLY FEATURED.
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the department for Enterprise

The Bt. Hon Lord Young of Graffham
Secretary of Stare for Trade and Indusry

. R N Culshaw Esg Department of
Private Secretary to The Rt Hon Trade and Indnstry
Sir Geoffrey Howe QC MP L

Secretary of State for Foreign and Londen S91H 0ET
Commonwaalth Affairs

Foreign and Commonwealth Office Switchboard

1-215 THT?
Downing St
owning Street LONDON SW1A 2AH Telex B811074/5 DTHQ G

Fax (d-X22 2629

215 5422
DW3SARD

25 mApril 1988

:b§L-F€Jt1#*

Thank you for copying to me your letter of 1B April to Charles
Powell seaking a letter of support Erom the Secretary of State
for the work of the UK-Japan 2000 Group.

The Secretary of State is happy to contribute such a letter,
which is anclosed.

I am copying this letter and enclosure to Charles Powell.

T o

ety Gulfmy

JEREMY GODFREY
Private Secretary

—
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II the department for Enterprise

The Rt Hon, Loed of Graffham
Secretary of State for T and Indusery

-The Rt Hon the Lord Jenkin of Roding Department of
15 01d Bailey Trade and Indosery

LONDON 1-19 Victoria Street
-1% Victoria

EC4dM TAP London SWI1H 0ET
Swiichboard
01-215 7877

Telex BA11074/S DTHQ G
Fax O1-2Z2 2639

215 5422
DW5AAR

25 April 19848

f' L Jodut

UE-JAPAN 2000 GROUP

Since its inauguration in 1984 the UE/Japan 2000 Group has
performed an invaluable task in promoting relations with
Japan. Its efforts have contributed greatly to an expansion
ln contacts and eXchanges at all levals. I particularly
walcome the recent focus by the Group on the provision of
Japanese language training for businessmen. This has my full
support, as does the Group's continuing work in other areas.
I very much hope that the Group will continue to receive the
enthusiastic backing of UK industry.

]
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10 DOWNING STREET

LONDON SWI1A 2AA

THE PRIME MINISTER 19 April 1988

.f’rﬂ“l )
/f:..:..ﬁ et
L

Mr. Nakasone and I agreed in 1984 on the need for a body
such as the UK-Japan 2000 Group. We believed that beth
countries would benefit from a concerted effort to increass
exchanges between our two countries in all fields. So it has
proved. It is particularly important that the impetus for
these afforts should come from the private sector and should
have the full backing of British industry. GSince its first
meeting in 1985; the 2000 Group has tackled this important

task with energy and commitment. It has my full support and

that of Mr. Takeshita.

ol ,;,,a,m

e

The Right Honourable Lord Jenkin of Roding




Foreign and Commonwealth Office

London SWI1A 2ZAH

18 April 1988

UK-Japan 2000 Group

Lord Jenkin has written to the Secretary of State asking
for short letters of ocommendation for the work of the
DE=Japan 2000 Group: from the Prime Miniater, the PForeign
SEecratary and the Secretary of State for Trade and Industry.
I enclose a copy of his letter, which we have discuszszed with
Lord Jenkin. He is hoping for three signed paragraphs to
place in front of ‘a funding appeal letter he will wWrite

Himself.

The 2000 Group does very good work for Anglo-Japanese
relations. ©One of its main strengths haa been that the
impetus for its activities has come fitom the private sector.
The 2000 Group has so far been successful in attracting
private sector funds (although the FCO has also made a
modest contribution’. The Forelgn Secretary believes that
we ahould support Lord Jenkin's fund-raising drive and
proposes to contribute a short letter himself. He hopes
that the Prime Minister and Lord Young will feel able to
do the same. I enclose a draft for the Prime Minister.

If the Prime Minister and Lord Young are willing to
give Lord Jenkin support in this form, perhaps you and
Alison Brimelow (to whom I copy this letter) could send
their letters to me. We would arrange for the three
letters to go together to Lord Jenkin.

I

(R N Culshaw) r-*"!/

Private Secretary

C D Powell Esg
10 Downing Street
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TO:
The Bt Hon The Lord Jenkin of Roding

15 ¢ld Pailey
LONDON EC4M TAP

SUBJECT: UE-JAPAN 2000 GROUP

Mr Makascone and IL/agreed in 1984 on the nesd for
a body such as the UK-Japan 2000 Group. We
believed that/both countries would benefit from
a concerted /effort to increase exchanges belween
our two countries in all fields.
It 15 pagticularly important that the impetus

for these efforts should come from the private

sSector; and should have the full backing of British

industry. Since its Eirst meeting in 1585, *the
L0U0) Group has tackled thisz important task with
enargy and commltment. It has my full support

and that of Mr Takeghlita.

AL/

S0 1t has proved.
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Dileio: From: THE RT. HON. THE LORD JENKIN OF RODING
The Rl Hon the Lard Jonkin of Roding [(Chairman), 15 OLD BAILEY

Sir Kenneth Besrill KCB, LONDOM EC4M TAP
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Sir Edwin Nixon CBE DL, =T or ®ArLCE [ g vl b

The Ei Han Sir Micheel Palllser GCMG,
Sir Peter Parker YO,
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Bacretary of State for Foreign and Commponwealth Affairs,
Foreign .and Commonwealch Office, HS

Dowming Straet, 241?32
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You wvery kindly offered to mest members of this Group later In the year
when our plans for sexc year's meeating are baing drawm up. As of now, we
are in 4 bit of a limbe, becauss we do not know who the new Japanese Group
will be. Tad Kato hdis indicated Eo me that he will be tenderins his resignation
ta Mr. Takeshita who will then have the job of finding a succesasor. While
we hope that most of the reat of the Group will find themseolves reappointed,
we cannot be sure of this as Mr., Takeshita will cercainly want to appoint
soma of his own nmominees, For Ehis teason, we capnnob really embark onm fruitful
discussions with the Japanese about next year's conference, so that 1t may
pot be uptill June or July that the picture will be sufficiently clarified
for a meecing with voorself to be worth while.

At the Elvetham meetcing, Lt was suggeated that the 1989 meeting in Japan
might take place in Eyolo and that March would be a better month than January.
If this is agreed, then, again, the timetable will be drawn up accordingly.

I will, therefore, be in touch with your Private Secrecary in two or three
months' time with a view co finding a date when we could come and talk to
vou about our future programme.

We had a very pood meeting with David Young shorcly before his departure
far Japan and, with his support, we are urgently examining the possibilities
of expanding Japanese languwage teaching in crash courses for businessmen. We
see this as complementary to, rather than in substitution for, the expansion
of Japanese studies at Bricish universities.

¥e believe the time iz appreaching when we shall need to relaunch our
finaneisl appeal im order to replenish our coffers. It would be of great
help™ros if, when we approach potentlial domors, we could include short letters

The United Kingdom - Japan $3000 Croup 5 & compary lmited by guarantes, regd, no. S042760.
Hegid, office: Chatham House, 10 58 James’s Sguare. London SW1Y 4LE. The Ciroap is reged. charing no, 2A5006




of commendation from the Prime Minister, David Yeunrg and veurself. Would

you be able to ask your peopla to explore whether this would ba possible?
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Fram rhe Private Secretary 15 April
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FRIME MINISTER'S MEETING WITH THE JAPANESE AMBASSADOR

The Prime Minister received the new Japanese Ambassador
for a talk this morning.

The Prime Minister said that she was much looking forward
to Mr. Takeshita's wvisit in May. She very much hoped that
various outstanding problems in our relations could be dealt
with before he came. Her experience was that she talked to
avary Japanese Prime Minister about problems like the tax an
whisky and seats for Britigh firms on the Tokyo stock
exchange, they all told her that the problems would be dealt
with and yet she found herself having to take them up with
their successors. The best possible basis for getting
relations between her and Mr. Takeshita off to a good start
would be if the problems over whisky and the stock exchange
could be settled in advance or, at the latest, at the time of
his wvisit.

The Prime Minister welcomed the efforts being made by the
Japanese Government to stimulate imports into Japan. Our own
exports had risen substantially. She hoped this would
continue. We also very much welcomed Japanese investment in
the United Kingdom. Such investment had proved a great
success for both countries. Japanese firms provided superb
management and found that their British workforce responded
wall.

The Prime Minister said that she would hope teo discuss
some of the main themes for the forthcoming Economic Summit
with Mr. Takeshita, in particular the need to make a success
af the GATT round, which must deal with agriculture, Shes
would also like to discuss some of the major international
issues, particularly developments in the Gulf and in East/
West relations. The Ambassador agreed that agriculture was
bound to be a major issue at the Summit but warned that it was
highly political in Japan. The Prime Minister said that Japan
was not unigue in that respect. But the problem simply had to
be dealt with.

CONFIDENTIAL
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. The Ambassador said that the Japanese government was most
grateful for the arrangements being made for tha younger son
of the Crown Frince when he came to Oxford later this year.
The Prime Minister said that we were very pleased to welcome
him. She would hope in doe conrse to entertain him at

Chegquears.

I am copying this letter to Alex Allan (HM Treasury]),
Aligon Brimelow (Department of Trade and Industry) and Trevor
Woolley (Cabinet Office)l.

b

@J\L_L

{C.D. POWELL) —

Robert Culshaw, Esg., M.V.0.,
Foreign and Commonwealth O0ffice.
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MEETING WITH THE JAPANESE AMBASSADOR

¥You are to see the new Japanese Ambassador, Mr. Chiba,

tomorcow morning, -

Mr. Chiba is rated very highly in the Japanese diplomatic

servige and has come from being their Ambassador to the

International Crganisations in Geneva,; which includes GATT and
o e —— S

is seen as an extremely important pogt. His appolintment heare

is apparently regarded as an up-grading of Japanese

representation in recognition of our striking economic

success. T am told that he is also a trifle self-important

and a bit of a bully.

Obviously the main subject for discussion will be the wvisit of
Mr. Takeshita, now only threa weeks away., It is very

iméE;tant that you make clear that we shall expect

Mr. Takeshita to comz here with a clear statement of Jﬂp&nEEE

Lntqu;Fns regarding the whisky tax and news on the quEEtxnn
e ————

of access to the Tokyce Stock Exchange for gualified

——

N
applicanta. These two issues, which are long overdus for
—

——
resolution, will have an important bearing on the overall

success of the vwisit. s

-

Having got that out of the way_ you might say that you look
forward to talking toc Mr. Takeshita about the wider issues of
the management of the world aconomy, East/West relations and

p——

the Gulf war. ¥You will alégﬂlike to discuss with him how

e — I—"":I- :
Britain and Japan can work more closely together in wvarioas

fields such as aid. S

e —

You will also want to say to the Ambassador how much you
wElCnm? Japanese investment in the United Kingdom and your

—
hope that it will continue and increase.

e

¥Yon will find a note from the Foreign Office in the folder
togather with a biography of Mr. Chiba.
g
(C. n: POWELL)
14 April 1988
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Foreign and Commonwealth Office

London SWI1A 2AH
14 April 1988

Call by new Japanese Ambassador

In your letter of 30 March you regquested briefing
for the new Japanese Ambassador’s call on the Prime
Minister tomorrow.

When the Prime Minister receives Mr Chiba she will
no doubt wish to refer to the forthcoming visit by the
Japanese Prime Minister Mr Takeshita. He will be having
talks with the Prime Minister on 4 May. His visit conmes
at an opportune moment following the efforts by the
Foreign Secretary and by Lord Young to take advantage of
the growing openness in the Japanese economy and
Government. The Japanesa Vice-Minister for Foreign
Affairs, Murata, told the Foreign Secretary earlier this
week that Mr Takeshita attachee great importance to his
visit which he sees as a significant step in the
development of Japan’s relations with the UK and with
Europa.

The Prime Minister will wish to set out how she sees
our overall relationship with Japan. Our priority is to
clear up unfinished business. Above all, we want
Mr Takeshita to make a clear statement of Japan’s
intentions regarding the whisky tax. We also attach
importance to access being given on the Tokys Stock
Exchange to all qualified applicants. HE_'EJ;'LE-:E:_II'EH’C.I*;F
pressing e Japanese To look at ways of allowing BZW to
obtain a seat at an early date.

Getting these issues resolved will help us to
concentrate on the increasing opportunities faor
cooperation between our goverrments and in the private
sector. We need to work together on world economic
management, and in the aid field. Japan has socught
advice from us on the disbursement of her additional
grant ald package for sub-Saharan Africa and hae
apfiointed EEE Eéﬁﬁﬁ Agents as procurement agente in some
African countries. The Prime Minister might mention that

- We would welcome a Japanese contribution to the Limpopo

project and the cpportunity to work together with Japan
on this.

RESTRICTED




RESTRICTED

In the private sector we loock forward to an increase
in the flow of trade and investment in both directions.
In 1987 UK exports to Japan rose hy_ggiﬁ This growth
rate was maintained into the first guarter of 1983.
Strong growth should continue for the foreseeakle future.
Imports from Japan were up 9% in 1987. Japanese
investment in manufacturing now totals over £1.3 billion
{over 80 firms).

I attach a personality note on Mr chiba. I am
copying this letter to Stephen Rateliffe, Alex Allan and
John Weston.

| A —
Lo s 2
¥y’ |F- - L | _—

(R N Culshaw)
Private Secretary

C D Powell Esg
F3/No 10 Downing Street

RESTRICTED
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10 DOWNING STREET

LMD SWIA 2AA

From the Privare Secretary 30 March 1988

NEW JAPANESE AMBASSADOR

The Prime Minister has agreed to see the
new Japanese Ambassador at 1215 on Friday
15 April. 1 should be grateful for a brief
to reach me the preceding day.

1 am copying this letter to Stephen Ratcliffe
(Department of Trade and Industry) and
Alex Allan (HM Treasury).

;Earles Powell

R.N, Culshaw, Esg., MVQ.,
Foreign and Commonwealth Office.

RESTRICTED
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the department for Enterprise

CONFIDENTIAL
iz
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PRIME MINISTER C_,@Q
=0 1}{3
VISIT TO JAPAN: 10-16 MARCH 1988 \Vg

Accompanied by a nine-strong team of UE industrial leaders I
visited Japan on 10-16 March. My wvisit, a counterpart to the
Foreign Secretary's in January, toock me to both Tokyo and Osaka.
It combined meetings with Prime Minister Takéshita and his
colleagues with further steps, in the context of the Opportunity
Japan ecampaign, to identify the real potential that an improved
relationship with Japan now holds for us.

2 I was greatly impressed by what I found, True, our economic
relationship whthTEpaET Will Cantinue ta réahire plain-gpeaking
and firmness as regards business that remaingntu be EEEEI&EEd.
notably the taxation of Scotch whisky and the admission of
British applicants to the Tokye Stock Exchange; and I laft Prime

Minister Takeshita and International Trade and Industry Minister
Tamara 1n no doubt of the continuing importance we attached to an
sarly settlement of these points. Buat it was clear that tha
Japanese market is one in which, overall, there is much greater
reddinEss to contemplate an increased role for imééEEEf_EEE this
is borne out by the steady increase in Japan's wolume of imports
(both globally and from the UK) over many months. What is more,
I encountered concern among the Japanese Ministers to whom I

Bpoke that such trends should continue.

3 It is now essential that we should encourage British
business to take the opportunitiss offered by the Japanese
market. My visit left me in no doubt that these opportunities
exist, if we establish the right presence and maintain the
necessary relationships in the market place. There is much

potential for expanding co-operation and investment: this was

—

the
nt izse
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the deparrment for Enterprise

CONFIDENTIAL

clear from the start of my visit (when with Mr Graham Day and
Professor Roland Smith I met representatives of Honda in
connection with the privatisation of Rover Group) to its
conglusion [(when I noted Sanyo's and Wissan's proposals for
further investment in the UK, and Guinness's plans to sstablish a
sales subsidiary in Japan). There are corresponding
aopportunities in the field of direct exports (whaers I saw the
range of British goods already available in Japanese stores) and
in major projects (where an aerial inspection of the progress of
reclamation for the new Kansal Airport at Osaka made a deep
impression)., In all these £ields my Department will be working
through the Opportunity Japan campaign to sensitize British
industries to the opportunities that are available, and the
skllls - linguistic skills being a prime example - needed to
exploit them.

4 At the Governmental level too I encountered a welcome for
the improved relationship betwean the UK and Japan, and a concern
that it should be broadened and deepened. Prime Minister

rakeshita, with whom I had a cordial discussion, looked forward

to meeting you during his wisit to London on 3-5 May. Mr_E;hura,
whose Ministry made exceptional efforte to establish contact with
the industrialists accompanying me, recalled warmly his
discussions with you, the Foreign Secretary and myaelf in London
@arlier this year and undertock to lend his personal support to
the solution of ountstanding economic issues. He also welcomed
the relaunch, on a broader basis, of the periocdic consultations
that have for some years taken place between his Department and

mine,

" =

nt rize
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5 I also had an excellent meating with Posts and
Telecommunications Minister Wakayama with whom T was able to
confirm an agreement in principle, negotiated by my Department
with the MPT, on the liberalisation and value added services
batwaen the UK and Japan.

& For Government, as for industry, the establishment af links

with Japan and its market will be a process reguiring leong

o

investment of time and affert. What is more, we mast not lower

our guard as regards the real improvements in commercial
relations that still remain to be made. But I bhelieve that
successful visits of this kind, which I plan to repeat in future
years, will be effective in establishing personal relationships
with senior members of the Japanese Government and projecting -
in both countries - a clearer image of the opportunities that
exlist, so that our industry can establish trading patterns with
Japan commensurate with Japan's role as one of the strongest

economies in the world.

) I am copying this minute to the Foreign and Commonwealth
Secretary, the Chancellor of the Excheguer, the Secretary of
State for Education and Science, the Secretary of 3tate for
Transport, tha Minister of Agriculture, and the Secretaries of
State for Scotland, Wales and Northarn Ireland: and to Sir Robin
Butlar.

DY
2! March 1988

DEPARTMENT OF TRADE & IMDUSTRY

=7

the
nt rise
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I reasury Chambers, Parliament Mireet. WP O3AG
- AT B0

L6 March 1988

The Rt Hon Lord Young of Graffham
Secretary of State for Trade

and Industry

Department of Trade and Industcy
1-19 Victoria Street

LONDON

SW1IH OET

b b

NISS5AN
Thank you for vour letter of 1 March.

As you know, John Major intends to press For the introduction of
cash limiting of RSA in England, Scotland and Wales in 1989-90 in
the context of the Forthcoming survey. 1T have already indicated my
willingness te give up the requirement Eor offsets on
above=-quideline offerzs once RSA is cash limited. Since I
understand that on present expectations of expenditure the need for
offsets in relation to Wissan will not arise before 1992-93, I hope
that in practice no such need will arise. Until cash limiting is
introduced, however, I am clear that the existing arrangements for
offsats represent an essential element of value for money
discipline and must stand. Therefore I am afraid I am not willing
tc waive the conditions attached to my earlier agreement teo the
very generous offer of further reglonal assistance to Nissan.

I am copying this letter to the Prime Minister.

HIGEL LAWSON







CONFIDENTIAL
015402

MODADAN 9734

CONFIDEMTIAL
FM TOKYO AE%‘E‘LE‘FE: EQFY
TO IMMEDIATE FCO ;

TELNO 303

OF 1607572 MARCH B8

AND TD IMMEDIATE BTI

LORD YOUNG"S MEETING WITH PRIME MINISTER TAKESHITA: 16 MARCH

-

SUMMARY
T« A CORDIAL MEETIMG, WHICH COVERED A NMUMBER OF KEY UK/JAPAN

ECONOMIC IS3SUES.

DETAIL
2. IN WELCOMING LORD YOUNG, MR TAKESHITA RECALLED THAT HE HAD

EMPHASISED TO COLLEAGUES THAT HE WAS A WELCOME GUEST. THE PRESENT
ACMINISTRATION IN THE UK HAD FDSTERED GROWTH IN TRADE AND EMPLOYMENT.,
AMND WAS NOW COMCERNED WITH THE OPPORTUNITIES IN JAPAN. ALL THESE
TRENDS WERE WELCOKE,

5. IN THAMKING MR TAKESHITA FOR SEEING HIM AT A BUSY POINT IN THE
DIET BUBGET PROCESS, LORD YOUNG EMPHASISED THE UK BUDGET A3 A

MILESTOME IN BRITISH ECONOMIC PROGRESS,., IT WAS A& BUDGET BASED ON A

SURPLUS OF POUNDS 3 BILLION, WITH THE PROSPECT OF A SIMILAR SURPLUS
MEXT YEAR. THE REDUCTION IN THE TOP TAX RATE REPRESENTED A MAJOR
ADVANCE. BRITAIN AND JAPAM WERE FOSTERIMG WEALTH=CREATIOMN THROUGH
COMPARABLE ECONOMIC POLICIES., ME TAKESHITA SAIP THAT THE SUCCESS OF
UK ECONOMIC PDLICY HAD BEEN WIDELY NOTED IN JAPAN, WITH ITS STRESS
ON FREE COMPETITION, THE CREATION OF FREEH LINMK:E BETWEEN IMDUSTRY
AND CENTRES OF HIGH TECHNOLOGY, THE PROMOTION OF SMALL AND MEDIUM-
S1IE ENTERPRISES, AND THE RE-VITALISATION OF THE REGIONS. ALL THESE
HAD MADE A PROFOUND IMPRESSION IN JAPAN, AS WITHESSED IN AMBASSADOR
YAMATAKI'S '"'OLYMPIC MEDAL'' REFERENCE TO THE UK'S ECONOMIC ADVANLE.
e o
4. PRIME MINISTER TRAKESHITA WENT DN TO S5AY THAT HE HAD BEEN GLAD
TD WELCOME SIR G HOWE IN TOKYQ AMND LOOKED FORWARD TO HIS OWN VISIT
TC LONDON IN EERLCY RAY. LEEEA?GUNG REPLIERB THAT HE HAD BEEN ASKED
BY THE PRIME MINISGTER TO STRESS THAT MR TAKESHITA WOULD EBE WARMLY
WELCOMED IN LONDON.

5. COMMENTING ON HIS OWN VWISIT, LORD YOUNG SAID THAT HE, AND THE
FQP=-LEVEL BUSINESS TEAM WITH HIW, WERE QPTIMISTIC ABQOUT THE PROSPECTS
FOR IRCREASED TRADE AND INVESTMEMNT BETWEEN THE UK AND JAPAN. OVER 73

FAGE 1
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JAPAMESE COMPANIES HAD ALREADY INVESTED IN THE UNITED KINGDOM. THERE
WAS ALS0 SOLID EVIDENCE OF UK INVESTMENT IN JAPAN: GUINMESS,

FOR INSTANCE, WERE MAKING AN ANNOUNCE MENT ON 156 MARCH DF THE
ESTABLISHMENT OF A NEW JAPANESE SALES SUBSIDIARY.

6. TURNING TQ HIS DISCUSSIONS WITH ODTHER JAPANESE MINISTERS ., LORD
YOUNG SAID THAT HE HAD BEEN GRATEFUL FOR THE WELCOME HE HAD RECEIVED
FRO® HIS JAPANESE COUNTERPARTS. HE REGRETTED THAT NO MEETING WITH
FINANCE MINISTER MIYAZAWA HAD PROVED POSSIBLE: HAD A MEETING BEEN
FEASIBLE, HE WOULD HAVE WISHED TO MAKE A PARTICULAR FOINT ABOUT THE
TAXATION OF SCOTCH WHISKY, AND ON THE ADMISSION OF UK FIRME TO THE
TOXYO STOCK EXCHANGE, AS TWO IMPORT ISSUES OF UNFINISHED BUSIMNESS.

MR TAKESHITA REPLIED THAT AS A PREVIOUS FINANCE MINISTER HE WAS
FAMILIAR WITH THESE ISSUES: HE PROMISED TO MAKE CLEAR TD MIYAZAWA THE
CONTINUING IMPCRTANCE ATTACHED TO THEM IN THE UNITED KINGDOM.

7. IN CONCLUDING A WARM SERIES OF EXCHANGES, BOTH LORD YOUNG AND
MR TAKESHITA NOTED THE FUTURE PROSPE CT5 FOR INCREASED COOPERATION
BETWEEN JAPAN AND THE UK IN ALL COMMERCIAL FIELDS,

ARBVANCE COPIES:

MG 1D: P57 PRIME MINISTER

FCO: PS/SECRETARY OF STATE, COOPER MISS SPENCER

BTI: P5/505, PS5, WFT, SIR B HAYES, ¢ W ROBERTS, COOKE, OTZ2, HALL,
072, JONES, OT2

WHITEHEAD

BDISTRIBUTION

ADVANCE ™ L

JAPAN POLITICAL AND ECOMOMIC ME MCLAREK

CEBACKGROUND ) MR D JONES OT2/DTI VIC ST
HRk/fFED F5 NO 10 DOWNING ST
HDJECDBCED PS/SECRETARY OF STATE
HO/TRED FTI VICc 5T

ME GILLMORE
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EMBASSY OF JAPAN
48 GROSVENOR STREET
LONDON WIX DBA

llth March 1988

<

e

HMoar Prome Menislir, — 17

I should like to say how pleased and
privileged I wase to have g megting with you this
morning at the end of my mission as Japanese
Ambassador to the United Kingdom.

I found our exchange of wiews to be
most fruitful and rewarding and I shall be reporting
back to Prime Minister Takeshita as he prepares for
his forthocoming visit to this country.

For myself, I leave London with a sense
of satisfaction at the sound state of Anglo-Japanese
relations. I am locking forward to malntalning my
interest in the United Kingdom when I am back in
Japan.

May I take this opportunity to thank
vou very much for the charming signed photograph
of vour goodself which was handed to me as I leaft
No., 1, Downing Streest.

With kind personal regards,

gty ¥ ORANS oY =Y,

Tashio Tamazaki

Ambassador

The Rt.Hon. Margaret Thatcher, MP,

Prime Minister and First Lord of the Treasury;
10, Downing Street,

London, S.W.L,
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 11 March 1988

FAREWELL CALL BY THE JAPANESE AMBASSADOR

I should record that the Japanese Ambassador paid a brief
farewell call on the Prime Minister this morming.

The Prime Minister complimented Mr. Yamazaki on his very
considerable achievements as Ambassador in London and thanked
him Efor all the help which he had given us. She also
expressed appreciation for the very vigorous part which
Mrs. Yamazaki had played, The Prime Minister recalled that
she was a great admirer of Mr. Nakasone and was much looking
forward to meeting Mr. Takeshita in May. Referring to
poogress made during Mr. Yamazaki's time in London, the Prime
Minister singled out Cable and Wireless, the seats which had
been allocated to British firms on the Tokyo Stock Exchange
and the considerable increase in Japanese investment in the
United Kingdom. There was still much to be done to open
Japan's market to foreign exports and we hoped in particular
£o see early action on the question of whisky. There waszs also
the problem of agricultural subsidies to be dealt with in the
GATT. But overall there had been important progress and
Mr. Yamazaki could take great credit for it. The Prime
Minister added that she was pleased by the way in which the
United Eingdem/Japan 2000 Group had developed.

Mr. Yamazaki said that he had enjoved his time in London.
He hopad to be able to continue to work for the promotion of
Anglo-Japanese relations after his retirement. He had noted
very important changes in the United EKingdom's economy during
the three years he had been Ambassador here and had tried to
convey this impression in his recent speech. The Prime
Minister commented that she had read the spesch and much
appreciated it, Mr. Yamazaki continued that the Japanasea
aconomy was changing rapidly, with domestic demand expanding
fast. Japan was trying to play a responsible role. He was
pleased to be able to say thare appesared to be no politial
problems between the two Govarnments. Indeed consultation was
very good.
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The Prime Minister wished Mr. Yamazaki well in his
retirement.

I am copying this letter to Alison Brimelow (Department
of Trade and Industry), Alex Allan (HM Treasury) and to Trevor
Woolley (Cabinet Office).

(CHARLES POWELL)

R. ¥. Culahaw, Esqg., MVD,
Foreign and Commonwealth Office,

RESTRICTED
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PRIME MINISTER

FAREWELL CALL BY THE JAPANESE AMBASSADOR

The Japanese Rmbassador will pay a farewell call tomorrow

mMOInNing.

You might thank him for the very considerable effort which he
has put in to resolving our trade pzchléﬁs. ¥You might also

say a word about Mrs Yamazaki's active role hera.

You should mention vour high regard for Mr Nakasone and say

how much you look forward to welcoming Mr Takeshita for talks

and dinner on 4 May.

You counld express appreciation for the steps which Japan has
taken to allow the yen to strengthen and to expand domestic
demand, and welcome the progress on some bilateral issues such
as Cable & Wireless and seats on the Tokyo Stock Exchange.

¥You ara also pleased with the growth in Japanese investment

hers,

But much remains to be done to change Japanese attitudes
towards imports. A satisfactory solution to the whisky
problem 1s urgent. You hope he will report to Mr Takeshita

vour concern about this.

¥You might have a word about the Torontc Economic Summit.

Finally wa ara looking forward to Prince Aya coming to Oxford
(S5t. John's) for two years in the autumn.

D,

Charles Powell
10 March 19BEB

CONFIDENMTIAL
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Foreign and Commonwealth Office

London SWIA 2AH

i0 Macch 19ES

Y
S

Farewell Call by Japanese Ambassador

Mr Yamazakl pays a farewell call on the Prime Minister
on Friday 11 Marech at 11.15. He leaves his post the following
day and will be retiring from the Diplomatic Service.

Mr Yamazaki has worked tirelessgly during
hiz three years as Ambassador. He has put consilderable personal
effort into resolving longstanding trade problems; it would
be suitable for the Prime Minlster to thank him for his
contribution. A word about Mrs Yamazaki's vigorous support
would be well received.

As the Foreign Secretary has reported, Japan 1ls changing:
there i a growing awareness that [inancial power brings
respongibilities.: For the UK there are opportunities, for
gxports (which grew25% last year), for investment and for
scientific and technological collaboration. Some progress
has been made on bilaterzgl trade issues over the last year
(notably Cable and Wireless and Tokyo Stock Exchange). The
Prime Minister might like to remind Mr Yamazakl that, whilst
wa welcomed the four seats on the Tokyo Stock Exchange for
British companies in 1987 we take the view that 211 gualified
applicants should be given seats. Our current priority is
a seat for BEW at an early date,

The Prime Minister could also repeat our concern that
there should be a3 gatisfactory saolution to the whisky problem
aa soon as possible. During the Foreign Secretary's visit
in January the Japanese undertook to provide detailed proposals
on how they would respona to the GATT repoart in the EC's favour
before the Toronto Summit. Mr Yamazakl has already indicated
that he will report to his Prime Minister on British concerns
about this on his return: it would be helpful if the Prime
Minister could re-inforce the pressure already applied cn
this subject.

JMr Takeshita

CONFIDENTIAL




CONFIDENTIAL

Mr' Takeshilita vislts the UE from 3-5 May. He will be
having talks with the Prime Minister on 4 May. She may wish
to say that she looks forward to the visit and to doing business
with Mr Takeshita. The talks will probably cover the broader
themes of the world economy and East,/West relations as well
g8 bilateral ftopics. The Japanese Bconomy is currently performing
well {as vwsuall and 1t is welcome that growth is now being
gernerated entirely by domestic expansion.

Prince Ava (formally known as Prince Fumihite), second
son of the Crown Pripce of Japan, will spend two years studving
for a post graduate degree at 5t John'z College, Oxford, from
this Autumn follewing in the footsteps of his brother, Prince
Hiro, who was at Merton from 1%83 to 19B5, This has not been
announced publicly. But the Prime Minister may wish to welcome
the Prince's choice which reflects the Imperial family's® long
standing links with the UK and which will help maintain relations
between the Imperial family and the Royal family (which has
often proved an asset in promoting our relations, not least
commercial ).

[ am enclosing ghort note on Mr Yamazaki .

".,_

Ly prase

“T o -
1 |._.-} h""ﬁ-"i.ﬂ r:-ﬂvﬁ‘_d___?_.

{R M Culshaw)
Privete Secretary

C D Powell Esg
10 Downing Street
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The Re. Hon. Lord ¥ of Graffham
&ﬂﬂﬂfﬂfm.ﬁtnﬁ“ﬂh&m
emt of

‘The Rt Hon Migel Lawson MP L mm'
Chancellor of the Excheguer g g
HM Treasury * 1-19 Victoria Serees
Treasury Chambers London SW1H 0ET
Parliament Street Soritchboard
LONDOMN 01-215 THT7

SW1F 3AG Telex B811074/5 DTHQ G
Fax (-Z12 2629

215 5422
PS1ALT

B March 1988

(-’:]LFH Nf: r.af?

As you know, I shall be wisiting Japan from 10-18 March,
primarily to give impetus to our Opportunity Japan campaign.
I will also be calling on the Minister of Finance, the Tokyo
Stock Exchange and BIZIW to underline our support for the

British candidates who applied for membership of the Tokye
Stock Exchange. Because you, Geoffrey Howe and Robin Leigh
Pemberton all have direct interests in this matter, you should
know the terms in which I shall raise it in Tokyo: these have
been the subject of discussion between our officials and with
the Bank of England.

I shall, of course, welcome the progress made so far in the
liberalisation of Tokyo's financial markets. But T intend to
emphasize the political sensitivity in Britain of restrictions
placed in the way of British firms hoping to do business in
Japan, Whilst acknowledging our satisfaction in seeing four
British firms gain membership of the Tokyo Stock Exchange, I
will express concern that two British candidates failed to
qualify - subject to the nuance of James Capel's Hong Kong
parent. I will repeat our objective that all British firms
which qualify should be admitted to the Tokyo Stock Exchange.
I shall make a point of telling the Tokyo Stock Exchange and
the Minister of Finance that B2ZW would be qualified (in terms
of the TSE's own requirements) within the next few months: T
shall seek confirmation accordingly that the TSE would not
delay BZW's membership if BIW were able to acgquire an existing
seat.

Gosiretie.

fmftiative
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-1 shall alse want to obtain Miyazawa's confirmation that his
Ministry would endorse - and support - an arranged acguisition
of BZW of an existing TSE seat at a reasconable price. I
should point to the aspirations of Nomura and Daiwa teo become
market makers in the gilt-edged market in London, indicating
that whilst they may satisfy the Bank's technical
requirements, the timing of their admittance to gilt-edged
market making is likely to depend on progress with BIW in
Tokyo. Nomura and Daiwa are already well aware of this.

I shall look to Miyazawa to ensure that the negotiations which
BiIW will now seek to establish with Momura and Daiwa have the
support of his Ministry. I will put it to him that we wiszsh
to have, by the time of the planned Bilateral Financial
Consultations between ocur two countries on 21 April, a
commitment that BIW will be able to acgquire membership on
reasonable terms within the next 12 months, If there is
Failure to obtain by then a satisfactery commitment, Japanese
membership of the gilts market is likely to be delayed. On
the other hand, I hope to assure him that if satisfactory
assurances are given and tangible progress is in prospect, the
Bank's arrangements will go ahead as planned.

1 shall, of course, be guided by Sir John Whitehead in Tokyo
on the public presentation of our support for BZW, but I

firmly intend that the substance of my discussions with the
TSE and the Ministry shall remain private. In particular, I
shall want the theme of my visit presented positively, with
the emphasis on the collaborative spirit which should now
characterise Anglo-Japanese relations.

I am copying this letter to the Prime Minister, the Secretary

of State for Foreign and Commonwealth Affairs and to the
GOVernor.
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NISSAN
Thank you for your letter of 12 FPebruary.

There is nothing between us on the guestion of resources for
the Nis=zan project, You recognise my right to make bids in
the coming Survey for any of my programmes, including regional
assistance. On that understanding, I can confirm that there
would be no guestion of my making an explicit bid for support
for the Nissan project, and that I would plan to meet the
coste of this project from whatever level of provisien John
Major and I agree for RSA as a whole.

I am, however, concerned at your line on cash limited offsets.
Given an effective commitment limiting system - which my
correspondence with John Major shows that I am determined to
achieve - full cffsets against completely unrelated cash
limited expenditure programmes cannot be justified even as a
crude control mechanism. Expenditure beyond the RSA
guidelines will not now generally lead to an eguivalent call
on the Reserve via the non-cash limited RSA provision. An

Gosirrics
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the department for Enterprise

‘imposed saving on a cash-limited Vote would then lead to the
bizarre consequence that Treasury endorsement of the merits of
a particular element of public expenditure would lead to a net
reduction in public expenditure totals.

The RSA control system is already going to ba fully discussed
in the coming Survey. If despite the above arguments you
still feel some special regime for above guidelines cases is
appropriate, the issue is best discussed in that forum, both
in principle and in relation to Nissan, where there were
additional factorse in the decision.

I am sending a copy of this letter to the Prime Minister.
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from: Lord Chilver

Cavley Lodge
Cranfield
Bedfard MKA3 05X

tel: (office) 0908 £74444
(home) 0234 750494

24 February 1988

Mrs Tessa Gaisman
Private Secretary
10 Dowming Strect

London SWIA 28R

Des., Mve G o mastan

-
Thank you for yvour letter of Fﬂbr.i-a_r}",lﬂf
Ill'
It 18 very good of you to arrange the meeting on-March 23, and I

lock forward to seeing the Prime Minister at 11.30 that morning.
Vv

1 14'{-.

Lord Chilver
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Ihe BE.: Hom. Mrs. M.H. Thatcher, M.F., F.BE.5.,

Prime Minister,

10 Downing Street,

LONDOM SWI1A 244.

Thank you for wour letteyr of th February which T will girculate te those
who atténded the Elvetham Hall conference. It is mosl encouraging that we continue
to have wour keem support for our efforts and activities.

Thee Unulted Eingdom - Japan 300 Group s 8 company Hmdled by guaranies, regd. no. 2042758,
Regd, office: Chatham Hoese, 1054 Jamea’s Square, Londan SW 1Y 4LE. The Oroug is regd. charty no 295008,







10 DOWNING STREET

LONDOMN SWIATAA

From the Private Secretary 19 February 1988

Following my conversation with your
office, this is just te confirm that the
Prime Minister is looking forward to seeing

you at 1130 on Wednesday 42 March here at
\Downing Street.

MRE. TESSA GAISMAN

Thea Lord Chilver




10 DOWNING STREET

LONDON SWIA ZAA

THE FRIME MINISTER 19 Pebruary 19B8

v & I el
{ Thank you for your letter of 22 January. I am very glad
that the UK/Japan 2000 Group Conference was such a success
and that the Group does not confine itself to discussion but
also takes an interest in practical ways of improving

contacts between the UK and Japan.

I agree that our undergradoates should have the
opportunity to acguire proficiency in spoken Japanesea.
Following the Parker Report the number of students graduating
in Japanese will rise from 50 to 70. At university level the
propaosals for a Universities Funding Council (UFC) have been
designed to make the system more responsive to the needs of
industry and commerce. I expect that the Council will want
to carry through the work initiated by the Parker Report and
consider carefully how the university system can best respond

to changes in Britain's trade relations.

The high cost of travel between Tokyo and London is
bound to be a disincentive to extending contacts. We must
certainly renew our efforts toc reduce air fares between Japan
and the UK. I understand that you are already in touch with
Paul Channon about this.




Your report mentioned a number of other areas where you
are promoting further UK/Japan exchanges, such as the
environment. This is welcome: the more so 1f it leads to
concrete results in terms of trade.

I shall continue to follow the work of the Group closely
and wish you every BuCCess.

7

/
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The Right Honourable Lord Jenkin of Roding.




Foreign and Commonwealth Office

London SWI1A 2AH

18 FPebruary 1733

UK/Japan 2000 Group

Thankt you far yeur letter of ESHJénuarv encloging 8 Ccopy
of a letter to the Prime Minister from Lord Jenkin about the
recent meeting of the UK/ /Japan 2000 Group. I attach a draft
reply incorporating contributions from the Department of Education
and Scilence, the Department of Transport, ‘and the Department
of Environment.

I am copying this letter to the recipients of YOUrs.,

hl
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iR N Culshaw)
Private Secretary

B Powell Esg
10 Downing Street
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The high cost of travel between Tokyo and London is
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12 Februarcy 1988

The Rt Hon Lord Young of GrafEfham
Secretary of State for Trade

and Induskry

Departmenkt of Trade and Industry
1-19 Vietoria Strest
LONDON
SW1H OET

e G

HISS5AN

Thank you for your letter of 18/December, to which I have delayed
regsponding until the outcome of your discussions with John Major on
cash limiting of Regional Selective Assistance was clear.

I am unwlilling to waive the conditions attached to my earlier
agreement to the very generous offer of Eurther regional assigtance
to Wissan. I must reiterate that this was on the basis that the
offer would not generate a bid for additional resources, ie that
you will plan to meet expenditure under it from within vour
existing provision. Whereas vou are, of course, free to make bids
for any of your programmes as part of the normal Survey process, I
cannot accept decisions to support particular projects which leave
open the source of the reguired Eunds.

Nor, unless you are able to give a cast iron guarantee that under
commitment limiting you will never seek additional rescurces, can I
accept that the introduction of this system for Regional Selective
Assistance overturns the established arrangements under which
support for projects above guideline levels must be matched by a
corresponding reduction in a cash limited vots, In addition to
providing a counter-balance to expenditure demands arising from
such offers the arrangement provides a valuable financial
discipline by bringing into sharp focus guestions of priorities and
value for money whenever such suport is considered.

I am copying this letter to Ehe Prime Ministar.

IGEL LAWSON
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Robert Culshaw
FS5/Foreign Secretary
FCO

LONDON
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UK-JAPAN 2000 GROUP

Charles Powell at No. 10 copied to us his letter of 25 January to
You seeking advice on the letter the Prime Minister has received
from The Rt Hon Lord Jenkin of Roding which touches upon the need
for lower air fares between Japan and the UK.

Lord Jenkin has also written to my Secretary of State about air
fares between UK and Japan, =seeking a meating. In these
circumstances, I suggest that the Prime Minister need comment
enly briefly on the subject in her reply. Tou might include
something along the following lines in the draft to No. 10:

"I agree that we should renew our efforts to reduce air
fares between Japan and the UK., I understand that you are
already in touch with Paul Channon who is locking into the
matter."”

I am copying this reply to the other recipients of Charles
Powell's letter.

:fkﬂLFS E?nLﬂIElfj

o
Ty Hlotlr

JENNY McCUSKER
Private Secretary







10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secrelary 5 February, 1988.

THE JAPANESE AMBASSADOR

Thank you for your letter of 4 February about the departure
of the Japanese Ambassador and the possibility of a farewell
call on the Prime Minister. The Japansse Embassy had in fact

.;/a]ready approached me direct about this, and we have proposed
|
|

1115 on Friday, ll March. You will no doubt let me have briefing
nearer the time.

i
L
B

{C.D. Powell)

R.H. Culshaw, Esg., M.V.D.,;
Foreign and Commonwealth Office.




' o Mrs,. Gaisman

PRIME MIMISTER *{. }\} ch
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JAPANESE AMBASEADOH (i 8 L
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The Japanese Ambassador has asked whether
he may ¢all Lo take his leave of you before
his departure op 12 March., He seeks only

15 minutes.

Agree that we should find a time?

“ o

(C. D. POWELL)

4 February 1988
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Ambessador . leaves his
toc Tokxyo on ] March. He
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 25 January 1988

UE-JAPAN 2000 GROUP

I enclose a copy of a letter to the Prime Minister from
Lord Jenkin about the recent meeting of the UE-Japan 2000
Group. It covers a number of topics and has been circulated
to DTI, DOT, DOE and DES as well as the PCO.

I should be grateful if wyvou would coordinate a draft
reply from the Prime Minister, picking up the wvarious points
a5 necessary.

I am copying this letter to Alison Brimelow (Department

of Trade and Industry), Roy Griffins (Department of Transport),
Roger Bright {(Department of the Environment), Helen Ghosh

(Mr. Waldegrave's office, Department of the Environment)

and Jim Johnstone (Mrs. Rumbold's office, Department of Education
and Science].

{Charlaes Powell]

Eobert Culshaw, Esg., M.V.0.,

Foreign and Commonwealth Office.




PRIME MINISTER

The attached letter from Lord Chilver refers
to his discussion with you in the margins of
the UK Japan 2000 Group lunch. Would you
like me to find out some more details of
what he wants to discuss with you?

o

P. A. Bearpark

25 January 1988







10 DOWNING STREET
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From the Private Secrefary 25 Januar L 1 ORE

I am writing to thank you for your letter
of 22 January to the Prime Minister. I shall
of course show this to her. But I am sure
she will want to asssemble the comments of
colleagues before sending a reply. 5o I hope
you will bear with us for a while.

[Charles Powell)

The Rt. Hon. Lord Jenkin of Roding
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The REt. Hon. Mra. HM.H. Thateher; H.P., F.R.8.,
Prime Minister,

10 Dewning Street,

LOHDON SWla 244,
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Your kindness in entertaining the members of the UE-Japan 2000 Group to
lunch on Monday was greatly appreciaced and I have been asked to say by many
of thoge present how much they applanded your wards of welcome and encouragement.
We were particularly impressed by the way you spoke of the role of our two
countries in handling a range of international issues of common concern in
the light of current difficulties in the United States. Your belief that we
should act in partnership to help the United States to maintain its leading
role in the free democratic world was very well received. We were also delighted
that you indicated that if Mr. Takeshita were asble to wisit London before the
Toronto Summit, he would be more thanm welcome, Following the very successful
vigits of Cooffrey Howe to Japan and Miniaster Tamura toe London, this can only
strengthen the ce-operation we all wieh to see botween our Ewo countries.

In my remarks I should have thanked you for your kind message to the conference
in your letter of 4th Janvary. We certainly had the "stimulating and produckiwe"
meeting which wou hoped for.

In my brief remarks on Monday, I mentlioned tws or Ehree of the immediate
concerns wWhich the Group have, notably the need to extend the teaching of sach
other's language in erder to improve communications at many levels in society
and the problem of high sir fares between Loodon and Tekyo. On the former,
we are in discussion with Angela Rumbold and with the several university departments
Involved., Some progress hias been made via a modest allocation from the "Parker
monics' but, as I said, we are convinced that more needs cto be done. IE is
clear from the respongse I am getcing to my letcer in The Times last week on
this subject that there is a widespread wish to zee more opportunities offered
Lo students to acguire proficiency in apoken Japanese as a reinforcement for
our commercial and financial attack on thelr markets.

The United Kingdoein - Japon 2000 Group s n company Hmiied by goaranise, regd. no. 5042768,
Regd. aflice Chatham House, 1005t James’s Square, Londan SWIY SLE. The Groug is regd. charily no. 295006,




On the question of air fares, I have to say that it really is a scandal
Ehat, as Geoffrev Howe pointed ouwt im his splemdid speech in Tokyo, [C cosCs
twice ae much per passenger mile to fly from Tokyo to London as it does from
Tokyo to Mew York. I have had many discussions with the Department of Tranaport
and the airlines over the last two wears, but it is clear that we shall have
Ee rebturn to the attack. The merger of Britieh Airways and British Caledomian
removes an element of competition which, it was hoped, would in time lead to
lower fares. 1 will take this matter up with Paul Channon onece again. Thare
is no doubt whatewer that the high cost of travel is & major disincentive Lo
extending the contacts for which both Geolfrev Howe and the 2000 Group are
atming.

David Young has already offered ws & further meeting with himself and
others in his Department Lo follow up some of the matters we discussed at Elvetham
Hall, prior to his wisgit to Japan with a group of businessmen. I will aleo
geek an opportunity to discuss with Geoffrey Howe Lhe broader International
issunes which Formed an imporcant part of our dialogue at cur conlerence,

I mentioned on Monday that we had & very interesting discussion on the
parallels and contrasts between our two countries in the field of urban and
regional development and that we want to see a wide extension of contact and
discussion ar variows lewels in both countries. I shall be writing in due
course to Nicholas Ridley and Willizm Waldegrave and will also be approaching
8 number of professional hodies and inatitutes who may be interested in following
this up. In the first instance there is a firm propozal that the current discussions
going on between bodies in Tokyo snd New York on a range of urban lssues should
be extended to bring Londom im too.

I know that we can count on your suppert for this Follow-through to the
Elvetham Hall meeting. It seeme possible that the next meeting of the Group,
due to take place in Japan in 1989, will be held im Kyoto and thar in the following
vear we will Ery to arrange the meeting in Scotland. It is very important
that we are not seen 4s simply based in the two capitals.

Thank you again for your kind hespitality and for your inspiring message.
I am copying this letter to Geoffrey lowe, David Young, Paul Channon, Wicholas
Ridley, William Waldegrave and Angela Bumbold.

ot loed  weq—t
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PRIKME MINISTER

Japan

25 I promised you and colleagues a report on my visit

—

to Japan. Apart from Mr Uno, the new Foreign Minister, I

met the Prime Minister, Mr Tamura of MITI, Mr Miyazawa
the Finance Minister, and Mr Hakasone, as well asz leaders
of the ruling Liberal Demccratic Party, of the Keidanren
(the Japanase CBI) and of Japanese business and academic
groups.

2 15 This was a valuable opportunity to promote the
British interests which my paper had identified. I

concentrated especially on:

- Japan’s macrceconomic responsibilities

- British expo , and Jéﬁanese inward investment

- Japan’s increasing political role.

3. In each of these three areas I underlined, privately
and publicly, the need for plain speaking. My
interlocutors responded to this better than I expected.
Not just the lively intellectuals, but those holding key
Ministerial portfolios. It is much less of a dialogue
with the deaf than when I first went 15 years ago. I

o=
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CONFIDENTIAL

streased that our continuing pressure on them was not
inspired only by UK national interest but also by a
belief that it is in Japan’s own interest to make the
necessary changes. This message got through.

4. Let me deal with the three areas in turn. First,
economic policy. Nakasone, who remains influential, has
had a real impact. More and more the Japanese recognise
the need to adapt their own economy. It is encouraging
that their growth last year was based on domestic
expansion, not exports as hitherto. These are signs that
they will follow the same pattern this year. Some of the
senlior figures in the LDP talked frankly about the need
for structural reform in agriculture and other sectors of
the econocmy (but we must judge them by their deeds).

B This change of outlook has particularly affected
their view of America. In the past they have been
largely content to rely on American economic leadership:
but they are deeply alarmed by the US Administration’s
failure to grapple with the Federal deficit (which they
are largely financing), and increasingly aware that their

own economic strength gives them a responsibility - and a
power - in the world greater than they have hitherto

sought or acknowledged. There is also a growing
realisation that the world economy needs support from
Japan if a recession is to be avoided: this point was
made explicitly to me by their Prime Minister and Finance
Minister.

CONFIDENTIAL
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6. our export opportunities should be judged against
this background. The strikingly high calibre British
business representatives whom I met were at pains to tell
me that they are optimistic. Our exports have increased
by 50% over the last two years, although from much too
low a base. There are already encouraging success
stories (ICI, Glaxo, United Biscuits, even Austin Rover).
The formal barriers in the way of Japanese imports have
much diminished. The Japanese market will continue to be

difficult; the Japanese people are still not used to
D

buying foreign goode; Japanese firms are intensely
competitive in their own market and foreign firms are as

anxXious as our own toc break into what is already an
increasingly lucrative market. Our businessmen stressed
to me that to succeed, British companies need to make a
deliberate commitment te Japan extending over many years;:
but they were clear that the opportunity is now there if
companies are willing to take it.

7a It will not be easy. We are struggling to overcome
entrenched habits of thought. Japan, especially outside
Tokyo, remains an intensely conservative society, and
there are strong political pressures against change, for
example in agriculture. I saw this for myself during a
valuable 24 hours on Eyosho island.

8. That is why I pressed strongly both in private and to
the media for further admissions to the Tokyo Stock
Exchange and for the details of Japanese plans for tax
referms to meet our demands on whisky. (At the sane
time, I acknowledged that they had in the end responded

CONFIDENTIAL
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over Cable and Wireless.) They accepted that Japan should
in future tackle legitimate complaints of this kind much
guicker. All these items, and the wider economic
reguirements, will be on David Young's agenda when he
goes in March. I am sure that John whitehead, who
cbviously enjoys excellent access himself, will set up an
admirable programme and that the Embassy will give the
same professional support as I received.

9. Finally, I discussed the key political issues where
we are locking for sustained Japanese cooperation:
particularly the Gulf, aid to sub-Saharan Africa, and the
management of East/West relationa. Here too I detected
unease among the Japanese about what has up to now been
the bedrock of their attitude to the outside world, their
reliance on American leadership. At last they know that
Pax Americana is not enough.

10. In all this, T am struck by the way in which
Japanese leaders are now asking themselves ions

- about their role in the world, about the nature of
their responsibilities and about the political
consequences of their great economic pqur:q-They
demonstrate a new found and refreshing readiness to talk

frankly. They are looking to Europe, especially te
Britain. By plain speaking we can exercise a key

influence. By skilful and persistent pressure we can
—,

advance our commercial and political interests in Japan.
It is well worth the effort. I shall be in close touch

with David Young about all this as he prepares for his
own visit.

CONFIDENTIAL




CONFIDENTIRL

11. I am copying this minute to Cabinet colleagues and

Sir Robin Butler.

%

{(GEOCFFREY HOWE)

Forelign and Commonwealth Office
21 January 1988

CONFIDENTIAL




U
. RESTRICTED

The Bt Hon. Lord '!l'nu.z:E:F Ciraffham
Smmr:,rqfﬂm:fnltr .ln.d.h'l.tﬁ.l.rh'].'

:Charles Powell Esg

Private Secretary to the Prime Minister
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Be a~ Cl-gida,

JAPAN

the department for Enterprise

Department of
Trade and Industry

1-19 Victoria Street
London SW1H 0ET
Switchboard
01-215 7877
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Pax 01-222 2629
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You asked for advice on ths article in the Daily Mail dated
4 January about discrimination against foreign ecars at

Japanese car parks.

The sitvation described in the Daily Mail reflectsz Japanese
local authority practice which has been drawn to ocur attantion
and which has been taken up vigorously with the Japanese
government. The target appea?s to be large, ostentatious,
American cars associated with Japanessa gangsters, We are
tackling the discrimination against us through the EC
discussions with Japan on problems identified by the car
industry. As a rasult of this pressure the Japanese
Government recently issued directions te prefectal authorities
!gn& thare are already marked signs of improvement in Osaka and
in Hokkaido. With the assistance of UK manufacturers
represented in Japan, including Austin Rover, the Embassy in
Tekyo is continuing to monitor the situation, and we will make
further vigorous representaticns should this problem continue.
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the depariment for Enterprise

It is not clear how much of a real barrier to exports
digcrimination 18, bat its removal 18 an i1mportant
psychological point.
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ALISON BRIMELOW
Private Secretary
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'US-Japan trade deal upsets Europeans

]i;- Bailey Morris in Wn-fninmm Dravid Watte in Tnkfdand Andrew McEwen in London

President Reagan and Mr Noboru After their White House session,  cessions 1o the Americans dem-  Waehi ; In : : i
- ; T = ashington and Tokyo remain © The President made special men.
:Tl;il:cﬂllu. the !’ﬂE:t Minisier fnl' the two leaders issued statements in © constrated the need for Japan to be  pigh, T Americang gju not KRt tion of Mr Taktshiu‘sp?::fl'l‘ﬂrl: 1o
ashingion yesterds ’,T““;:’* - hich they pledged commitment to  fully open in its foreign trade high-technology sanctions aimed ai  increase the Japanese defence pro-
¥ ¥ AR ¥ economic co-ordination policies de=-  relations. He added: "The decision opening Japanese markets, and of. gramme, which included a greater
masphere eased by last-minuleJapa-  gioned 1o 1 persistent trade and 10 open the opportunity for tender ficials said that furth h n contribution 1o the maintenance of

nese trads concess gne i . Bt cials said that e such meg- bu ! ntena

1ons, tensions between the dollar and the mg o Linited Siztes CORIFACIONs,  gyres could be imposed ifTﬂk;m did  Amersican forces in Japan.
mﬁﬂ:d;rﬁ?ﬂl}smﬂﬂmm I'ﬂfﬁ:c! yem while a welcome demonsirstion ofa ot mave quickly to Tifi bamers In addition, he suggesied that the
M:-AE“M e "_hm the stape qie . ForMrTakeshita, in office for less Washington (Reater) o Procid Wesiemn goods and services. Anti- Japanese proposal to remove bar-
Sir mﬁmmﬂm Uﬁlm Fap. than three months, ithe visit was Ha? ng MEII{ II::'!‘F = Preskenl  Japanese sentiment in Congress i8  fers 1o US participation in pudlic
e S e hat the Gescribed by Japanese officials as *a s e i oo Fria e gtill strong. _ warks projects had removed one of
_1"!‘" d:lggfmnm .' i'r m: baplism by fre™, Officials said that F:_.‘L“.;'“h?"“” ::' “'i riday, the In Washington last night, Mr the thomiest issues of contenticn,
:;l'mcﬂm'uluﬂnl 5 sk pp]'fmjj_ﬂ the Frime Minister was under strong At l;'r!ul'-“Fllm EE u’_’ﬂ“t{{d’!’f‘ Takeshila acknowledged the oriti-  The proposal was expected to lead 1o
their impact and 10 some exmgy UoMEstic pressure 10 duplicate The Hidake: ahobis 'I"“'"H i ’“h“ c1sm of his lack of foreign expericace  join ventures with Japanese com.
made them negative, 5 smecess of his predecessor, Mr et hudphr; Hﬁdu?&ﬂ I::I"I ]',‘,l,]" and of Japan's reluctance o take an  panies, which would allow US firms
[} hm,';'“ Rea oo Yasuhiro Nukasone, in forging close Fetpdnen aife w“ bt 0 intemational leadership role. The 13 paricipate, on 8 “prefenential
ust before the Reagan-Tokeshita  jme with the US Administration and "hE '!. “hm!'ﬂ "ET REL SO B hfinister said he was deter-  basis™, in hugs projects, including an
.'IE‘“W'-I- “m"‘F announced 1hat  giher Western Jeaders, - :ﬂﬁ'd b i *.”'-‘"" swid  mined 1o build an its “strengtheried  $11 billion (£6 billion) expansion of
AE:W“‘H; ning special access for Eriengiens s a0 iy o win 23 causéd by something he ate, relations™ with 1he West “io make the port of '!I!rﬂl:l:lhi.l'ﬂl:, the $2.5
'uammin ij o six public works  contracts in Japan for such Projects Jispasit: . Japan a nation that contributes to  billion expansion of Narita Airport,
g:nj Eu. Téulﬂ:.lpm‘ed_m 3% 1he ok Eﬂui intemational - '5Fﬂ5'7-1"?“t*a‘.""'35ﬂ?m“{"-‘.“ﬂ‘:'“ trad- the world”. Mr Reagan, noting the  and £215 billion in other projecs.

mﬁﬁﬂ“ﬂ Ji o ﬁwhuh_ " airport, are likely to be annoyed at 'nﬁm?.nm'm’“ imited in its mpact, importance of “good personal” rela-  American officials said that the
bidkding for LIS Epaness g 'g'ﬂm i arratgement which will aive-an rrll'l le!-I o 1 EED'I'E ex Eﬂ';lfml!:'l-"? tionships between !h= leaders of the L‘-l-'l?hﬂ.l'lgﬂ e |JI'I;I"-'I5:iﬂI15_ af 1he
' it : d o US fims in such A 10 1he Uit g of being 3 and Japan, said thar jhey ha statement were “ bilateral™ i nature,
el A for what Washington &:m 1:111 Tokyo Bay bridge,  Crined 10 the United States, established an “excellant rappont™, and were meant 1o ensure that the
:?m%?mﬁﬁmmﬂﬁ : EJlrEwFﬁ':fmid B e SUEEI;?IE:LEMH“ Ihwnrﬂs of mutsal I_I;..-t H’hl:;:d House officials uidj_mat US Treasury had mﬂ'ln:i:;lul r:e-
§ } ; : & Jlipanesg con- B Ers were oot yet on firsts urces act fom ™ £
s R TR M Y of Japan that Tokyo's cone .:H:Ii]nm. tade tensions between na.nuw:u:nn[ 4 i g:,.;um: .;.ﬁmmrﬁws -
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YOUR TELMNO 46: JAPAN=-US AGREEMENT ON PUBLIC WORKS PROJECTS

1. AS WE UNDERSTAMD IT AGREEMENT SO FAR IS STILL SUBJECT TO

FURTHER MEGOTIATIOMS AT WORKING LEVEL AHD THEREFORE MNOT FORMALLY
COMPLETE. DETAILS ARE MOT AVAILABLE BUT DUTLINE IS THAT U § FIRMS
WILL BE ALLOWED TO BID ON SIX SELECTED MAJQR PROJECTS UNDER JAPAMNESE
DESIGNATED BIDDING PROCEDURES, SUBJECT TOD REMOVAL OF U S BAN ON
JAPANESE PARTICIPATION IN U 5 PUBLIC WORKS PROJECTS. REQUIREMENT OF
PERFORMANCE RECORD IN JAPAN WILL BE WAIVED.

2. IN MARGINS OF SECRETARY OF STATE'S VISIT WE SOUGHT ASSURANCE

FROM HAYASHI (DIRECTOR, 25T INTERNATIONAL AFFAIRS DIVISION, MFA)
THAT SPECIAL RIGHTS WOULD MOT BE GRANTED EXCLUSIVELY TO U 5 COMPANIES
AHD THE ALL FOREIGM COUMTRIES COULD BID ON EGUAL FOOTING. REPLY WAS
THAT JAPANESE PROCEDURES WERE NO ~DISCRIMINATORY. THE U K OPERATED

A SYSTEM VERY SIMILAR 70O THAT OF JAPAN, AND FOREIGN COMPANIES WOULD
BE EXPECTED TN FOLLOW JAPANESE PROCEDURES. JAPAN WAS STUDYING WAYS OF
EASING PATH FOR FOREIGN COMPANIES UNFAMILIAR WITH JAPANESE SYSTEM.
KUNIMIRO, PRIME MINISTER'S OFFICE, TOLD THE EC DELEGATION THAT THE
AGREEMENT WOULD BE APPLIED ERGA OMMES, BUT ONA RECIPROCAL BASIS.

i ]

%. THE ABOVE AND OTHER REPORTED COMMENTS FROM MINISTRY OF TRANSPORT
SOURCES SUGGEST THAT JAPANESE INTEND TO ﬁAKE nEtIPnﬂt:Tv A BASIC e
COMDITION FOR THE U S AND FOR OTHERS. oy T , Qo 7T
o | I,,.\h.-l_'___- W --.ll-' a L »
s R '--f'--ﬂ- e ARt S Al e e e PP P e ':l
L. WE HAVE ALREADY SUGGESTED TD EC DELEGATION THAT THEY SHOULD =
REGUEST AN EARLY EC BRIEFING ON THIS AGREEMENT AS A UAY OF HAHHIHG,nawh**;'

OUR CONCERN. ot

i
e

T

{

S, THE SECRETARY OF STATE, IN REPLY TO A QUESTION AT HIS PRESS
CONFEREMCE ON 13 JANUARY GAVE A QUALIFIED WELCOME TO THE AGREEMENT
AS A SIGN OF FURTHER MARKET OPENING BUT SAID IT COULD HAVE A
NEGATIVE IMPACT THROUGH BEING COMFINED TO LIMITED COUMTRIES. IT
SHOULT BE EXPAWDED TO CREATE A COMPLETELY MULTILATERAL, OPEN POSTURE.
VAN AGT, AT REGULAR PRESS CONFERENCE ON 14 JANUARY, SAID THE
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COMMUNITY WAS NOT PERFECT IN THIS AREA BUT WAS WORFING TOWARDS A
COMPLETELY OPEN IMTERNAL MARKET IN 1992. A BILATERAL AGREEMENT COULD
CREATE POLITICAL AMND PSYCHOLOGICAL DAMAGE.

5. IN LIGHT OF THE ABOVE THERE MAY BE INSUFFICIENT INFORMATION
AVAILABLE ON WHICH TO RASE A SUBSTANTIVE DISCUSSION IN 113 COMMITTEE.
TODAY HOWEVER A PRELIMINARY DISCUSSION LEADING TO REQUEST TO

THE COMMISSION TJ SEE. FULL EXPLANATIONS FROM THE JAPAMESE AND U S
SIDES WOULD DE USEFUL. AS SEE FROM HERE HOWEVER WE MNEED TO

CLARIFY OV= OWN POSITION ON RECIPROCITY AND THE BASIS ON WHICH

THE COMMUNITY 15 GOING Ta EHﬂLLEHEE THIS AGREEMEMNT. AS WE HWAVE
REQUESTED ALREADY, WE SHALL NEED MORE ADEQUATE GUIDANCE ON PRINCIPLES
AMD PROCEDURES IN THE U K IF WE ARE TO MAKE EFFECTIVE REPRESENT-
ATIONS OURSELVES.

"« THE JAPANES ARE IN FACT MUCH MORE COMCERNED ABOUT LOW COST
COMPETITION FROM THE ﬂi&?, ESPECIALLY KDREA, THAN EVEN THE U 5.
MARTIN LAING, CHAIRMAN OF CBI CONSTRUCTION COMMITTEE MADE IT CLEAR
TO US RECEMTLY THAT U K CONSTRUCTION FIRMS WERE NOT CURRENTLY
INTERESTED IN THIS MARKET. HOWEVER SOME BRITISH CONSULTANTS ARE
INTERESTED AND ALREADY INVOLVED IN EG THE TOKYD BAY BRIDGE PROJECT,
THOUGH WE HEAR STORIES THAT THEY ARE NOT GRANTED CONTRACTS UNLESS
A RESPECTABLE SHARE HAS ALREADY BEEN FOUND FOR AMERICAN COMPANIES.
r"'.-"EI'-J THOUGH IT REQUIRES BUILDING LING- TERM POSITIONS OFTEN IN
PARTNERSHIP WITH JAPAMESE COMPANIES, BECAUSE OF ITS ENORMOUS SIZE,
WE BELIEVE THIS IS5 A MARKET IWN WHICH THE COMMUNITY INDUSTRY OUGHT
TO BE POTENTIALLY INTERESTED, AND WHERE THERE IS THEREFORE AN
INTEREST IN PRESERVIWG THE PRINCIPLE OF ACCESS.

WHITEHEAD

DISTRIBUTION

MAIN 179
JAPAN POLITICAL AMD ECONDMIC ECONOMIC ADVISERS
(BACKGROUND) NCAD

LIMITED SEC POL O

FED PS

ECD{E) PS/LORD GLENARTHUR
ERD PS/MRS CHALKER
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1. THIS WAS AN IMPORTANT AND SUCCESSFUL VISIT. OBJECTIVELY THE ?ﬁrh“
TIME WAS RIGHT FOR A RADICALLY CHANGED PERSPECTIVE IN BNGLO=JAPRNESE
RELATIONS: THE DECLIME IN AMERICAN ECONOMIC DOMINANCE A REVITALISED
UNITED XINGDOM IN THE FOREFRONT OF A MORE CONFIDENT AND COHESIVYE

EUROPE, A JAPAM WHICH WAS PLAYING A LARGER AND MORE CONSTRUCTIVE

ROLE IN THE MANAGEMENT OF THE WORLD ECOMOMY AND IS MOVING TOWARDS
CREATER INVOLVEMENT ON THE WORLD POLITICAL STAGE, COUPLED WITH

THE RESOLUTION OR EASING OF MOST OF OUR PRINCIPAL

BILATERAL TRADING PROBLEMS

2. YOU CALLED FOR A DYNAMIC PLAIN-SPEAKING PARTNERSHIF BETWEEN

THE UNITED KIMGDOM AND JAPAN TO WHICH THE JAPANESE RESPONDED WITH
EMTHUSIAM, BOTH SIDES RECOGNISED THAT THIS WOULD INVOLVE

A TWIN TACK APPROACH: STRAIGHT SPEAKING ON BILATERAL PROBLEMS

PLUS & MORE SROADLY-BASED, SERIOUS AND CONSTRUCTIVE PIALOGUE ON
WIDER ECONOMIC AMD POLITICAL ISSUEPS. IT WILL BE IMPORTANT T3 BUILED
aN THIS MAJOR INITIATIVE BY ENGENDERING A GREATER REFLEX OF
CONSULTATION WITH THE JAPAMESE AND LOOKING FOR ISSUES ON WHICH

WE CAN COOPERATE IN A WIDE VARIETY OF FIELDS.

DETAIL

T YOUR VISIT TO JAPAN FROM 2 - 13 JAMUARY WAS IMPORTANT AND VERY
SUCCESSFUL. FORMALLY, YOU CANE HERE FOR THE 17TH ROUND OF POST-WAR
FOREIGN MIMISTERIAL COMSULTATIONM. BUT THIS WAS A VISIT WITH &
DIFFERENCE: COMTEXT, COMTENT AND BREADTH OF COMTACT ALL REPRESENTED
A MAJOR AND SIGNIFICANT CHANGE FROM PREVIOUS OCCASIONS. AS YOU TOLD
THE PRESS AT THE END OF YOU VISIT, IT MARKED THE BEGIMMNING

OF A MEW, DYNAMIC, PLAINSPEAKING PARTNERGHIP INTENDED TD

TAKE BRITAIN AND JAPAN WELL INTO THE NEXT CENTURY.

& THE NEW CONTEXT STEMS FROM CHANGES IN JAPAN AS WELL AS IN
THE WORLD AT LARGE IN PAST YEARS IN THE MACRO-CCONOMIC AND POLITICAL
FIELDS

PAGE 1
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JAPAN'S ACCEPTANCE OF HER INTERNATIOMAL RESPOMSIBILITIES

AS A MAJOR ECONOMIC POCWER, PRODUCING ROUGHLY ONE-EIGHTH OF ALL
OF THE WORLD'S GOOPS AND SERVICES,, HAS BEEN PAINFULLY SLOW.

IN THE MICRO-ECONOMIC AND TRADING FIELDS CHANGES IM RESTRICTIVE
MARKET PRACTICES HAVE ONLY BEEMN MADE IN RESPONSE TO EXTERNAL
PRESSURE. MORE RECENTLY FORMER PRIME MINISTER NAKASOMNE CHARTED
A

MORE RESPONSIBLE AND CONSTRUCTIVE COURSE TD BE

FOLLOWED. ENCOURAGINGLY. FRIME MINISTER TAKESHITA SHOWED HIMSELF
DETERMINED TO FOLLOW THROUGH EVEN AS HE TOLD YOU, AT DOMESTIC
FOLITICAL COST.

5. THE CHANGES IN THE WORLD AGAINST WHICH YOURVWISIT TOOK PLACE
CENTRE ON THE WEAEENING 3F THE PHEDQHINAﬁFE OF THE TWO SUPER-
POWERS OUTSIDE THE MILITARY SPHERE. THE JAPANESE ARE INCREASINGLY

CONSCIOUS OF THEIR ENCHANCED ECOMOMIC STATUS. YOU FOUMD A COMMON
MEASURE OF CONCERN BETWEEN THE UK AND JAPAN ABOUT AMERICAN
ECONOMIC POLICY AND

STRIKING AGREEMENT, PARTICULARLY FROM FINMANCE MINISTER MIYAZAWA,

THAT JAPAN SHOULD PLAY HER PART IN STEERIMNG THE WORLD ECONOMY
THROUGH A DIFFICULT PERIOD AMHEAD. LIKE TAKESHITA HIS CHIEF
MESSAGE WAS THAT AGREEMENT AMONG THE LEADING ECONOMIES ON WHAT
WAS MECESSARY HAD TO BE FOLLOWED BY ACTION. EVEN AT POLITICAL
COST., FACED WITH POTENTIAL UNCERTAINTIES IN THE ECONOMIC
POLITICAL AND EVEN DEFENCE FIELDS, THE JAPAMESE ARE KEEN TO
DEVELOP A CLOSER RELATIONSHIP WITH EUROPE. FOREIGN MINISTER
UNDQ READRILY ACKNOWLEDGED THAT THE UK WAS WELL PLACED TO PLAY

A KEY PART IN THIS PROCESS.

b .

THERE WERE AL30 SIGNIFICANT SHIFTS IN THE PERCEPTICN BY
BOTH SIDES OF OUR BILATERAL RELATIONS., THE JAPANESE RECOGNISD

THE REVITALISED ECONOMY AND DYNAMIC POLICIES WHICH WERE BEING
PURSUED CONSISTENTLY IN THE UNITED KINGDOM AND THE IMPORTANT ROLE
THAT WE WERE THEREFORE PLAYING AS A LEADING MEMBER OF THE
EUROCPEAN COMMUNITY. YOU ACKNOWLEDGED THAT MANY OF THE PRINCIPAL
IRRITANTS IN OUR BILATERAL RELATIONS IN 1987 HAD EITHER BEEN
REMOVED (CABLE AND WIRELESS) OR WERE IN THE PROCESS OF RESOLUTION
(REFORM OF THE LIGUOR TAX AND ACCESS TO THE TOKYO STOCK EXCHANGE)
YOUR EXPLORATION WITH JAPANESE MINISTERS OF AREAS FOR BROADENED
COOPERATION BETWEEN OUR TWO COUNTRIES WAS NOT THEREFORE COVER-
SHADOWED BY THE MNEEC TO SPEND A DISPROPORTIONATE AMOUNT OF TIME
ON TACKLING IMMEDIATE TRADING ISSUES, ALTHOUGH YOU MADBE IT

CLEAR THAT WE WOULD BE NO LESS VIGOROUS IN PURSUING A RESOLUTION

PAGE 2
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OF GEMUIMNE GRIEVANCES AL AND WHEM THEY AROSE.

T. AT BREAKFAST MEETING WITH A GROUP OF BRITISH BUSINESSMEN YOU
TOLD THAT THE JAPANESE MAREET MAS MUCH MORE DPEN THAEMN IT USED TO
BE AMD THAT MANY BRITISH COMPAMIES WERE DOING VERY WELL HERE.
THEY CONSIDERED HOWEWER THAT MANY BRITISH COMPANIES WERE STILL
VERY IGNORAMT ABOUT THE SIGMIFICAMCE OF THIS MARKET AND MUCH
STILL MEERED TO BE BOME TO GET THE MESSAGE ACROSS TO BRITISH
INDUETRY. IN THEIR VIEW TRADE BARRIERS WERE LARGELY A THING

OF THE PAST, EVEN IF A FEW IRRITANTS REMAINED. IM YOUR TALKS WITH
THE JAPAHESE YOU EXPRESSED MEASUREDAPPRECIATION FOR WHAT

JAPAN HAD DOME 50 FAR TO CFEN HER MARKETS. BUT YOU INSISTED THAT A
SUSTAINED AND MORE RADICAL EFFORT WAS REGUIRED TO RAISE

IMFOGRTS, AND AGRICULTURE COULD NOT BE LEFT ASIDE. YOU FUT OUR
QUTSTANDING BILATERAL PROBLEMS FIRMLY IN THE CONTEXT OF THE

MEED TO KEEP UP MOMEMTUM AMND PREVENT PROTECTIOMISM YOU LEFT

THE CLEAR MESSAGE THT WE REGARDED SCOTCH SHISKY AND THE

TOEYD STOCK EXCHANGE AS UNFINISHED BUSIMESS. LUND AND MITI
MINISTER TAMURA BOTH EXPRESSED THEIR INTENTION TO MAKE THE
MAPANESE MARKET AE OPEN AS POSSIBLE. HOWEVER., THE POLITICAL
SENSITIVITY OF AGRICULTURE WAS STRESSED BY ALL

8. IN YOUR POLITICAL CONSULTATIONS, FOREIGN MINISTER UNO AGREED
BROADLY WITH YOUR AMALYSES, IN PARTICULAR OF EAST/MEST RELATIONS
AND OF DEVELOPMENTS IN THE GULF., THE JAPANESE SHARE OUR BELIEF
THAT THE WEST SHOULD BE OPEM-MINDED, BUT RELISTli IN

REACTING TO GORBACHEN'S INITIATIVES. ALTHOUGH THEY ARE IF ANYTHLNG
MORE SCEPTICAL ABOUT THE EXTENT TO WHICH THEY WILL BRING BENEFITS
TO JAPAMN, WHOSE RELATIONS WITH THE SOVIET UNION ARE BURDENED BY
THE LEGACY OF HISTORICAL ANTIPATHY,., THE WAR AND AN

CUTSTANBING TERRITORIAL DISPUTE, MOST OF THOSE WHOM YOU QUESTIOMED
WERE CONFIDENT THAT A RUSSIAN CHARM OFFENSIVE DIRELTED AT

JAPAN WOULD MHAVE LITTLE EFFECT ON JAPANESE ATTITUDES AND
POLICIESS, PARTICULARLY IF THIS WAS UNACCOMPANIED BY A

WILLINGMESS TO RETURN THE FOUR MNORTHERN ISLANDS ON THE GULF,
DESPITE SOME HESITATION CON THE PART OF HIS OFFICIALSE,

UNDO ACCEPTED THAT IRAMNIAN INTRANSIGENCE IN HOLDING OQUT AGAINST
ACCEPTANCE OF SCR 598 MADE CONSIDERATION OF ENFORCEMENT

MEASURES INEVITABLE.

Y. APART FROM YOUR OFFICIAL TALKS WITH FOREIGN MINISTER UND AND
YOUR CALL ON PRIME MINISTER TAEESHITA, YOU HWAD TALES WITH
FINANCE MIMNISTER MIYAZAWA, MITI MINISTER TAMURA. FORMER PRIME
MIMISTER NAKASONE, LDP SECRETARY GENERAL ABE AND MICHIO
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WATAMABE, CHAIRMAN OF THE PARTY'S POLICY RESEARCH COUNCIL.

YOU ALSO MET OTHER RISING JAPANESE POLITICIAME, ECONOMIC
OPINION LEADERS, ACADEMICS AMD JOURMALISTS AT SOCIAL OCCASIOHNS
AND WORKING MEALS. YOU WERE THEREFORE ABLE TO REGISTER OUR
EXFPECTATIONS FOR ANGLOSJAPAMESE RELATIONS, A5 WELL AS DUR
CONTINUED COMCERN IN CERTAIN AREAS, TO A WIDE AUDIENCE OF
INFLUERNTIAL AND ARTICULATE JAPAMNESE,. MANY OF WHOM WILL BE IN
POSITIONS OF LEADERSHIP IN JAPAN DURING THE RERAIMNING YEARS OF
THIS CENTURY.

10. IN YOUR SPEECH AT THE JAPAN PRESS CLUB YOU SET OUT AN AGEMDA
FOR ANGLO/JAPANESE PARTMERSHIP, POLITICALLY THIS CALLEP FOR
EFFORT: TO IMPEOVE EAST/WEST RELATIONS, COOPERATION OWER THE GULF,
AMD A FIRM STAND AGAINST TERRORISM. ON ECONOMIL ISSUES WE SHOULD
PROMOTE STAGILITY IN THE WORLD Eﬂﬂhﬁ? AMD IW CURRENCY MARKETS
MAINTAIN FREE TRADE AND OPEN OUR MARKETSE MORE WIDELY, INCREASE
INVESTHMENT OVERSEAS AMD FACILITATE CAFPITAL FLOWS, OPEN UP STOCE
EXCHANGES (MNOTABLY THE JAPAMESE, 50 THAT ALL THOSE FIRMS WHICH
WERE SULTABLY QUALIFIED SHOULD OBTAIN SEATS) AND CAPITAL MARKETS.
¥YOU CALLED FOR AN ATTACK ON AGRICULTURAL PROTECTIONIEM AND
COOPERATION OVER AID PROGRAMMES. YOU AND FOREIGHN MIHISTER UNO
AGREED THAT TO WORK TOWARDS THMESE ENDS WOULD REGUIRE A SUBSTANTIAL
INTEMSIFICATION AND BROADENING OF COMTACTS AT ALL LEWELS
MINISTERIAL, OFFICIAL AND BETWUEEN THE PEOPLES OF THE UK AND JAPAN.

11. YOUR VISIT TO OITA PREFECTURE ON THE ISLAND OF KYUSHU, 400
MILES SOUTH QF TOKYO, AT THE OQUTSET OF YOQUR STAY IN JAPAN WAS
ALSO EXTREMELY VALUABLE. IT ENABLED YOU TO SEE AT FIRST HAND

HOW AT THE LOCAL LEVEL THE JAPANESE ECONCOMY I3 CARRYING

THROUGH THE STRUCTURAL REFORMS ADVOCATED IN THE MAEKAWA REPORT
IT PROVIDED NOT OMNLY WHAT I HOPE WAS AN ENJOYABLE INTRODUCTION
TO RURAL JAPAN BUT ALSO AN INSIGHT INTO PROVINCIAL ATTITUDRDES . WHICH
STILL CARRY A DISPROPORTIONATE WEIGHT IN JAPANESE POLITICS, YOUR
VISIT TGO A FAMILY FARM AT YUFUIN SHONED YOU THE REALITY OF
JAPANESE AGRICULTURE BEHIND ALL THE ABSTRACT ARGUMEMTS. YOQUR
JAPANESE HOSTS WERE CLEARLY APPRECIATIVE THAT YOU HADP SPENT THE
TIME TO LEAVE THE TRACK USUALLY BEATEN BY FOREIGN VISITORS TO- —
JAPAN . THE VISIT TO OLTA RECEIVED EXTENSIVE FAVOURABLE COMMENT
IN THE JAPANESE FRESS.

12, ALTHOUGH YOUR WISIT TO JAPAN WAS IMPORTANT IN ITSELF, ITS
REAL SIGNIFICANCE LAY IMN FRODUCING THE FIRST MAJOR MOVE IN A
PROCESS WHICH SHOULD LEAD TO A RADICALLY CHANGED PERSPECTIVE
IN ANGLO-JAPAMNESE RELATIONS. THE JAPAMNESE AT ALL LEVELS WELCOMED
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f1
THIS IMITIATIVE AND FOREIGN MINISTER UWE HAS LET IT BE KNOWH

WIBELY THAT HE WAS EXTREMELY PLEASED WITH THE TOMNE AND CONRTENT OF
THE DISCUSSIONS WITH YOU. AS SEEMN FROM HERE WE MUST NOW MAINTAIH
THE MOMENTUM THAT HAS BEEN GENMERATED AS WELL A5 KEEP THE JAPANEGRE
UP TO THE MARKE. JAPAN IS POTENTIALLY A COUNTRY OF MAJOR WORLDWIDE
INPORTANCE, POLITICALLY AS WELL AS ECOMOMICALLY. AN IMPROVED
RELATIONSHIP SHOULD PROVE TO BE OF CONSIDERABLE VALUE TO U35
BILATERALLY AS WELL AS CONTRIBUTING TO THE COHESION AND STRENGTH
OF A WESTERN COMMUNITY INCLUDINGE JAPAN. LORD YOQUNG'S VISIT

IN MARCH WILL PROVIDE A GOOD OQPPORTUNITY TO CONSOLIDATE THE
OPENINGS FOR BRITISH EXPORTERS IM A JAPANESE MARKET THAT HAS SEEN
A S50% INCREASE IN OUR EXPORTS OVER THE PAST TWODO YEARSE., THE
REINFORCEMENT OF POLITICAL RELATIONS REGQUIRES MORE REGULAR
COMTACT AT MINISTERIAL LEVEL ANC THE DEVELOPMENT ON BOTH SIDES

OF A NEW REFLEX OF CONSULTATIOM.

FCO PLEASE REPEAT AS MNECESSARY.
WHITEHEAD
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IHFO ROUTINE WASHINGTON

FROM PRIVATE SECRETARY
SECRETARY OF STATE'S CALL ON JAPANESE FIMAMNCE MINISTER
SUMMARY

GENERAL DISCUSSION OF MANAGEMENT OF WORLD ECONOMY. MIYAZAWA WORRIED
BY AMERICAMN FAL|URE TO APPRECIATE THE EXTENT OF THEIR PROBLEMS
ACKNOWLEDGES NEED FOR JAPAN AND OTHERS TO TAKE UP ANY SLACK
ENGENDERED BY RECESSIAN IN THE U.5. BUT LESS BULLISH IN AGRICULTURAL
REFORM. MIYAZAWA SPOKE RATHER FRANKLY ABOUT THE AMERICANS AND

HIS CONFIDENCE SHOULD BE RESPECTED.

2. THERE WAS A BRIEF DISCUSSION OF EAST-WEST RELATIONS. IT WAS
AGREED THAT EVEN IF THE RUSSIANS WERE ABLE TO PASS TWO OF THE
"'LITMUS TESTS''": VERIFICATION, AND AFGHANISTAN. THE THIRD, HUMAN
RIGHTS, WAS LIKELY TO REMAIN EXTREMELY DIFFICULT. WMIYAZAWA WAS
SCEPTICAL AS TO WHETHER MR GORBACHEY COULP IDEOLOGICALLY EVER TURN
INTO A HUMANIST. HE ALSD BELIEVED THAT ONLY AN OPEN SOCIETY COULD
BRING THE KIND OF OPEN ECONOMY WHICH MR GORBACHEV WANTED, AND THAT
HE WAS THEREFORE NOT LIKELY TO ACHIEVE THE LATTER. THE SECRETARY OF
STATE AGREED THAT IT WOULD BE A VERY DIFFICULT TASK: ON THE

WHOLE WE BELIEVED IT WOULD BE BENEFICIAL IF HE MADE SOME PROGRESS 1IN
THAT DIRECTION. IT WAS COMFORTING THAT THE WHOLE PROCESS TENDED TO
CONFIRM THAT THE WESTERN SYSTEM WAS BASICALLY RIGHT. MIYAZAWA ASKED
IF THERE WAS ANY PROSPECT OF CHIMNA OR THE SOVIET UNION ABANDOMING
MARXISM OR LENINISM IN THE END THE SECRETARY OF STATE SAID THAT ME
THOUGHT IT WENT DEEPER IN RUSSIA THAM CHINA. MIYAZAWA SAID THAT HE
THOUGHT THERE WAS A CLEAR RIEK OF EVENTUAL TURBULENCE IN THE

SOVIET UNION.

2« ASKED ABOUT WORLD ECOMOMY MIYAZIAWA SAID THAT HE WISHED THE U S
ELECTION COULD BE SOONER. WE DESPERATELY MNEEDED A STRONG FIGURE IN
CHARGE OF THE US ECONOMY. THE PSYCHOLOGICAL EFFECT OF WERK
LEADERSHIP WAS DISASTROUS ON WALL STREET AND THROUGH IT ON OTHER
MARKETS. THE SECRETARY OF STATE SAID THAT HE HAD LONG ARGUED THAT
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THE AMERICAMNS MUST DO SOMETHING ABOUT THEIR TWIN DEFICITS. THE HUGE
GROWTH OF THE U 5 OVERSEAS DEBT WOULD EVENTUALLY BRINE A SERIOUS
BURDEN OF INTEREST PAYMENT. THE AMERICANS HAD MOVED A LITTLE AT THE
END OF THE YEAR, AMD THAT WAS REALISTICALLY ALL THAT WAS LIKELY TO
HAPPEN BEFORE THE ELECTIOM. JAPAN AND EUROPE HAD THE PIFFICULT

TASK OF SUPPDRTING THE WORLD ECONOMY IN THE MEANTIME. WE THEREFORE
PLACED ENORMOUS IMPORTAMNCE ON JAPANESE DEMAND-LED EXPANSION.

AT THE SAME TIME JAPAK SEEMED TO HAVE TO FINANCE THE U § DEFICIT.

b . MIYAZAWA SAID THAT THE ORDINARY US CITIZEN WAS ALMOST UNAWARE
OF THE PROBLEM. THE AMERICAN ECONOMIC POSITION HAD BEEN 50 STRONG
THAT THEY SEEMED TO THINK THAT THEY COULD 60 ON SOLVING THEIR
PrRopLEMS BY PRIMTIMG PAPER IMDEFINITELY. IT WAS YERY DIFFICULT

TO GET ACROSS TO THEM THE DANGER THEY WERE RUNNING. THE SECRETARY
OF STATE AGREED. IT WAS YITAL THAT THE NEW PRESIDENT SHOULD HAVE
ROOM TO TAKE DECISIVE ACTION. MEANWHILE THE REST OF THE WORLD
MEEBDED TO SUSTAIN THE CONFIDENCE OF THE GLOBAL ECONOMY: THE
JAPAMNESE BUDGETARY POSITION WOULD BE VITAL TO THIZ. MIYAZAWA
ACENOWLEDGED THE NEED TO TAKE UP ANY SLACK ENGENDERED BY A U5
RECESSION: HE NOTED THAT JAPAN FORTUNATELY HAD SUCH A POOR
INFRASTRUCTURE THAT THERE WAS SCOPE TO INJECT FINANCE INTO IT.
RECOGNISED THAT IT WAS MORE DIFFICULT TO FIND WAYS OF DOING 50
EUROPE. THE SECRETARY OF STATE SAID THAT HE WAS NOT SURE THAT
BRITISH ELECTORATE WOLLD ENTIRELY AGREE. BUT IT WAS TRUE THAT
JAPAMESE PER CAPITA GDP WAS NOT YET REFLECTED IN THE JAPANESE
INFRASTRUCTURE.

S. THE SECRETARY OF STATE SAID THAT REFORM OF AGRICULTURAL
PROTECTIONISM WAS YERY IMPORTANT. IT WOULD ENABLE JAPAN TO LIBERATE
MORE LAND FOR BUILDING AND BRING LAND PRICES DOWN. WE WERE

TACKLING SURPLUSES IN EUROPE: THIS WAS AS DIFFICULT FOR THE
CONSERVATIVE PARTY AS IT WAS FOR THE LDP IN JAPAN. MIYAZAWA SAID
THAT THERE WAS 12J§£lﬂuilﬂEﬂ_lﬂ_lﬂi_iﬁﬂﬂlﬁﬁ_jﬂﬂﬂuHITT FOR

CHANGING THE LAND USE PATTERN. THE SECRETARY OF STATE SAID THAT
MEVERTHELESS THESE POLITICAL DIFFICULTIES MNEEDED TO BE OVERCOME
ALONG THE LINES OF THE TOKYD SUMMIT COMMITMENT. HE QUOTED THE
EXAMPLE OF THE EFFECT ON THE PHILIPPINES OF JAPANESE PROTECTION OF
SUGAR PRODUCERS. MIYAZAWA AGREED GENERALLY, BUT RICE PRODUCTION
MIGHT HAVE TO BE THE EXCEPTION, JAPANESE FARMERS HAD BEEN TOLD TO
SET ASIDE ONE THIRD OF THEIR PADDY FOR OTHER PRODUCE BUT IT WAS
DIFFICULT TO FIND SUITABLE PRODUCTS. THE AMERICANS IN ANY CASE

HAD NO CAUSE THEMSELVES TO COMPLAIN ABOUT JAPANES RICE PRICES.

THE SECRETARY OF STATE SAID THAT ALL SUCH PROBLEMS WERE RELATED.

If THE LDC'S WERE TO IMPROVE THEIR ECONOMICS THEY HAD NO EXPORT
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IT WAS A DIFFICULT PROBLEM TO EVERYBORY BUT WE HAE TO KEEP UP WITH
THE AGENDA, IT WAS ONLY BY STANDING TOGETHER THAT WE COULD WORK
OUT OUR PROBLERS.

. MIYAZAWA SAID THAT THERE WAS A FEELING IN JAPAN THAT
AGRICULTURE WAS SOMEHOW SACRED AND SHOULD BE AN EXCEPTION TI THE
NORMAL RULES. WAS THIS MOT SHARED IN THE UK? THE SECRETARY OF
STATE SAID THAT IT WAS IN FARMING CIRCLES BUT THERE WAS GENERAL
PUBLIC CONCERN ABOUT THE ENVIRONMENT AND WE WERE LOOKING FOR
ALTERMATIVE USES OF THE COUNTRYSIDE- AN EXAMPLE MIGHT BE THE
PROVISION OF EXTRA GULF COURSES WHICH INCREASED EMPLOYMENT.
MIYAZAWA SAID THAT THE LDP HAD S50 FAR SIGNALLY FAILED TOQ FIND
ALTERNATIVE USES, THE SECRETARY OF STATE SAIDR IT WAS BETTER TO
PAY FOR THE PROTECTION OF THE ENVIROWNMENT THAN FOR SURPLUSES.
WE SHOULD ASKE OURSELVES WHAT WOULDP HAPPEN IF THE SOVIET UNION
SOLVED HER AGRICULTURAL PROBLEMS.

f. THE SECRETARY OF STATE ASKED IF MIYAZAWA THOUGHT THE WORLD
COULD GET BY WITHOUT A RECESSION. MIYAZAWA SAID THAT HE THOUGHT
THAT WE WOULD PROBABLY MUDDLE THROUGH WITH DIFFICULTY BUT THERE
WOULD BE PLENTY OF SHOCKS AHEAD. THE PLAZA AND LOUVRE AGREEMENTS
WERE A STEP IN THE RIGHT DIRECTION. HE WONDERED HOW THE PROCESS
OF COOPERATION IN ECONOMIC MAMAGEMENTICOULD BE TAKEMN FORWARD.

THE SECRETARY OF STATE THOUGHT THAT WE HAD TO CONTIMUE TO GROPE
FOR A COMCERTED APPROACH TO ECONOMIC STABILITY. THERE SHOULD BE
A CONCERTED IMNSIGHT BY THE TOP LEADERS. IT WOULD HELFP IF
INDIVIDUAL COUNTRIES WERE THEMSELVES TAKING COURAGEOUS STEPS IN
THE RIGHT DIRECTION: THE PROSPECTIVE JAPANESE MOYE TO A SALES
TAY WAS IMPORTANT. AND WE NEEP TO GET OVER TO THE AMERICANS THAT
THEY COULD NOT WALK TALL FOR EVER ON BORROWED MONEY. MIYAZAWA
SAID THAT HE DOUBTED INDEED WHETHER THE DEUTSCHMARK AND THE YEN
COULD SUSTAIN THE DOLLAR INDEFINITELY.

B. MIYAZAWA SAID THAT HE WAS STRUCK BY OUR EVIDENT FEAR OF A
GRONTH IN PROTECTIOMISM. THE SECRETARY OF STATE SAID THE SO0OME
JAPANESE ATTITURES HAD AN IMPORTANT PSYCHOLOGICAL EFFECT.
TAXATION ON LIGUOR WAS A GOOD EXAMPLE. HE WAS GLAD THAT JAPAN
HAD ACCEPTED THE GATT REPORT AND HOPED THEY WOULD NOW MOVE
QUICKLY., IT WAS IMPORTANT THAT JAPAN SHOULD CONSULT THE
COMMISSION ABOUT MEASURES IT PROPDSED TO TAKE. MIYAZAWA ASKED
HIS AIRDE TO TAKE A NOTE OF THIS, THE SECRETARY OF STATE WENT ON
TO COMMENT ON THE HUGE SCALE OF JAPANESE ACTIVITY IN THE LONDON
FIMANCIAL MARKETS. WE HOPED THAT THIS WOULD BE RECIPROCATED 1IN
TOEKYD: HE MENTIDNED THE WISH OF BARCLAYS AND CAPEL T4
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PARTICIPATE IN THE TOKYD STOCK EXCHANGE. NIYAZIAWA 5AID THAT THE
DHNLY REASON FOR FAILURE TO LICEMSE BAECLAYS HAD BEEN THE SHORT
EXPERTENMCE WHICH THEY HAR HAD IN OPERATIOHES IN TOEYOD. THE
SECRETARY DF STATE SAIP THAT THEY HAD HUNPREDS OF YEARS OF
EXPERIENCE ELSEWHERE.
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FM TOKYO

TO IMMEDIATE FCO :
TELND D4&B

OF 1116002 JANUARY 88 Fﬁf
INFO IMMEDIATE WASHINGTON rﬁh

FROM PRIVATE SECRETARY

SECRETARY OF STATE'S CALL ON THE JAPANESE PRIME MINISTER: 11
JANDARY . T S e —

SUMMARY

1. 'TAKESHITA HOPES TO VISIT THE UK BEFORE THE TORONTO SUMMIT
SECRETARY OF STATE URGES JAPAN TO PLAY HER PART IN MANAGEMENT OF
WORLD ECONOMY AND TO DEAL QUICKLY WITH RESIDUAL BILATERAL PROBLEMS.
TAKESHITA REPEATS NEED FOR JAPAN TO MAKE SACRIFICES IN SUPPORT

OF LIBERAL MARKET SYSTEM. AGREEMENT ON NEED FOR REALISM IN
EAST/WEST RELATIONS.

pr—

L —

DETAIL

g€« TAKESHITA BEGAN BY THANKING THE PRIME MINISTER FOR HER
CONGRATULATORY NOTE AND HER INVITATION TO VISIT LONDON. HE WOULD
LIKE TO DD 50 A5 SOON AS POSSIBLE, AND HOPED THAT PROBLEMS WITH
THE DIET WOULD NOT PREVENT HIM. THE SECRETARY OF STATE SAID THAT
HE HOPED THAT TAKESHITA WOULD BE ABLE TO TAKE UP ONE OF THE DATES
WE HAD SUGGESTED.

i TAKESHITA SAID THAT AS EX-FIMANCE MIMISTER HE STILL HAD
CLOSELY IN MIMD THE PROBLEMS WHICH HAD PREOCCUPIED HIM IM HIS
EARLIER ROLE. HE WAS GLAD THAT THE PROBLEWMS OF PARTICIPATION OF
BRITISH FIRMS ON THE TOKYD STOCK EXCHANGE HAD BEEN RESOLVED.

THE ISSUE OF ALCOMOL TAXES REMAIMED: HE AND UNO BOTH CAME FROM
FAMILIES WHO WERE PRODUCERS OF EﬂEE AND COULD WELL SYMPATHISE
WITH THE FEELINGS OF SCOTCH WHISKEY PRODUCERS.

- e S S

4. THE SECRETARY OF STATE SAID THAT WE WERE VERY GLAP THAT THE
JAPANESE HAD AGREED TO CERTAIMN BRITISH FIRMS PARTICIPATING IN
THE TOKYD STOCK EYXCHANGE, BUT HE HOPED THAT THE TWO FURTHER UK
COMPANIES WHO WISHED TO DO 50 WOULD ALSO BE AGMITTED. ON THE
LIQUOR TAXATION GUESTION, IT WAS VERY IMPORTANT TO MAKE PROGRESS

PAGE 1
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GUICKLY 50 THAT THIS COULDP BE BEEN AS A SYMBOL OF A MNEW DYNAMISH.
IN GENERAL HE RELIEVED THAT OUR BILATERAL RELATIONSHIFP WAS MOVING
TOWARDS A MORE MATURE BASIS, HE AND MR UND HAD AGREED ON THE
MEED TO DEVELOP A MEW DYNAMIC, PLAIN-SPEAKING PARTHERSHIF.
TAKESHITA SAID THAT '"'DYNAMIC PARTMNERSHIP'' WAS ALREADRY BECOMING
A CATCHPHRASE IN TOKYO AS A RESULT OF THE SECRETARY OF STATE'S
FRESS CONFEREMNCES,

- THE SECRETARY OF STATE SAID THAT TAKESHITA'S FORTHCOMING
MISIT TO THE UNITED STATES WAS OF GREAT IMPORTANCE AND HE HAD

OUR 600P WISHES. THE GOOD MANAGEMEMT OF THE TRIANWGULAR
RELATIONSHIP BETWEEM EUROFE, JAPAN AND THE UNITED STATES WAS
CRUCIAL. TAKESHITA AGREED. THE PRESERVATION OF HARMONY BETWEEN
THE THREE BLOCS WHICH TOGETHER MAKE UP ACX OF THE WORLD'S GNP WAS

A VITAL OBJECTIVE.

&. HE ALSO INTENDED TO DISCUSS THE INF AGREEMENT AMD EAST/WEST
RELATIONS WITH PRESIDENT REAGAN. HE RECALLED THAT JAPAN HAD MADE
IT CLEAR AT WILLIAMSBURG THAT THEY WOULD ACT IN CONCERT MITH THE
WESTERHN ALLIANCE: THAT WOULD BE HIS STARTING POINT FOR HIS
BISCUSSION. THERE WAS S0ME TENDENCY IN JAPANESE PUBLIC OPINION
TO THIME THAT DETEMTE HAD ARRIVED AGAIN, AND HE TOOK EVERY
QPPORTUNITY TO URGE REALISA.

f. THE SECRETARY OF STATE SAID THAT THE INF AGREEMENT WAS AN
INPORTANT STEP, BUT IT WAS WVERY IMPORTAMNT TO KEEF A LONG TERM
PERSPECTIVE. THERE WOULD BE MANY UPS AND DOWNS AND WE MEEDED
TO KEEF QUR COOL.

B. ON ECONOMIC GUESTIONS, THE UNITED STATES HAD MADE A START

ON TACKLING THE FEDERAL BUDGET DEFICIT, BUT THE OTHER DEVELOPED
COUNTRIES WOULD NEED TO MAMAGE THEIR OWM ECONOMIES WELL IF WE

WERE TO SUSTAIN US EFFORTS IN THIS DIRECTION. WE WOULD HAVE TO
WORKE HARD TO MEAD OFF PROTECTIONISM. JAPANESE MEASURES TO ACHIEVE
BDEMAND-LED EXPANSION WERE EXTREMELY IMPORTANT AMD MEEDED TO BE
KEPT UP. TAKESHITA OBSERVED THAT THE PRIVATISATION OF DOMESTIC
COMMUNICATIONS HAD REEM A GREAT HELP IN PROVIDING THE REVENUE

FOR JAPAMESE DEMAND STIMULUS. "JAPAN WAS BEGINNING TO REAP THE
BENEFIT OF THIS. THE SECRETARY OF STATE SAID THAT THE MEXT STAGES
OF TAX REFORM IN JAPAN WERE EXTREMELY IMPORTANT. WE LOOKED
FORWARD TO A MOVE TO A BROADLY BASED SALES TAY WHICH WOULD HELP
EXPAND THE JAPANESE ECONONY.

2. THE SECRETARY OF STATE STRESSED THE CHALLENGE OF DEALING WITH
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AGRICULTURAL PROTECTIONISM AND SURPLUSES, ESPECIALLY IN THE
CONTEXT OF THE GATT ROUND. TAKESHITA SAID THAT HE HAD SPOKEN TO
THOSE RESPONMEIBLE FOR AGRICULTURE IN HIS OWN PARTY EARLIER THE
SAME MORNING FOLLOWING A MASS MEETING OF INTERESTS OPPQOSEpP TO
AGRICULTURAL REFORM. HE HAD REPEATED THAT JAPAN, AS THE GREATEST
BENEFICIARY OF THE FREE ECONOMIC SYSTEM. WOULD HAVE TO ENDURE

A CERTAIN AMOUNT OF PAIN IN SUPPORT OF THAT SYSTEM, AND HE HAD

ASKED HIS LDP SPOKESMAN TO PLAN SO0ME SPEECHES IN THAT SENSE.
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Foreign and Commonwealth Office

London S5WI1A 2AH

£Z2 December 1987
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I am zeanding you under cever of this letter a paper
on Pollic g _Japan prepared by FCO officials.
Sir Geoffrey Howe thought that the Prime Minister might like

to glance at this paper - not least gome of the ARnfeXoas -
during the Christmas break.

—

The Foreign Secretary strongly endorses the paper's
thﬂmh_thﬂ__Eﬁ_ﬂﬂﬂﬂ—iﬂ—miki-iurihﬂI efforta to develop a more
erious and constructive relationship with Japan; some of
the particular proposals will, of course, need further
consideration. As you know, he will visit Japan from

7 to 13 January. He looks Inrward te having a word with
the Prime Minister about Japan after his return.

The Forelgn Secretary has also shown copies of this
piper to the Chancellor and te the Secretary of State for
Trade and Industry, who will alsc be wvisiting Japan in March.

{A C Galsworthy)
Private Secretary

- I Powell Esg
P5/No 10 Downing Street
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POLICY OH JAFPAN

Sammary

e Japan's I [ = : radually leading ner to taxka . a
mars astil _ ¥ ODur relations with Japan have
hitharco 't cussad largely on trade problems. Wae 3nall need to
continue t our corner on trade and ecanomic [ssues, both

hilaterally and chrough the EC. But 1f we ara to develop serious

relations with an ally of incraasing power we nesd Lo imorava Ph

rAngE And quaiity of exchanges with Japan 1n every rfield.

Japan'=s Poglitlon in the Worlo

2. 'The 151 sugcass of her ecoromy has made anar a majc:
=c,nmﬂ:_ Japan, which

R

indus - GHP, now acoount ) | FRiZ
.1;5; 8 n's manufacturing sacond snly to the
United States in size and is propably the i modern in the world.

3. Japan acconnts for l10.8% of world =Hﬂﬂr" and 6.1% of i1mports,

— "
making her the world's third largest exporteclafter the FRG and US)
and fourth largest importer (after the US, FRG and UK). Japan 13
the largest importer of cpal and oil and 15 a leading purchaser of

raw materials. She is the lar;as: Expurter of manufactured goods

(having recently avercakan the FRG) and has the world

marchant £laet (flags of convaniancs Aparc).

5 largest

- i
4. Japan's sconomic dynamisim will continue. The massiva
- |

appraciation of tha Yan {67.4% against the dollar, 39% against

[

grecling in two years) means that exports of manufactursd gooda ara,

at least for the time being, no loanger the main driving force bahind
e

Japan's growth., Thara will ba increasing smphasiz on teachnology .,

financial services and investments abroad. Industry funded B & D

SpeEnding 1n Japan 1s gJrowing at roughly twics tha rata of other QECD
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countrises. Japanese technology will be increasingly im

strategically.

5. Japan is propably the largast creditof nACLON
appreciation of the yen will aceslarats th2 trand

iavestment abroad. In 1975 Japanese diract iaovestment abroad was

e o

worth $2.8 bo; in 1986 $22 bn. TIndireect invescment will add
further to Japan's overseas interast: Seven af the ten largest

banks in the world are now Japanes

6. Japan is the second largast dondr of aEfiaial
e —
after the U3A {(-ougnly three times the UK leval.)
T

donor to multilateral ipstitutions. However Japanasa

i
a proportion of GDP: 0.28% in 1986 compared wWith 0

and an QECD avarage orf O.J6%.

7. The Jaganese darance efiorc, thouwugh limitad for constituticapal

raasons, is now substantial: in absolute terms Japanese dafar

spending i3 soughly egual o tnat of thg FRG. GShe plays

bat important rols in assisting the 05 7th Fleest ln the Pacific.

4. Japanese foreign policy activity is still hesitant but has

; i T - ST I ;

increased in recent years. GSha is helgrul tolthe West in a number

R — :

of ways; ip particular she aims to counter Saviet influence in Asia
L —m—

L —
and the Pacific. The JapaHEEE :hemae;vas are increasingly awars
that the simplified picture of an American dominated world on which
their forsign policy has been based no longer helds good; at the
same time they are becoming mors conscious of their own weight in

internacicnal afcairs.

g, Thasa major developments lsad to the important conclusion that

Japan 1s 1i iElU ro take more active political rale in the world.
P - —

e T

Har alobal sconomic and fipancial interests will give her a sStaxe in
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QD;iEiEEl stablrlityy; H R e give har the
asptrioabE to 1B Az

Obijechives

imporcant that:

— = —= =

10.1 Japan should continue to belong to, and should contributa

mors efrectivaly to, tha Westarn puL;:l:al'hnd EECUIlLY SYsStam.

The Western system would be weaker if Japan wer
i -naiutral role, was regeptiva to Sovi pressurs or was
slosely linked to China. Wnether or not Japan adopts a more

sositive defance policy, she will have much Eo contribuce

rategically in terms of technology and =2concomic power.

10 .2 Japan should play a full and responsible role in mARAaging

the world sconomy. - ——

Problems with Japan stem from the fact that despite ner
aconomic weight her integration into the world aconomic system
is incomplata. One aspect of this is her low propensity to
import manufacrured goods (2.7% of GDP in Japan; cf UR-15% and
USA-5.2%). HNeither Europe's, nor the United States’ silateral
daficit with Japan need in itself be a problem; but per3istent
high surplusas (like persistent deficics) can be destabilizing.
At the zame time the combination of a persistant surplus with
Japan's reputation as a closed markat attracts a protectionistc
response. Tha frustrations ofzen ipvalved in "Iving to sacure
improvements add to this. The naad to let imports compate more
fairly with Japanase products i3 undarsztood by some palicical
and industrial leaders, but we nesd to get the message thraugh
ko rthe bursaucracy and manufacturing industry, whera a chltural

prafarance for buying Japanesa grill pravails. Moreover; the
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~nat continuing crades barriscs (whecher exaggeratad ar
may inspire protectionlism d thus damage the world
nomy as a whole is still insulficiant.y appraciaced in

Japanaga circlies.

The Japanase Goverament increasingly recognises 1G:

the world economy and 13 beginning to piay

in 65 and G7: the apprecltation of the yen

and the tax changes recently enacted in Japan (though less than
we or Nakasone wanted! are steps towards dealing with tne
seructural ecausas of the surplus. Mors will be needed.

in o * iaterasc that a Japanese aconomy should continue to
dynamic and i Japan's weight in the world =conomy
needs to be mora oatward looking, orderly and

constructive la i e world system.

10.3 Bilaterally, we should banefit from the development of
tna Japanese ;::uUmy through i axports, inwara

investmeant and industrial collaborati and Japan will

concinue ta be an important source of high guality produacts ot

intarast to bhoth British induscry and consumers.

Implications for British Policy

1.. Thasza opjectives regquire a long term approach. Influence nasds
ks ma exsrted on Japan in a continwing; CoREistent and predictable
mannar: Ehis has not always been so in the past. Whers approprlate

we should work with the Uaited States and Ef partners.
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Japaa's role in tha Westzcn Politbical

other Buropean countriss need =c irprove the guality and
our dialogue witn Japan o0 politica. and stracaglc

Steps towards this should i1ncliude;

12 .1 broadening contacts ac Ministerial level: we should invita

§ir J Wnitshead to identify a daozen or 30 senior and
influenrial figures - including senior industrialists (wno ars
pEtan mo interesting and articulate than Japanesa

- who could be ancouraged to call on Ministars

Prime Minist=r) wien passlng tac

17,2 more contact at

maatings of POS's or
contacts on particular probl
The DUS (Ecoan) now visits Tokyo
apnually : we should maks a habit of iaviting his gpposita
number back. His ocpposite numbers in che 0TI and HMT also npave
regulazr contacts with Japanssga oppesit2 Humbars Contact with
domestic Ministries in Tokyo is important; all too often they

reflect inward looking attltudes that Cause ;rcnlems,

12.1 consideration of whether we should try to develop

multcilateral political fora lﬁvqlvlng the Japanesa. Decisions

F R e

—y

on internatl lonal pol itical affairs are incrzasingly taken 1in

qrau:s bur Japaﬂ balongas to few of them., Ths current troika
meetings between Japan and the twelves in the Political
Coaperaticon framework are inadeguate; Summit Jeven mestlings

infraguent and focus primarily on sconomic guestions. But

integrating Japan in the world politcical /system is ssseacially

a multilataral problem. One possibility would be to increase
betwesa-Summit acziv;:*, for axampie by holding meetings of
Summit 7 Forai qu Minisrers at six monghly intarvals Datween

fﬂﬁjgﬁxvﬁﬂmkgfxr,f—

Summits to deal exclusively with political matzars.
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13, Japan is a membar of all the i1mportant
summic Seven, the Group of 5, the IMF ana IBRD
Japanase goncribution is often conat

with Japaness economic strengt:

-

13.1I urge tha Japanese to Lake a acrongsrs

absurd that their guota should be only the [i1Ith laxg an
=]

should be prepared to seek a special increase in the Ja e

pa
gquota At the next raviaw. Japan could also contribute more to
international institutions by putting forward good gqualicy

candidates For posts in thesa arganisations.

oo mMAaks2 a mara aitive contibutcion on

They could and should cantributs more

oy untying more aid and increaszing

and lLeans on soaft tsrme. (Tharsa

13.3 prass the Japanesa for a more positive contribution to

preserving and sxtending the fres trade system (from which Eney
I ——————

"H_ r ;
benefit as much as any country). Through the 8C, and in the

GATT, if appropriate, we should seex the elimination of
discriminatory trade practices in manufactured goods. We
should be sura that we choose targets which are of genuina
importance to the UK and where Japanese practlces are anfaiz.
We should encourage the Commission to take anti—damging
maasures where thess are appropriate. Flhere 13 0o parm in
being seen as leaders of the pack ip Europe provided the
Japanasa also understand that our long term commitment is to
free gtrade). The orthar side o1 this coin is that We should be
prepared to give cradit to Japan where barriers are eliminated
ar whears they are illusory. But in cha loag tarm people will

se convinced of the openness of the Japanese market only when

/they




CONFIDENTIAL

they see Japanasa imports of manufactursd goods at nighsr
S8

lavals. We snould ensurs that the Japanese undecitand chls,

is heavily procected and we siould

press Japan bo liberali! as a4 way of ralleving CLensions with
=he Unitad States and as a contribution tc a gensral movemsnt

towards agricultural liberalisatian.
Bilatmsral Rslations

14. Bilatsralliy we should launch an extsnded campaign in oar

relations with Japan: SRS S
this will be Mipistarial wisits.
Thea

in

in September. We should
Miniszster befora the

Toronto SUMMLIT.

l4.2 Increaasing exports will depeand on British companies nhaving

the markering skills and commitment to take advantage af the
more favourable exchangs rate. British exportzs Lo Japan are
alraady £1.2 bn, growing atc 20% pa recently (nominal sterling
rarms 1985-6). Our invisiples surplus is roughly £1.5 bn. Tae
DTI are planning to launch a campaign in industry o emohasise
the opportunitiss in the Japanase markat. S5ir J Whitehead LS
in touch with the Institute of Diractors apout a4 major seminar
on Japan for industrial leaders. Ministsrial, and possibly
Prime Ministerial, involvement in this campaign will be

crucial.

14.3 E(CP) is reviawing all our Veluntary Aestraint

Arrangements including those with Japan. These were instituted

mainly in the 13970s. VRAsS are outsids the GATT framework and
ire controversial intarnaticnally. They weaken our hard when

wa irge the Japanesa to open thelr mMAriets.
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14.4 Tha campaigns by tne DTI

Jaganese ilnovestment in the UK

21,000 jobs in manufagturing;
sarvicas, We ara the main destination Zfor Japanese

in Rurope and should aim to prasergve that position.

14.5 Under tha auspicies of the Japan 2000 group
Saciery, with assistance from the Cabipet OEfice

s@crerariac are making a study of scientific an

o
caollasoration with Japan. Preliminary Zindings o smerge in

January 13858,

14.6 We shall ba abla to competa becter with Japan if we can

3 T

improve Japanese studias in this COURLIY. It wWill "De

inoreaaingly imporcantc for induscrial and academis worciers
soientific and technological fields to be abls Lo accoess
Japanasé researci.

Parliament aad the Publis

15. Domestically we need a graacer public and Parliamentacy

appreciation in the UK that the UK/Japan relationship goss wider
than troublesome trade disputes, and that there is a UK interast in
working witn Japan oan a range of malitical, Einaneial and economic
{ssuss. This messags would noc oaly be worthwhile in its own right,
hut would assist the Gavernment on the aoccasions when we will still
nead, whethsar directly of through the EC, to demand actlon on marcrkat
spening gquestions that continue to trouble us. It would thersfore
ba helpzul if Ministars could fZind cpportunitias wo refer, publicly
and privately, to the wider reasons for strengthening our
relatienship with Japan; and, on the aconomic 'and commercial front,
ta kalk when appropriate about the positive developments &g
increasing UX 2xXports, positive movement on the Japanese surplus) as

wall as the arsas on which we ara still seexing action from Japan.
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programms
oo [aw

vis1lLs

in sroadening our contactTs with Japan
3 E

Eha 2000 Group. We should continus

avery support, including financial,
apared to look at ways of developing this

S

Eorum furcner.
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POLICY ON JAPAN: ANNEX

PART A: JAPAN: EEY¥ STATISTICS

In 1986 Japan had the second largest GDP 1in the non-

cortinist world, more than three times that of the UK.

Table {T] GDP 18986
{(US$ bn)
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The above comparison is in US § cerms at 1986 exchange
rates and reflects the strength of the yven. Purchasing
power parity figures (which remove the distorting affects

of widely fluctuating axchange rates) give the comparlison

ghown ovarleai:
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Aithough the rate of

from the high levels of 19605 and early 1970s
averagad 4.4% bectwesn 1976 and 1985, higher than any
other leading davelopsd country (Source: Bans of Japan,
comparative statistical analysis):

Table (4) GDP GROWTH RATE 1976—86 (% p.a.)

i
{ﬂli:clstunt prices) SRAN (CAP

1Q

| == U5
—ui— FRG
| —— LK

-5 |
1978 1877 1878 1878 18BO0 1881 1982 1883 1984 183 1988

{Socurce; IMF-IPS 1986 yearbook)




2. TRADE
In 1986 Japan was the world's third largest sxportar and
Fourth largest importer, accounting for 10.6% of total

world exports and 6.1% of total world imports. As a

percentage of GNP trade is lower in Japan than in the

case of Buropean countries, reflecting in part Japan's

Si1iE%

Table {5) TRADE 1986
(US$ bn)
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3. RESEARCH AND DEVELOPMENT

Japan's sconomic dynamism is underpinned by a high level
of investment in Hessarch and Development R & D).
Expenditura on R & D 1in 1986 was second only to the U5
and represented almost 3% ol GNP {(BU% of this was fundad
by private industryl). Unlike moat of Japan's compatitors
almostc all R & D is in the civilian Sector, The rate of
growth of Japan's industry-funded R & D axpenditurs i3

almost doubla that of har leading competlitors:

Table (6) INDUSTRY—FUNDED R&D

(% p.a. increase in real terms, 1981-5)

i

£ J’I = i J:-.l‘." -:n...-.'..l'.T..I"-q i -|- e

.-1

ke

7L

e
F
s ol &
-
o

A

&

AAST
'

,.
I
F

-

A

Py
LV AF AP i

&
-

/
|
i

S

oA

..__-.

4 '_.-‘_-"'___

£

. ..__"._._.._'.
T
"

S
r i
o
¥ P A
A
r

A

-~
o~

-
r

s
T
i

ra
-'-. o "

;

/

;
..-":':'I..-"a’. i

o
r

W,

e

0
.-"'-l__.-"-"' a

".-'r.--_.--._. EE
K
#
i

o

7,
£

Pl
s

&
ol
r

#

T
.
7777,
r i
&
..'..."':..:""L

i

:
2
:

{Sourcae: OBCD)

DT2AAB




High invesement in R & D has given Japan a leading

sogition ina the £ield of high technology:

Table (7) HIGH TECH TRADE BALANCE
(am perceantage of GDOP)
R e AR

T Ao

T

tSgucce: OECD)
and has led to Japan taking th= lead in the registration

of new tachnology:

Table (8) FPERCENT OF UWUS PATENTS

(by Investor country)

{Seurca: DTI)




4, FINANCIAL ROLE

Japan's growing currcsnt account surpluses have increased
har influence in the World Financial System. Japan 1s

now the largest creditor nation in the world falthough 1t

should be borne in mind that the figures are uncertain):

Table (9) NET OVERSEAS ASSETS

1881 1982 1883 1984 1985

{Sgurce: HM Tresasury)




¥ of the 10 largest banks in the world ars Japanesa:

Leading World Banxs Assets ([0S § Billion)

1., Dai-ichi Eangyo
2. Puji {(Japan)
3, Sumitomo (Japan)
4. Mitsubishi {Japan)

Sanwa |Japan)

Citicorp (U3)

Norip Chukin {(Japan}

Industrial Bank oi Japan (Japan!
9, Cradit agricole (France)
14. Bangue Nacionale de Paris (France)

(Source: BIEC

In 1986 Japanese Banks accounted for almost one third
{32.8%) of all cross=-border lending in (23% In 13984).
The use of the yen as an international reserve currency
has increased sharply (alchough it remains in third
placa, well behnind tha US dollar and the Deutschmark).
Between 1977 and 1986 the share of countries' Loreign
axchange resarves held in yen grew from 2.53% to 7%.

(Sourca: IMF)
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In 1985, Japan's officlal development assistance (0DA)
was only 0.28% of GNP. But her ODA budget is already the
second largest in the world atfter the US and she has
pledged to double spending on ODA from 1985 levels (in
nominal U5 dollar terms) by 1990. In practice, the

in the value of the yen since 1985 and the prospect of
steady growth in nominal GNP meaan that this target could
be achisved without an increase in the GNP percentage. In
1985 Japan overtook the US as the largast donor to
multilateral institutions with donations of U5 51240.

Japan pays the second highest contribution to the UH.

Table (10) BREAKDOWN OF AID 1885
(Us$bn)
Y BS swateraL

h, ]
L5 MULTIEATERAL
| ——

e e
ety
1#Hr+#-

{Source: QECD)




& . DEFEMCE

The Japanese interpret their constitution as allowing
vhem only defensive forces. Japan's defence policy is
hased on a Security Treaty with the s, wnder the L=cms
of which the US have important bases 1n Japan. The main
camm;Lmént aof the Japanesa Self Defence Forces {JSDF} is,

in tha avent of war, to dafend three strategic straits in

the Sea of Japan, thus blocking Ehe Sowviet Pacilfic

Governmants had imposed an arbitrary ceiling of 1% of GHP

on defenca spending but the FY 1987 budget sat

axpenditure ac 1.004% of forscast GNP, an imporzant
symoolic breakthrough. By 1384 Japan's defencs budgat

was alrsady th= nintn largest in toe worcld.

DTZAAB




PART B: JAPARNSUE RELATIONS

TRADE

1. UK exports to Japan grew by more than 18% in nominal
sterling terms in 1986 to reach E1.Z billion. The rate
of growta in the Eirst nine months of 1947 has besn avean
Faster, with exports showing an increase of 23% over tha
same period in 1986. Imports from Japan are also rising,
but at a slower ratea and the ratio of imports to @Xports
is falling (now 3.6:1). The UK had a deficit of £3.7
billion ouc of total wvisible trade in 1986 of E6.1
billion. But the UK enjoyed a significant surplus on

invisibles, probably of around £1% billion.

2. Principle Writish exports are chemicals,

pharmaceuticals, industrial eguipment {including medical
agquipment, scientific and measuring eguipment, sofeware
and a range of high-technology products), whisky and
woollen textiles {(for which Japan is Britain's largest
ovarsaas market). In addition to the well-xnown export
successes such as Unilever and Wedgwood, other notable
schievements including Chance Pilkington, which has 70%

of the Japanese photochromic lens markat.

3. Export promotion is coordinated by the Exports to
Japan Unit {(BJU) of the DITI. Japan accounts for over LO0%
of the BOTB pudget for outward missions and trade fair
joint ventures and for 45% of the BOTH store promotion
budget. Following an independent study which confirmed
the need for an informatien campaign to correct nagative
and confused images of Japan and to encourage British
industry to adopt a committed, strategic appreoaca to the
market, tne BOTB's Japan Trade Advisory Group [JTAG) is
considering launching such a campaign in the Spring of
1988.

DT iBAW




4. WVRAs. There are currently seven inter—industry VRAS
with Japan, cowvering:

Colour TVs

Indugtrial Trucks

Portary

Stainlezs Stesl Cutlary

Machina Toola

Epecial Steels

Vehicles
The goveramenc plans to withdraw support from tha VRAS on
ealour TWs at the and of 1987, and on industrial trucks,

at the end of 1988, The remaining VRAs area under Teview.

JAPANESE INVESTMENT

5. Mapnufacturing. It is only 15 years since

Japanese manufacturing company sec up a plant

But cthere are now 60 Japaness companies manufacturing, or
committed to do 20 in the UK. Japanese investment in the
ik now totals around 1 billion pounds (representing about
ane ethird of all Japanese investment in Europe). About

2.,000 joos have been created.

6. Presence in the City. Japanese Banks are the largest
singla foreign sector in the UK banxing MArKet. Their
asgets have grown from under 10% of all the banking
business by banks in the UK in 1975 to 26% now. Thaey
account for 5% of all sterling loans and advances
comparad with 0.5% ten years age, and for nearly 40% of
total foreign currency business in the UK comparsd with
aome 14% in 1977. (Foreign currency business reprasants
nearly 90% of total Japanese assets in London). Japansse

companies in the non-manufacturing sector in the UK

(mainly in the City) now smploy beCween }D;Uﬂﬂ and 15,000

Toeal gtaff.

COLTURAL RELATIONS

7. The British Council has an annual budgec feor Japan of
almost 5 million pounds. It runs two libraries in Toyko

and in Eyoto and has an excansive English language

DTZAAW




teaching programme. The Council's activities include the
promotion of exchanges of academics and other
gspacialists. The Council has also provided support for a
programme of scientific projects between the Japanese
Minlstry of Education, Science and Culture, kthe Royal
Society, the Science and Enginesring Research Council and

ather British sclentifiec bodies.

8. There are now 4 nniversities with Japanese degree
courses and a further 4 which offer Japanese studies as
part of A course. The 2000 Group has commissioned a
study of the situation regarding Japansse studies in
higher education in che UK. Only a handful of scheols in

the UK offer Japanese Studies.

9, Japanese sponsorship of the Arts in the UK is
substantial. The Eeidanren is likely to make a major
donation to the British Museum for a projected permanent
Japanaza gallery. The Toshiba gallary at the V & A
opened on 17 Decembar 1986. Womura has just given the

Tate £1.5 million for a new gallary.

10. The number of Japanase tourists visiting the UK has
increased by 25% since 1981 and the British Tourist
Aunchority expect a considerably faster rate of growth an
coming years. In 1986 206,000 Japanese visited the DK
{this includes businessmen), and s=pent an estimated £101
million. The number of British paseport holders wvisiting
Japan was 142,000, of whom approximately 60,000 were from
the UK.

UK/JAPAN REGULAR CONTACTS ;

11. The freguency of ministerial and high-level official

contact is considerably less than that with other major

partners (in part reflecting geographical distance) but

has baan increasing., Regqular bilateral talks include:
Meetings betwean the Secretary of State and the
Japanese Foreign Minister (in principle avery year).
Annual meetings of the UEK/Japan 2000 Group

OT2ARW




DTI/ /MITI talks f(annusl
Financial Services } (zix-manthly)
Political/Military ] {in practice, approximately
every 18 montns}
Flanning Talks {in princi
aid talks (occasional)
I addition to these bilateral contacts Lhere are regularc
Etalks between the EC and Japan at Ministerial level and
at poilitical director leavel.
12. A large number of membars of the Japanese Dist vVisit
the OFE aach vear. (1994: 20%; 19B85: 143y 1986: S1r and
awvar 100 in the first 3ix months of 1487). Thasa Dietman
usually travel 1in groups as part of a Buropean tour.
Many British MPz traval to Japan sach year, often on

privata visits. In addition there are pormally ans or

two Parliamentary Selact Committee wizsiks to Japan each
year. The IPU arrange visits in sach direction
approximately every 5 yeara. Six members of the British
IPU Group will be wisiting Japan in November 1987.
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PART C: UOE/JAPAN TRADE RELATIONS: CURRENT

BILATERAL I55UES

CABLE AND WIRELESS

1. Two conscrtilia fnave now submitted applications for an

intarnational telacoms licence: ITJ, an all Japanase

congortium, and IDC, the c¢onsortium ino which C & W hEs a3
4,

leading share with C Itoh. IDC's appliecation - unlik
ITJ's - envisages the laying of a new optical fibre cable
linking Japan to the U8. The licences will now be
appraisaed by a Standing Committse of advisers who will
make their recommendation £o the MPT. It is difficult to

assaess the time table,

2. Following considerable oressure the Japanese
government agreed in May to consider separate
applications for licences. When marger talks between ITJ
and IDC broke down in August Mr Nakasone wrote to the
Prime Minister assuring her that the Japanese Government
would assess the application from the consortiuam
including € & W in a fair, transparant and prompt manner.
Tensinn has @sased for the present and C & W's prospects

loox good.

FINANCIAL SERVICES

3. The UE is content with progress made in respect of
Securitiea Branch Licences and Investmant Managemant
Licencas in the past two ysars. Tha main outstanding
issue between the UK and Japan is membership of the Tokyo
Stock Bxchange (TSE)] where the UK has 6 candidates for
the new exchange, when expanded. The Japanesa are well
aware of the UK's insistence that all gualirfied
candidates are admitted. The outcome in ferms of numbers

CL sears is as yet uncertain.




EC ISSUES

THE SECTORAL INITIATIVE

4. The Buropean Community has initiated a series of
market opening negotiations with Japan, working at a
detailed level in specific sectors. There have been two
gets of discuassions at which the Japanesa have been
oresented with specific reguests aimed at resclving
particular problems facing axports of motor wvehicles,
medical agquipment and cosmetics. To date progress has
besn unspectacular but some nseful concessions have been
obtained in all three areas. Another three =gctors are
likely te be selected shortly for another round of

:']_laglju'l,'. LALIONS next '_'II'EE.].' .

WHISEY

5. The BC's case in the GATT against Japanese Llmpoart
restrictions on alcoholic drinks is making good prograss.
The GATT paneél has found in favour of the EC on all the
major (ie ligquor tax) points. The Panel's reporkt has yet
to pe adopted by the GATT Council, and the Japanase will
no doubt attempt to whittle away at its conclusicna. But
the report 1tself is an excellent result and, once
adopted by GATT, will put the pressure onto Japan ko
bcing - i1ts laws into conformlby with GATT obligations. We
are now pressing for early consideration and adoption by
the GATT Council (hopefuly in Novembec) and have
informally told the Japanese that we axpect prompt
implementation thereafter. In practice that i3 most

unlikely, and hard negotiation inevitable.

SEMICONDUOCTORS

6. In 1986, atter finding the Japanese Juilty of dumping

semiconductors, the Americans pressed the -Japanese

Government intoc a bilateral semiconductor agrasment

{instead of a multilateral GATT solution), introducing

minimum prices for semiconductors axported to the 05 and
price-monitoring in some third markets (including ths

BEC). The EC objectad to the agrzement, opposing iLts




silateral nature and the implicit price setting in thircd
markets, openad GATT proceadings against the Japanese. A
Panal has been sat up to consider the issue, but it is

too soon to say when it might report.

ANTI DUMPIHRG

Following pressure from European lLndustry for action

to be taken to prevent the gircumvention of anti-dumping
ramedies by the establishment of "screwdriver” assambly

operations, the Commission took appropriate powars this

sunmmer. They have recently begun investigations undar
tHis legislation against Japanese suppliers oi
cypewciters and weighing secales, involving mainly UE=
basad Japanese firms in Burepe. The UK agresed that the
apenings snould take place on the grounds that there was
prima facie evidence in favour of such a step, but we
have some sympathy with the [irms to be investigated and

would be happy to discuss matters further with them.

DT T
OCTOBER 1987
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CONFIDENTIAL

/8 Decembar 1987
The Rt Hon Higel Lawszon MP
Chancellor of the Excheguer
Treasury Chambers
Parliament Street
London SW1P ARG
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NISSAN %
Thank you for your letter of li_}émher.

I wae grateful to you for yvour agreement to the proposed ocffer of
regional assistance to Nissan, given at our meeting on 10 December.
The offer was accordingly confirmed and accepted in time for the
planned announcemant on 14 Dacember.

I do, however, have difficulty with the conditions proposesd in

your letter of 14 December. The past arrangements under which
above guidelines support has been matched by a corresponding
reduction in cash limited Votes preceded the agreement we reached
in the past PES round on a commitment limiting system for R3A.

That doctrine provided a crude counterbalance to the public
expenditure demands of a wholly demand-led programme of regional
support. The new commitment limiting system provides a more
sophisticated method of managing R5A expenditure, and substantially
invalidates the previous practice.

You also suggested that there could be no guestion of support for
the Niszan project generating a bid for extra resources in the 1588
or subsegquent surveys. Without implying that I expect to have to
make such a bid, I must reserve my right to make bids in coming PES
rounds in whatever areas I conclude necessary after scrutiny of my
programmes. In considering the pesition of regional selective
agssizstance, I should of course take full account notonly of the
Nissan case and the context in which your agreement was given last
weak by my post-bilateral correspondence with John Major.

I am sending a copy of this lett |to the Prime Minister, and to
John Mador.

ok,
\

LORD YOUMG OF GRAFFHAM
JGHAUT







CONFIDENTIAL
COMMERCIAL IN CONFIDERCE

Treasury Chambers, Parliament Street, SWIP 3AG
D1-270 3000

14 December 1987

The Rt Hon Lord Young of Gratffham
Secretary of State for Trade & Indastry

r

NISSAN [

L b | T !

b

Thank you EFEor vyour letter of Efﬁécember explaining the
political importance wyou attach to securing the proposed

Mizsan project to produce the replacement Micra small car in
Sunderland.

We discussed your proposed offer of regional assistance when
we met on Thursday. As 1 indicated then, given the other
understandings reached at that meeting, I am prepared to agree
that you may offer total regional assistance up to E25m if you
are satisfied that the proposed offer is the minimum necessary
to secure the project and that 1t will vield sufficient net
benefits to the UK.

My agreement is on the uvsual basis that the offer will not
lead to an increase in public expenditure. There must be no
question of suppork for this project genarating a bid for
extra resources in the 1988 or subsequent surveys. The offer
will also be subject to the established arrangement, endorsed
by the Prime Minister, requiring that any assistance over
guideline limits is matched by a corresponding reduction in a
cash limited wote. I know that you have recently been in
correspondence with John Major on the possibility of
incorporating Your expenditurce 2n regional selective
assistance within a cash limited vote. If vyou wished to avoid
the need for offsetting savings impacting on other DTI
programmes by agreeing to this and bearing the full cost on

your reglonal asszistance budget this would be antirely
acceptable to me.

I am copying this letter to the Prime Minister.

\-/ NIGEL LAWSON
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NISSAN: SECOND MODEL PROJECT

Our officials have been in contact on the proposal to offer MWissan
financial assistance of £25 million for expansion of the Sundarland
plant to produce a second model. I am writing personally to
emphasise the importance I attach to securing this project and Lo

anderline the fact that it will not go ahead without the financial
assistance we have negotiated.

The project involves the production at Sunderland of the Missan
Micra small car for launch in 1992. Output would be 100,000 units
a year with 60 per cent being exported. Local content in the cars
would bea &0 par cent initially, rising to B0 per cent within
eighteen months. The project would create some 1400 additional
jobs on tha Sundsrland site and a substantial though at presant
unquantifiable number of indirect joba with UK component suppliers
The capital investment programme would be some €216 million.

Missan reguested financial assistance for the project on the
following grounds:

{1} building the Micra at Sunderland would duplicate
investment in a similar model in Japan, involwving
substantial additional capital expenditure at a time when
Wissan are hard pressed financially:

DWIDAD




Wisszan consider that the Sunderland project would not
produce lncremental sales for the company and would
theraefore at lsast in part replace Japanese production,
laaving them witht he preoblem of what to do with the
spare Japanese capacity;

Hissan's model replacement cycle means that, if the 1992
window of opportunity is missed, a second model could not
be introduced at the Sunderland plant before the end of
the 1990s and such a long deferral would make it
ancertain whether the project was carried out at allj;

the returns on the project are marglnal. Relatively small
variations in Nissan's assumptions would put the
perltabllltF of the p-nject in EEﬂpardy but Gowvernment
assistance would give Nissan confidence to carry these
risks.

Wa are satisfied that this analysis of the position stands up.
Nissan originally requested assistance of €30 million but through
hard negotiation we have settled on an offer of £25 million (11.57
per cent of project costs), which we judge is the minimum necessary
for the project to proceed. Nissan are not particularly happy with
the oputcome but are prepared to accept it. As part of the package,
we havae alss managed to secure a commitment that they will locate
design and development facilities in the UK.

The bulk of the £25 million expenditure falls outside the carrent
PES period. We should clearly need to take account of the project
in setting RSA expenditure levels and commitment profiles in the
naxt PES round. The offer also entails going beyond the normal
regional assistance guidelines. But I am in no doubt that the
importance of the project to the UK (and the North East in
particular) justifies this. It offers substantial benefits to the
economy in terms of direct and indirect employment, exports, and
expansion of the UK vehicle production base with all the
opportunities this offers to the components sector. And Nissan's
commitment to undertaking R & D in the UK is a very significant
gain, beoth in itsalf and in rebutting charges that the Government
are allowing activity of this sort to flow cut of the country. The
adaptation of Japanese design and devalopment practices to UK
conditions can be expected to have wider benefits across the whole
UK motor industry.

I am due to see Mr Ishihara, the Chairman of Nissan, on Monday 14

December and both wa and Nizsan intend then to announce the
decision to expand the Sunderland plant. Mr Ishihara has long been

DW3IDAD




a supporter of Nissan's UE operations = often against internal
opposition - and his wvisit here has provided the impetus for their
decision to expand UE production desapite the concern of some of the
Nissan board about the implicaticns for their Japanese plants.
However, despita Mr Ishihara's personal enthusiasm, I am clear that
Ni=san will not be prepared to commit themselves to proceading with
the project on this occasion unless the offer of €25 million is
confirmed. And if we miss the window of opportunity created by his
visit, the project could be at real risk. If the decision

alips, worldwide developments affecting Nissan at the corporate
level could lead to it being at best delayed and must considerably
increase the uncertainty over whether it will be carried out at
all.

I therefore hope that vou can let me have your early agreemsnt to
the offer of €25 million financlal assistance =0 that the project
can be announced on 14 Decembsar,

I am sorry for the short notice but we only received Wissan's
formal proposals on 20 Novembar and Mr Ishihara's wvisit does
provide the best opportunity of securing the preoject,

I am sending a copy of this letter to the Prime Minister.

LORD YOUNG OF GRAFFHAM

DW3iDAUO




10 DOWNING STREET
LONDON SWIA TAA

From the Privare Secreiary ¢ December 1987

S Oy,

I enclose a copy of a letter from the
Prime Minister to the Japanese Prime Minister
about an award of a licence to Cable & Wireless.
I should be grateful if the text could ba sent

to Tokyo for delivery.
ﬂ"ﬂ-b‘.}\

Charles Powell

-
—

]

Robert Culshaw, Esg., M.V.0.,
Foreign and COmmonwealth Office.




10 DOWNING STREET

LONDON SWIA 2AA

THE PRIME MINISTER

‘ Ela, Q'I--*-*L- /:Lu'l *-I-.H1

I was very pleased to hear sarlier this week that the

Ministry of Posts and Telecommunications has now awarded a

i December 1987

Clase 1 licence to the International Digital Communications

Consortium, of which Cable and Wireless

¥You will know that I have followed
closely over the past year, so the news

licence is particularly welcome.

The British Government shares your
support for Anglo=-Japanese co-operation

fimlds and I look forward to further co-

Future,

With best wishes,

His Excellency Mr. Noburu Takeshita

is a member.

this issue wvery

of the award of this

own Government's
in high technology

operation in tha




DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET
LONDOMN SWIH 0ET
TELEFMONE DIRECT LINE  01-115 5499

sWITCHROARD  01-715 7877

Lecrarary i Srave for frade and indusivy

PS/

§ Decembar 1987
Charles Paowell Esg

Private Secretary to
Prims Minister

10 Downing Streat
LONDON SW1

!
Das. k{{-rffn.i

s
As vou will know, the Japanese Ministry of Posts and

Telecommunications has now announced the award toe Cable and
Wirelesa of a licence to operate intermaticonal telecommunications

services in Japan.
Given the Prime Minlster's personal invelvement in this issue, we
and FCO thought that she might wish to write a short letter to

Mr Takeshita. Thea attached draft welcomes the decision by tha MPT

and exXpresses the hope that there will be further such examples of
co—oparation,

The text has been agreed with our Embassy in Tokyo and with FCO.
I am copying this letter to Lyn Parker inm the FCO.

?Etﬁ#ﬁ
_:jﬁrﬂmfjgmgﬁtj
JEREMY GODFREY

Private Secretary

DW3CYI

@




DEAFT LETTER TO HIS EXCELLENCY MR NOBCRO TAEESHITA

1‘ll' N
I was mgzgrpLeased to hear esarlier this week that the Ministry of

Posts and Telscommunications has now awarded a Class 1 licence to
the International Digital Communicatiens consortium, of which Cable

and Wiraless iz a member.

You mey know that T have followed this isste very closely over the
past year, so the news of the award of this licence is kEharefore

particularly welcome,
"Toa, Grin

= Government shares your own Government's support for

| R

anglo-Japanese co-operation in high techneolegy fields and I look

forward to further co-operation in the future,

With best wishes.




DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET
LONDON SWIH DET

FELEPHOME TMRECT LINE  oe21s 5422
SWITCHROARD  BE-21% TRTT

Seceefary of Bishe far Trags amd Innusery ¥ i
i | er O—

3":" Novembher 1387
C D Powell Esg C‘w

Private Secretary to the Prime Minister s
10 Downing Strest t/'PiM

London

SWl
Lord Young thinks that the Prime Minister might like to

have, before the European Council, a progress report on
the main curren ssues 1n our trade relations with Japan.

Ps/

. ‘_:DQW C:ll'\ﬂh.rll?‘;l

UK/JAPAN TRADE RELATIONS

The appreciation of the yen (by 35 per cent against the pound since
September 1985 and By /4 per cent against the US$) is affecting
Japan's balange of trade gigpnificantly. Since the start of 1986
Japan's export volumes have been lower than a year earlier in

almost every mon and import volumes higher in literally every
month. UE exporks bo Japan are a8 26 per cent in sterling terms
this year (to the end of October) to £l1.2bn, while our imports from
Japan are up by 9 per cent to £4.4bn. Of coorse Japan still enjovs
a large bilateral sarplus with The UK, as with the Community as a
whole : but we can take encouragement from the fact that trade
volumes are now moving in the right dirsction.

T—

On the main specific issues of interest to the UE, the
position is as follows:

(a) There has been a satisfactory ocutcome on Cable Wireless. As I
think you already know, the Japanese Minister of Posts and
Telecommunications sent a message to Lord Young on 27 November to
say that international telecommunications operating licences would
be granted to both the consortia. B5ir Erie Sharp has written to
the Prime Minister expressing his appreciation of the Government's
support.

(b} On financial services worthwhile progress has baan

made on the licensing of British companies. Membership of the
Tokyc Stock Exchange 1s about to be expanded by 22 seats, The UK
has six candidates for these. Although the present signs are that
we WIIl get some of these seats, we will probably not get them all.




We will need to press the Japanesa hard to get satisfactory
treatment, linked to thelr access to London financial markets.

{e) The EC campaign to get rid of unfair Japanese restrjigtions on
imported alcohelic drinks, above all whisky, has gained strength
with a forthright GATT deciszion calling on Japan to remove tax
diserimination. The Japanese accept that action must be taken.
But they appear to have decided to include ligquor tax reform in a
major tax reform package which would not be implemented before 1
April 1989. Wor is it clear that they will implement the GATT
report in full. My Secretary of State is sending a message to the
Japanese Finance Minister urging the full and early implementation
of the GATT report. In this objective we expect to have the
support of the Commiseion and other member states.

{(d) 1In the GATT Article XXIV:6 negotiations, against some internal
EC opposition, we were successful in forcing Japan to make a
compensatory offer for the tariff reductions she received as a
result of Spanish and Portuguese accession. We, France and the
Commission argued that the Japanaga offer was inadequate. We would
have been prepared to hold out for a more substantial package but
other EC members apart from the Prench were unwilling to risk a
breakdown and a possible GATT challenge in which, as we ourselves
recogniged, the Japanese might have been successful, On the
Commission's recommendation, therefore, the Japanese offer was
accepted at the Foreign Affairs Council on 24 November.

(e} As to the Kansai Airport proiject, the key assurances about
fair treatment for foreign equipment bids are in place. It is now
for UK enterprises to make the running on those HEPectH of the
project they consider attractive., We will then be able to judge
whether tha Japanese are living up to their promises. The
continuing 0S8 complaints relate to the construction of the alrport,
in which no UK companies have shown interest.

Maanwhile, the BC is continuing the series of market opening
negotiations with Japan, dgaling in detail with particular problems
hindering exports of motor vehicles, medical equipment and
cosmetics, wi other sectors to be introduced next year. In the
GATT Round Japan is coming under increased pressure to open her
market to agricnltural imports.

In summary, although there are continuing problems, some useful
prograss has been made over the last six months towards achieving
fairer access to the Japanese market. In parallel, the
strengthening of the yen is now having a significant impact on
trends in the Japanese trade surplus. But we need to keep

DW1DRD




up the momentum of progress, and to maintain prezssure ta this end.
Particular opportunities to do so will be provided by the Foreign
Secretary's proposed visit to Japan in January and that of my
Secretary of State in March. 1In line with these steps Lord Young
is considering further ways of bringing home to UK exporters the
increased opportunities now afforded by the Japanese market, and
the long term commitment neeaded ko tackle them.

I am copving thia letter to the Private Secretaries to the
Chancellor of the Exchequer and the Secretary of State for Foreign
and Commonwealth Affairs, and to the Private Secretary to Sir
Hobert Armetrong.

Y
fan, 4T

SLETLD- Ratcld e

STEPHEN RATCLIFFE
Private Secretary

DW1DRD




CONFIDENTIAL

10 DOWNING STREET
LONDON SWI1A 2AA

Frem the Private Secretary

30 Hovembar 1987

RELATIONS WITH JAPAN

Thank you for your letter of 27 Hovember, glving the
Foreign Secretary's views on the proposal that we should
invite Mr. Takeshita to return from America wia London.

The Prime Minister has now written to Mr. Takeshita 1n
this sense. I enclose her letter and should be grateful if

the text could be telegraphed to Tokyo for delivery as soon as
possible.

I am copying this letter and enclosure to Alex Allan
(HM Treasury), Alison Brimelow (Department of Trade and
Industry) and Jon Shortridge (Welsh Office).

(C.D. POWELL)

R.N. Culshaw, Esg., M.V.0.,
Foreign and Commonwealth Dffice.

COMFPIDENTIAL




s PRIMIE F....ia [ER’'S

PERSONAL MESSAGE

10 DOWNING STREET,
LONDON SWIA 2AA =

30 November

(/e Owt ,n,ui'k:

When I wrote to congratulate you on your appointment, I expressed
the hope that we would be able to meet before the Summit meeting
in Toronto. If your programme permits, I should very much like
to invite you to visit the United Kingdom for talks on the way
back from your visit to America. An early meeting of this kind
would contribute te the development of co-operative and constructive

relations between cur two countrias.

1f your programme does not permit you to come to London in

January, I hope that we can find suitable dates for a visit as

early as possible in the Spring of next year,.

With bast wishes,

His Excellency Mr. Noboru Takeshita




10 DOWNING STREET

THE FRIME MINISTER 30 Movember 1987

(G th khuL
I am delighted that the licence for IDC is to be issued
on Monday. Your 2ffort has been well-rewarded, and this

marks another stage in the development of Cable and Wireless

as one of the most important companies in world telecommunications.

I am glad to have been able to help and 1 shall pass
on Your generous thanks to Bir John Whitehead and to the

departments you mention.

v,

(_,E?mj I*—f;ﬂeh‘-‘*b

.__\\E.l ;
5 ri.-.jc.-.-w-f‘-'-f’ ﬂL{f}

(

Sir Eric Sharp, C.B.E.
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CABLE AND WIRELESS PUBLIC LIMITED COMPANY

MERCLUEY HOMISE © THEOHSLLES BOAE - LOMDARN WIS EEX - TEL 0524 357 - TELEX T518] CANDW O - B IS 65

Sir Ene Sharp. CRE

Tharee i Ol iy

Z27th Movembar 1987,

The Rt. Hon. Margaret Thatcher, MP.,
Prime Minister,

10 Downing Streekt,

Londomn, SWl.

':..:'E'.-'.'-" ll."“l-'r"-\n "';hlll-'m'l"':

¥You will be pleased to know that the Ministry of Fosta and
Talecommmications in Japan will be fasuing IDC {in which Cable and
Wireless has 16.B% equity) a Licemce at 5 p.m. on Monday,
30th HRovember Tokyo time. This iIncludes the laying of the North
Pacific Cable — the firat direct 1link between Japan and the United
States - in which Cable and Wireless will hold 30% &3 a minority
co—owner at the Japanese end.

The battle to enter a most sengiclve part of the Japanese
market was a long and arducus one, It was essentlally a matter of
conviction. We kpew our plans and strategy were well founded buk
these plans included the necessary involvement of the political
dimengion. Here, vour support from the earliest of times - April
1986 - was absolutely Invaluable, It reinforced our convictions
and gave us the courage to persist, irrespective of the viewa of
the pondits in the City and elsevhere when the going got rough.

Indeed, 1 am very aware that Cable and Wireless owes two of
its most impertant undertakings since privatisation to your own
personal courage and decisiveness - Mercury and IDC, another
Marcury In a far off land.

In this moment when industrisl history 1ia heing made, I
would 1ike wou to know of my personal and our corporate graticude
to you. I hope very much that this issue of the IDC licence will
gncourage othar British companies to plioneer their own points of
gntry and partielpation in the ever expanding Japaneze high tech
market.

I intend to emphasise your encouragement and vital support
Im the TV and Presa interviews shortly to be scheduled and to
highlight thias &lse in my Annwal EHeport to our 200,000
ghareholders. I would like te express my appreciation of the
support given to Cable and Wirelesa in its atruggle by our
Ambassador in Tokyo, H,E., Sir John Whitehead, the Department of
Trade & Industry, the Forelgn Office and the Policy Unit in No.lO.

_J!L'IHI-"{ p-{:"l: J'I.f'r"r |_.|,J.-1IIII.:-\.
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CONFIDENTIAL

Forecign and Commonwealth Qffice

London SWI1A 2AH

27 November 19E7

lll i
\NS7 o

Relations with Japan
|I-‘J"|rl'
Your letter of November asked for advice on a possible
vigit by Mr Takeshita.

The Foreign Secretary strongly supports Mr Walker's
suggestion that the Prime Minister should follow up the open
invitation in her message of congratulations with a specific
suggestion for an early visit by Mr Takeshita. Such a visit
would provide an excellent opportunity to reinforce the message
which the Foreign Secretary intends to put across in Tokyo
on his own visit in January: that Japan should give a higher
Priority to Europe and that within Europe we are a key
interlocutor.

The arrangements for Mr Takeshita's visit to Washington
and Ottawa have not been anncunced, but we understand that
his talks in Washington start on 13 January. He will probably
be in Washington for two days, and Ottawa for one. The next
fixed point in his diary is a major policy speech in the
Diet on 22 January. There would therefore in theory be time
for him to return to Japan via the UK. ©On our side. the
Foreign Secretary returns from Japan on 13 January. This
would allow just enough time for him to brief the Prime Minister
if Mr Takeshita were to accept an invitation.

Following his speech on 22 January Mr Takeshita will
be entirely cccupied with inescapable parliamentary bBusiness
and would not be able to make a major visit abroad until
March. It would not make =ense to invite him for PFebruary.

The Forelgn Secretary tharefore recommends that the
Prime Minister should invite Mr Takeshita to return from
america via London. 1In practice Mr Takeshitz may well have
other engagements that will prevent him from accepting.
(It is5 possible, for example, that his vizit to Hashington
will be extended by a visit to the Weat Coast of the United
States in compensation for the cancellation of the wisgit
there by the Crown Prince and Princess.) However an early
invitation of the kind =suggested would be Lhe hcsf{uf demonstrating

Jour
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CONFIDENTIAL

our wish to develop a serious and cooperative relationship

with Japan and would also put us 1in a good position to secure

4 visit by Mr Takeshita as soon a5 his parliamentary commitments
permit him to leave Japan.

S5ir John Whitehead adwvises that this invitation should
be 1n the form of a mezgage from the Prime Minister. I enclozse
a draft.

1Y ;
T {h =,
L B e .ul"r_

[R N Culshaw)
Private Secretary

C D Powell Esg
FE/Ho 10 Downing Street
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DRAFT: minute/letter/teleletter/despatch/note I'YPE: DraftfFinal 1 +

FROM: Reference

THE PRIME MIMISTER
DEPARTMENT: Tl

=L, NO;

Your Relerence

BUILDING: ROOM NO:

SECURTTY CLASSIFICATION

Top Secret
Secret
Conludential
Restricted
Un¢lassified

FRIVACY MARKING

........ viisienes 10 Confidence

CAVEAT .

Enclosures  flag(s) ...

Tk Copies to

Mr Takeshita

SUBJECT:

When I wrote to cang:ﬂkula:e YOU Of Your
appointment, T expressed the hopa that we would be able
to meet before the Summit meeting in Toronto. If your
programme permits, I should very much like to invite: you
to wvizit the UK £fpr talks on the way back from your visit
to America. AN ﬁarly meating of this kind woold
contribute to/the development of cooperative and
constructive relations betwaen our twa countries.

-l-l.
.'lll.l
Iffynnr programme does not permit you to come to

I.nﬂdn!'l,s'fir: Janiaary,; I hope that we can find suitabla datas

" s :I"'
for q visit as early as possible 1M|Eg£1nq naqt YEAar.
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EMBASSY OF JAPAN
LONDON

2th November 149HT

Tk P m}&z;

I have the honour to refer to my letter,

dated 12th November 1987, and to send you, herewith,

the original letter from Mr. Hoboru Takeshita, Prime

Minister of

Japan.

=00 L “zgm/

Toshio Yamazakil

Embaszsador

The BEt.Hon. Margaret Thatcher, MP,
Prime Minister and First Lord of the Treasury,
10, Downing Street,

London, S5.W. 7.




OFFICE OF THE PRIME MIMISTER
TOKYD

12th Wovember 19387

My Dear Prime Minister,

Thank you wery much for your kind message upon my
assuming the post of Prime Minister of Japan. Let me ,
first of all, express to yvou how delighted T am to be
privileged to work with you, in the spirit of cooperation,
for the further enhancement of our bilateral relations as
well as for the peace and stability of the world.

I am of the firm belief that, under the present
international circumstances, it is essential and of utmost
importance to secure Western solidarity, that is to say,
the close cooperation and coordination among Europe,
Japan, and the United States, which share the basic values
of freedom, democracy, and a market economy. From this
point of view, I intend not only to further gEtrangthen
the relationship between Europe and Japan, but also to
continue my efforts to have Japan take a more active role
in its political and economic responsibilities towards the
world community.

Determined to Further strive to deepen and widen our
bilateral relations, I shall continue to support, among
others, the activities of the Japan-UK 2000 Group, which
has so far made useful and meaningful proposals.

I am looking forward te meeting vou and discussing

matters of mutual interest at the earliest possible
opportunity.

Yours sincerely,

oA

F

= =’1v-f;_ / /-
Tatomiee Jatestulas

Noboru Takeshita
Prime Minister of Japan

The Right Honourable
Mrs. Margaret Thatcher, Mp
Prime Minister of the United Kingdom
of Great Britain and Morthern Ireland




CONFIDENTIAL

10 DOWNING STREET

LONDON SWIA 2AA

Fram the Private Secretary 24 Wovember 1987

RELATIONS WITH JAPAN

The Secretary of State for Wales had a word this
morning with the Prime Minister about his recent visit to
Japan. He had been much enceouraged by attitudes :o the
United Kingdom and by the desire he had found to open a new
chapter in relations with us. He suggested that we should
build on this by urging Mr. Takeshita to pay an early visit
to the United Kingdom. The Prime Minister recalled that she
had already given Mr. Takeshita an open invitation to come
here in the early part of next year. But she would be
prepared to encourage him to come sconer rather than later,
She saw advantage in getting him to visit the United Kingdom
soon rather than let the Germans get in with an invitatien
first. One possibility might be to suggest that
Mr. Takeshita should come here in connection with the viszit
which he would be paying to the Unitad States in January .

I should be grateful for early advice on how best to
follow this up. The Prime Minister could send a furthar
mesgage. Or we could instruct Sir John Whitehead in Tokyo
to seek a meeting with Mr. Takeshita. In both cases we
would suggest that he come in January or February. Before
making a link with his wisit to the United States, we would
need te be sure that the talks do not conflict with the
Prime Minister's own visit to Africa.

I am copying this letter to Alex Allan (H.M. Treasury) ,

Alizon Brimelow (Department of Trade and Industry) and to
Jon Shortridge (Welsh Office).

CHARLES POWELL

Robert Culshaw, Esg., M.V.0.,
Foreign and Commonwealth Qffice.

CONFIDENTIAL







Dot eyl -

CLMPERNT

CiaEIh
EM TOvD

TO IMMEDIATE

- o
"II L =

i

ELND S
G S00Ed
MG

-
=
q
-

PRIDAI

By

iz
]

I m o

F. & VERY VMOLUGBLE
IWVEBTHMERNT BEMINARS
AlLEE CORNNVEYED TO THE
ABCUT HMG™ S5 DESIRE TC
RECATIDNSHIRP, AMD THE

EURDPERN COTFERRT ION I
ARPRECIATION BY THE FORE iuh MM

YIS
Wi

1

]
11 =
| |
= |

40

i 1 ]
G
o o

e ol 1 |

("]
4
i

L)
Ty ¢

[ m
0
13 ¥

DETHIL

'“ENF TORDE
E_'.?E.l-: |1"E
H15 I'-':'_-'EEF'F!-M""I'
THE PORLISMENTAORY Wi
IMTERNET ..EI'\-H._ AFFal 35
EATERNMNS SFFRIRS IN
DIRECT MINISTERIAL
Well AR CALLE OnN

REI DANRTD N

—
0=

i

s THE MAGDYA BEMINAR

REHIEVED & RESPELTRBL

FARTICULRRELY GEOD

ML FRCTURERS,

HITACHI FREEL

MH WALKER. TO

TE DURE InaeRD

S 0F MET ALL MAJOR
ETRIC, SHARE.

EEELE
O TOEAIBEA CERAMI

KWOE5 THE

F:-'-'."',:
ALD I EMCE

I—|.

L=

B |
3
-
i
LK

IMVES

=
=1

..I|
| b
o B

|
o I 8 2

MITSUEI
8 WHIDH

|'| 1 o
C.; Iﬁ.'l

G
1d T

=

hih]

=
IR

G. MR WOLKER WAE ABLE ANMTOUNT
HARMNESS MONUFBCTURIMNG JOINT VENTURE
SUMITOMO ELECTRIC (BOTH OF DEAHAY IN
MR WRLHER AND THE PRESIDEMT BF STAR MIC
CONFERENCE IN TOKYOD TO BNNOUNCE A PRIN
THAT COMBONY. THESE GRE THE IG6TH AMD I
INVESTHMENTS IM WALES RESPECTIVELY.

1M

o 1 3

|||-\.

o

3
i

e
.
o

,
iy

L

|: |T|!

7H

1 =

|

5

™) % e K

:["'g.r'l;'_'.irl\l

anD

#3

WNITDS SEVE

PROSECT

Ji

]
F|-|'|

-_'l'




£ JAPANESE COMCSRN #BBUT THE IME
SMNTIDUEMEING RESULAT DN u.r'""- A1 SELD
THMCLUDING BY THE FORZIBM FINIETER,
JOPEN RELATICNS COMMITIEZ BE THE mii&n-ﬂtﬁ
ACCOUNT OF JOBRNMESE MeMNUFACTUR

MR HWALMER EXSLAINED THE BRACHGHOLHNMD
UDER INVERTIGATICN A REITE
HME' S WELCOME TO INWARD INVE!

BIVE FLLL SUPPLORT WIS R WIS

sok [ GEMUINE EFFGRTS TO

THIMEM THIS BISPELAY 0= |

CoOMMISSION SEFICIALE

BETWEEN THOSE WHD RRE

me&5) FARILUsE TO DG &0

OF COmPOMNENT NﬂwdrﬁLTL"H“

EUROESE TO OTHER SREAS OF

£. THE WISIT BTTRECTED GDOD PRESS COVERRGE.
NEWSERFERS PUBRLISHED INTERWVIEWG AND HEEDumT:
BRD PRESS DONFERERECE AT WHICH ™R WALKERSP
D O HIS CONTRCTS WITH THE JAPANESZE GOVER

7. I WIS OFFICIAL CONVERSATIUONS WITH THE
OTHERS MN WALKER SPOME WITH WERMNT=S OF
BuRG AND THE PRIME MINISTER TFLCRA [
BELATIONSRIE WITH THE JAPSKNESE GO
THE COMTEXT OF UNSERTRINTY SBOUT

AMNCIAL oD ECONOMILT SYSTEM

i
4 I
LE OF THE THREEZSE ®AJOR

HAOLLEMEE
] 5"l 1RD WER
SOVIET R ] WE
DE REOME S BUIMGETRRY
alg POLEIT L LEADERSHI
ETRBILI GROWTH AN
POTENT "FoR MORE

Yy

RDVARNCE a
JaPar POLITICAL ARD. ECONGMIL
{BRACHGROUNT

HD/FED

HBECDLED

HD/TRED

MR GILLMORE

ME MCLAREN




. RESTRICTED

152073
MOHOAN 3751

RESTRICTED AMENOED DISTRIBUTION 18/11
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OF T71&10Z NOVEMBER BT

MESSAGE FROM THE PRIME MINISTER TO MR NAKASOMNE

1. FPLEASE ARRANGE FOR IMMEDIATE DELIVERY OF THE FOLLOWING
MESSAGE FOR THE PRIME MINISTER TO MR NAKASONE (DATED

16 NOVEMBER).
BEGINS:
DEAR MR NAKASONE

THANK YOU FOR THE KIND WORDS IN YOUR LETTER OF 6 NOVEMBER AT THE
END OF YOUR TENWURE OF THE POST OF PRIME MINISTER OF JAPAN. I
HAVE WALUED QOUR RELATIONSHIP HIGHLY. 1 HAVE PARTICULARLY
APPRECIATED YOUR CONVICTION THAT JAPAN MUST PLAY A STRONGER
IMTERNATIONAL ROLE AND YOUR COMMITMENT TO IMPROVE WORLD SECURITY
AMD ECONOMIC CO-OPERATION.

I LODKE FORWARD TD WORKING WITH YOUR SUCCESSOR A5 PRIME MINISTER,
BEQTH BILATERALLY AND AT THE FORTHCOMING ECONOMIC SUMMIT AT
TORONTO.

I SHALL MAKE SURE THAT OUR JOINT INLITIATIVE IN SETTING UP THE
UK=JAPAN 2000 GROUP COMTINUES TO FROSPER. IT I5 A MDST IMPORTANT

YOUR EXPERIENCE OF INTERMATIONAL AFFAIRS SHOULD NDT BE LOST. I
SHOULD WELCOME THE OPPORTUMITY TO SEE YOU AGAIN IF YQU SHOULD
HAVE THE CHANCE TO COME TO EUROPE.

WITH WARM FERSONAL REGARDS,

YOURS SINCERELY,

MARGRAEET THATCHER

ENDS.

2. SIGHNED ORIGINAL FOLLOWS BY BAG,
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10 DOWNING STREET
LONDON SWIA 24A

THE PRIME MINISTER L& Movembear 19R7
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Thank you for the kind words in your letter of
6 November at the end of your tenure of the post of Prime
Minister of Japan. I have valued our relationship highly. I
have particularly appreciated your conviction that Japan must
play a stronger interpational role and your commitment to

improve world security and economic co—-ocperation.

I look forward to working with your successor as Prime
Minister, both bilaterally and at the forthcoming Ecenamice

Summit at Toronto.

I shall make sure that oar joint initiative in setting
up the UK-Japan 2000 Group continuss to prosper. It is a
most lmportant development.

Your experience of international affairs should not be
lost. I should welcome the opportunity to see you again if
you should have the chance to come to Euraps.

With warm personal regards,

o

[y 2
o3 T

.f Laﬁwﬁj chbe.

i

His Excellency Mr. Yasuhiro Makasone




EMBASSY OF JAPAN
LONDORN

12th November, 1987

doar FPreme m&?

I am asked by Prime Minister Noboru

Takeshita to transmit o megsage To Fou.

I have pleasure in attaching herewith the

f this message.

e kool

CPAY RSy

Toahio Yamazaki

Ambassadaor

The Rt, Hon. Margaret Thatcher, ME,
Prime Minister and First Lord of the Treasury,
London,
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My dear Prime Minister,

Thank you very much for your kind message upon my sssuming the
post of Prime Minister of Japan. Let me, first of all, express to yoo
how delighted I am te be privileged to work with you, in the spirit of
co=operation, for the further enhancement of owr bilateral relations as

well as for the peace end stability of the world.

I am of the firm belief that, under the present international
circumstances, it is essential and of utmost importance to securs
Western solidarity, that is to say, the close co—operation and co—
ordination among Eurcpe, Japan, and the United States, which share the
basic values of freedom, democracy and a market economy. From this
point of view, I intend not only to further strengthen the relacionship
between Europe and Japan, but also to continue my efforts to have Japan
take a more active role in its political and economic responsibilities

towards the world comsunity.

Determined to further atrive to deepen and widen our bilateral

relations, I shall continue te support, among others, the activities of
the Japan-U.K. 2000 Croup, which has so far made useful and meaningful

proposals.

I am locking forward to meeting you and discessing matcters of

mutual interest at the earliest possible opportunity.

Tours sincerely,

Moboru Takeshica

Frime Minister of Japan

The Bt. Hon. Margaret Thatcher, MF,
Prime Minister and First Lord of the Treasury,
London .,
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Foreipn and Commonwealth Office

London SWI1A 2AH

12 Hovember 1987

Mr Yasuhiro Nakasone

Im my letter of & November about the new Japanese
Prime Minister I undertook to let you have advice on a message
to Mr Makasone when his letter to the Prime Minister had
bean raceived.

Ambagsador Yamazaki has now transmitted Mr Nakasone's
letter of & MNovember to the Prime Minister.

It ia clear from the formation of the new Japanese
Cabinet that Mr Nakasone retains strong influence, Four
membera of his faction are in the Cabinet, including the
Minister for Foreign Affairs and the Minister for Pasts and
Telecommunications [the latter important for Cable and Wireless).
In any case we expect Mr NakKasone to remain a key adviser
ta bBoth Government ‘and Party for some time to come. It is
notimpossible that he could return to office. In the circumstances
we recommend 2 short letter from the Prime Minister, of which
I attach a drafkt.

0w, :{G‘\,_— =

(B N Culshaw)
Private Secretary

E D Powell Esqg
P5/No 10 Downing Strest

RESTRICTED




UNCLASEIFIED

I’JSP‘ (Revised Sept 85) DRAFT: minute/letterteleletter/despatch/note TYPE: Dralt/Final | +

FROM: Feference

PRIME MINISTER
DEPARTMENT TEL. N0

Your Relerence

BUITLDING: ROOM NO:

SECURITY CLASSIFICATION TO: Copies to

Top Socret H E Mr Yasuhiro Nakasone
Secret
Confidential
Restricted
Linclassified SUBJECT

PRIVACY MARKING

cirieiiieee In Confidence

[My dear Mr Nakasones]

Thank you for the /kind words in your letter of &
HNovember at the end of your tenure of the post of Prime
Miniater of Japan. /I have valued our relationship
highly. I have particularly appreciated your conviction
chat Japan mast g‘iay A stronger international role and
Vo UL r:.:-mer](‘.men; Lo improve world security and economico

CO=0p2Tatlon.

I look forward to working with your successor as
Prime Minister, both bilaterally and at the forthcoming

Econcomic Summit at Toronto.

Enclosures Tlaglsy..........

I shall make sure that our joint initiative in
setting up the UEK-Japan 2000 Group continues to prosper.

It 18 a most important development,




SR 11C

our experience of interpational affairs

e SYFERE
o
not ba lost. should welcome the opportunity to

vou again i1f wou should have the change to come to

personal regards,

-4¥Hufﬂ-ﬁinCETEf3;;;?

__.-"'“

s

{MargarsE-Thatoner )




EMBASSY OF JAPAN
LONDOMN

12th Kovember, 1987

pe% e Mscnn L ,,

I would like to refer to my letter of
6th November, 1987 and te send you, herewith
enclosed, the original letter from Mr. Yasuhirao

Nakasone, former Prime Minister of Japan.

s oty

TS Jeg LR/

Toshio Yamazaki

fAimbassadaor

The Rt. Hon. Margaret Thatcher, WP,
Prime Minister and First Lord of the Treasury,
London .




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 0 Movember 1987

I attach the signed original of a
message from the Prime Minister to Mr. Takeshita
on his election as Prime Minister of Japan.
I should be grateful if this text of this
could be telegraphed to Tokyo for immediate
delivery. '

{CHARLES POWELL)

B.M. Culshaw, Esg., MVO,
Foreign and Commonwealth Office.




10 DOWNING STREET
TAo3|871:.. 1oNDON SWiA 244

THE PRIME MINISTER 0 Nowvember 1987

Ca. j:EMu-¢'f;2$¥IL;T.

I send you my warm congratulations on your election as
Prime Minister of Japan. I attach great importance to
co-operation between our two Governments, and 1t 1s my strong

hope that we shall he able to work very closely together.

1f you are able to wisit London before next year's
Economic Summit in Toronto, yvou will be very welcome.

With best wishes,

Toms st
SR

s

His Excellency Mr. Noboru Takeshita




Foreign and Commonwealth Office

London SWI1A 2AH

& Novembar 1387

New Japanese Prime Minister

s

In my letter of 2Y COctober I said we would provide
Further advice shortly on a formal message of congratulations
ta Mr Takeshita. I now anclose a draft message from the
Prime Minister to Mr Takeshita. The extraordinary session
of the Diet which will elect him Prime Minister is expected
to begin on 6 November.

The Prime Minister will also wish to send a message

to Mr Nakasone, who resigned on 31 October. Our Embassy

in Tokyo have advised that it is likely that Mr Nakasone
himself plans to write to Heads of Government of other Summit
countries. We shall provide advice on a message to

Mr Nakasone in the light of the content of his own message.

b~y

) e s O ' I

5

':'_:EA“‘-"‘E‘H (r:{_x -

R M culshaw)
Private Secretary

C D Powell Eaq
PE/No 10 Downing Street
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‘ FROM: Reference

PRIME MIMISTER
DEPARTMENT: TEL. N

Your Reference
BUTLEMIMIG; RO MO

SECURITY CLASSIFICATION T Copiesto;
Top Secret HE Mr Noboru Takeshita !‘:.': 'IKT#"‘JH

' Prime Minister of Japan —w
Beerel TORYE -

{omtidential

Restricted

Unclassilied SUBJECT: \ M :j y
PRIVACY MARKING ““'“"1—;& e

your election as Prime Minister of Japan. I attach

great importance to coogeration betwsen our tTWo

Governments, and it is my strong hope that we

shall be able to work very closely together.

Many people have made comparisons petwean
recent\events and the Wall Street crash of 1529,
It is wvikal that we do not repeat krhe mistakes

In particular we _-ra.LEt regist the

/
rotectionist agfion which did so

more free, open an

trading system.

Hﬂr‘L I hope ayes that we all be able to demonstrate

in practical ways the benefixs of trade and industrial

Enclosures [Tl s)
Pyl e
iﬁh’f H_r:{\q'q. cx;;pér:al_ie:n. We have been delighted by the success

o Japanese investment in the United

collaboration betwean our +two untries. Thara

are al_,t';ady many sSplendid exampl of Anglo-Japaness

and I am very keen that more Japanese companies

should set up here,

Sir




Sir Geoffrey Howe is hoping to vieit
Japan for consultations |in Januar%, and the
Secretary of State for Trafde and Indus+ty

plans a visit in the Spring. 1 hfpe you will

encourage membérs of your ﬁahlnet_bfr

vigit Lhe United Kingdom at anear Ly
dafe. They will all be weltopes” If
EQH_HEF&‘ﬁhtf—*ﬂ—fzrd—%}mﬂ-B&ﬂxmﬁﬁtﬂ
London yoursesf before the Eebnomic
summit in Toronto, I belleve it would
be most useful for-both of us. If this
is not poseible, I shall look forward

to seeing’ you and working with you at

L e
the Fortnte Summit.




EMBASSY OF JAFPAN
LONDON

fth November, 1987

oloas

I am asked by Prime Minister Yasuhiroc MNakasone to

Lransmit a mEeEssage Lo You.

Il have pleasure in attaching herewith the text of

this messaze,

G bty

Toghio Yamazaki

Ambassadaor

The Et. Hon. Margaret Thatcher, MP,
Prime Minister and First Lord of the Treasury,
London .
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. OFFICE OF THE PRIME MINISTER

<O
TOKYO i 'ﬂﬁ,'

November 6, 1987
-'.-;
My dear Prime Minister,

A I end myv tenure of the post of Prime Minister of Japan,
I should like to express to you my heartfelt thanks for the
warm friendship and cooperation I have been privileged to enjoy
over the past five years. I should also like you to know how
grateful I am for the wvery warm hogpitality you and the British
people extended to me on the occasion of my visit to the United
EKEingdom in 1984.

Working closely with vou on our bilateral relations and
in the wery important Economic Summits, in which you worked
with such energy and resolve to further strengthen Western
solidarity, has always given me very great pleasure and
satisfaction. Especially, in our bilateral relations, the
importance of our agreement in 1984 to establish the Japan-U.E.
2000 Group cannot, I feel, be over-emphasized, as it has been
contributing very significantly to deepening and expanding
mutoal understanding and cooperation between our two peoples.

I value very greatly the personal friendship and mutual
trust our working together has nurtured, and see them as
invaluable assets, assets that will be of the greatest help to
me a8 I continue to work, in whatever capacity, to enhance
further the fruitful relations between Japan and the United
Kingdom. I know that you will give my successor, Mr. Takeshita,
the kind counsel and cooperation that I have been privileged to
enjoy.

I wish you good health and every success 1in the years to
COme .

With warmest personal regards,

Yours sincerely,

Yasuhiro Nakasone
Prime Minister of Japan

The Right Honourable
Mrs. Margaret Thatcher, MP
Prime Minister of
the United Kingdom of Great Britain
and Worthern Ireland
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November &, 19B7

My Dear Prime Minister,

As I end my tenure of the post of Prime Minister of
Japan, I should like to express to you my heartfelt thanks
for the warm friendship and co-operation I have heen
privileged to enjoy over the past five yesrs. I should
also like you to know how grateful I am for the very warm
hospitality vyou and the British people extended to me on

the occasion of my vizit to the United Kingdom in 1984,

Working clesely with vyou on our bilateral relations
and in the very important Economic Summits, in which you

worked with such energy and resolve to further strengthen

Western solidarity, has always given me very great pleas-

ure and satisfaction. Especially, im our billateral
relations, the importance of our agreement inm 1984 to
establish the Japan-U.K. 2000 Group cannot, I feal, he
over—emphasized, as it has been contributing very signi-
ficantly to deepening and expanding mutual understanding

and co-goperation betwveen our two peoples.

[ value very greatly the personal friendship and
mutual trust our working together has nurtured, and see
them a5 invaluahble assets, assets that will be of the
greatest help to me as I continue to work, in whatever
capacity, teo enhance further the fruitful relations
between Japan and the United Kingdom. I know that you
will give my successor, Mr. Takeshita, the kind counsel

and co-operation that I have been privileged to enjoy.

FeXT-ndegh iua




L wish you good health and every success in the

YEEArs Lo come,

With warmest personal regards.

Yours sincerely,

Yasuhire Nakasone

Prime Minister of Japan

The Right Honourable Mrs. Margaret Thatcher, MP,
Prime Minister of the United Kingdom of Great Britain
and Northern Ireland.




10 DOWNING STREET
LONDON SW1A 2AA

THE FRIME MINISTER 21 September 1987
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' Thank you for your letter of 10 September. I have

considered carefully whether to write to Mr. Nakasone again

on this i1ssue; but I do not believe that such a letter is
advisable at this stage.

I know that Sir John Whitehead and the Embassy staff
will be offering their normal high lewvel of support for Ca&W's

efforts in Japan. I hope Sir Eric's visit is successful.

I am sending a copy of this letter to Eric Eharp.

wh""’f"'h
s"”_j
v (

b

e

The Rt. Hon. Sir Keith Joseph, Bt, CH




.IHE MINISTER

CABLE & WIRELESS

Keith Joseph has asked whether you would
give Sir Eric Sharp a letter to Mr. Nakasone

to take with him when he visits Japan later
this month.

——

The DTI in their letter [(attached) give

a number of cogent reasons why it would

be better.ggﬁ to write to Mr. Nakasona at
this stage. There is nothing of subetance
ko gsav: Mr. HNakasone is about to leawve
office: and he will nﬂﬁ_ﬁctualfg_gg_zn
Japan at the time of Sir Bric's wvisit. Agree
to sign the attached reply to Sir Keith?

L_B\{:’ _

(C.D. POWELL)

17 September 1987




DEFARTMENT OF TRADE AND INDUSTRY
1-19 YVICTORIA STREET

LONDON SWIH 0ET

TELEFHDNE DIRECT LINE 01213 S 499
SWITCHBEDARD 01215 7417

y Secretary of State for Trade and lodusnry

COMMERCIAL IN COMFIDENCE

[FY September L987

Charles Powall Esg

Private Secretary to the Prime Minister
10 Downing Street

LONDON

SWl

Dow_ Chevts

CABLE & WIRELESS/JAPANM

Your letter of 11 September to Timothy Walker raguested advice on
whether the Prime Minist®r should write to Mr Makasone at the time
of S5ir Eric Sharp's visit to Japan later this months.

Our advice, which FCO and Sir John Whitehsad in Tokyo support, is
that the Prime Minister should not write again at this stage for
saveral reasons,

First, a letter at this stage could do little more than acknowledge
Mr Makasone's assurances and express the hope that these assurances
will be applied to the application from C&W's consortium, IDC.

This does not in itself give sufficient grounds for a Prime
Minister intervention. We see it as important to maintain the
impact of letters from the Prime Minister by keeping such
interventions for specific difficulties.

Second, Mr Nakasone is now reaching the close of his term of
office. Whilst a letter could thank him for his afforts to data,
it is unlikely to create any significant shift in opinien in the
long term.

Finally, I understand that Mr Nakasone will not be in Japan at the
time of 5ir Brie's visit - he is due to visit the United States at
that time. It is therefore by no means certain that Sir Bric will
ba able to ses Mr Nakasone in any case; moveover it would be most
unusial for 8ir Eric to deliver the letter himself.

DW3ICHO




In the light of these factors, we therefore recommend against such
a letter. A draft reply to Sir Eeith is attached.

As regards the broader picture of Caw's efforts in Japan, as Gina
Davis' letter of 3 September indicated, the TIDC has baan
renegotlating its share structures to take account of the differing
positions of the various IDC partnsrs. As anticipated, a separate
group will be established to construct the North Pacific Cable, in
which C&W will have a 30 per cent stake and IDC as a whoele 50 per
cent. CEW's stake within IDC itself is likely to be 17 per cent.
CEW are content with this development and we understand they have
also agraed that Toyota will chair the IDC, IDC plan to submit
their application naxt waak.

I am copying thie letter to Robert Culshaw (FCO).

Jr—s

ey Gl

JEREMY GODPFREY
Private Secretary

DW3ICKHO




DRAFT REPLY FOR THE PRIME MINISTER TO SEND TO:

8ir Keith Joseph
Liscartan Hougse
127 SBleaane Street
LONDON

SW1X 9BA

Thank you for your letter of ¥0 September. I have considered
carefully whether to write tO Mr Nakasone again on this

155ue, but I am not convinfed that such a letter is necessary
at this stage.

I know that 5ir John Wﬁltehead the Embassy staff will be
offaring their normal high level of support For C&W's efforts
in Japan. I hope $ir Bric's visit is successful.

I am sending a gbpy of this letter to $Af Eric Sharp.

DWICHE







10 DOWNING STREET

LONDON SW1A 244

From the Private Secretary 11 Septembar 1987

I enclose a copy of a letter to the Prime Minister from
8ir Keith Joseph asking whether the Prime Minister would write
a letter to Mr. Nakasone which 5ir Eric Sharp could deliver
when he wisits Tokyo later this month. 5ir Keith's letter has
in fact been copled to Lord Young. I should be grateful for
early advice, together with a draft letter if appropriate.

I am copying this letter and enclosure to Robert Culshaw
(Foreign and Commonwealth OIffice).

cnarles Powell

Tim Walker, Esg.,
Department of Trade and Industry.




FREOM: The Rt Hon. Sir Keith Joseph Bt CH
LISCARTAN HOUSE
I27 SLOAME STREET,; LOMDON S5WIE OBA
TELEPHONE 0I-730 0311

The RE Hon. Mrs Margaret Thatcher MP 10th September 1987

The Prime Minister

13 Downing Street

SEWla 2AR FRIVATE AHD CONFIDENTIAL

.Ju.- W; b

I understand that Mr Hakasons sent you r:-n__,.H'I‘.T-."-h.ur;-.u.-:- a
ressonably congtractive rFaply o yoor letier to him.

Eric Sharp thinks that it would wery mach help if he were
able to glve Mr Wakasome, when he sess him on hisz visit to
Takyo later this month; & short letter from you .jl:ld;:;::w'l_-a-:_iq:in;_r
with appreclation Mr Nakasone's reply. This could then be
prasanted as a message from you either directly by Eric ox
alongaide the Ambasssador.

Might it be poSsible please for you o congider |:'|'_'i_s.r_'i_|::|r_.|
Eric Sharp sach a Letter?

I am copying this to David Young at DTI, Brian Griffiths
at your Pollicy Unit and of coarse Eric Sharp himself.

S
E
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DEPARTMENT OF TRADE AND IND.UETR'!:’
1-19 VICTORIA STREET
LONDON S5WIH 0ET

TELEPHONE DIRECT LINLE 01-215 542 E
SWITCHEOARD  DI1-F1F K77

PE,.'" Secratery of State for Trade amd fnclrstny

LE% Septembar 1987

Charles Powell Esqg

Private Secretary to the
Prime Minister

10 Downing Strest

LONDON

SWl

ey ifi’iaiiwf

You wrote to Paul Steeples on ﬁﬂgﬁ;i;t, regquesting advice on

Mr Nakascne's letter to the Prime Minister about Cable & Wireless.
Mr Nakasone wrote to assure the Prime Minister that the
applications from the two consortia, C&W's group, IDC, and the
rival ITJ, would be dealt with in a "fair transparent and prompt
manner in accordance with the relevant laws and regulations".

My Secretary of S5tate has received a similar letter from

Mr Karasawa, Minister of Posts and Telecommunications which
raiterates this assurance. Clearly it is helpful to have this
assurance from the Japanese Government, and my Secretary of State
is replying to Mr Karasawa, along the lines of the attached, noting
the assurances he has given. We would, howevsr, recommend that the
Prime Minister does not reply to Mr Nakasone at this stage. We
shall need to watch that the assurances given are matched by
practice, and my Sescretary of State does not think it would be
helpful to glve signals that HMG's concerns are fully laid to rest
by the assurances given. Our Embassy in Tokyo also advises that
the Prime Ministar need not reply to Mr Nakasone's letter.

On currant plans, IDC, C&W's consortium, aim te submit their
separate application to the Ministry of Posts and
Telecommunications later this month. At present the consortium is
renegotiating the shareholding structure which could have the
affect of increasing C&W's stake in the cable construction at the
very slight expense of reducing the company's share in the

UW3ICLFE




oparations within Japan.

Dur Embassy in Tokyo and officials here
are cnntinuing to keep a close eye on developments. CcW are

contant with the carrent position and have not reguestad any help.

L am Ccopying this letter

to Lyn Parker (FCO)},
and Trevor Woollay

Alax Allan
(Cabinat Offica),

iTreasury)

P‘-:’Fwﬁ Emr_?_}-&iff
A
\

LY
IL'\-\_.|||I""'-.- .".1{:" n'l-l
[uad, 11,
GINA M DRVIS
Private Secretary




DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDDON S5WIH DOET
TELEPHONE DIRECT LINE 01215 2422
SWITCHROARD  01-215 7817

Faeratsry of 51808 for Trade and Indueny

ME; September 1087

Mr Shunjiro Karasawa
Minister of Posts &
Telecommunications

Ministry of Posts and Telecommunications
TORYO

Japan

/) 447
v L%uﬂwﬂ.

e

Thank you for your letter of 6 August. This is a subject in which

I have taken a close interest even before assuming my present
responsibilities,

I appreciate your assurance that your Ministry will dsal with the
applications for licences in a fair, transparent and guick manner
based on the relevant laws and regulations.

; and my colleagues will continue to follow closely and with deep
interest the developments on this issue and I hope that a
satisfactory outcome will be reaghed shortly.

LORD ¥YOUNG OF GRAFFHAM

DW3CLH







EMBASSY OF JAPAN
LONDON

14th August 1987

[ would like to refsr to my letter
of “Bth August 1987 and to send you, herewith

enclosed, the eriginal letter from Mr. Yasuhire

Hakagone, Prime Minister of Japan.

e oty

Tashiao Yamazaki

Ambassador

e Rt. Hon. Margaret Thatcher, MP,
Prime Minister and First Lord of tb= Treasury,
London.,




OFFICE OF THE PRIME MINISTER
TOKYD

August &; 1987

Dear Prime Minister Thatcher,

In April, I wrote to inform yvou that Mr. Fumio Watanabe,
Chairman of the Information and Telecommunications Committes
of Keidanren (Federation of Economic Organizations) made a
proposal on the guestion of a new international telecommuni-
cationa carrier with a view to merging the two consortia.

Since then, the eight core companies of the two consortia
had discussed this issue several times, and 1 personally
followed the talks closely. On August 4, the two consortia
reached the final conclusion not to establish a unified new
telecommunications carrier.

You may remember the short exchange of views we had on
this issue in Venice. Given the new development, I would like
to reiterate the position of the Government of Japan that it
will deal with the applications by the two consortlia, when
they are submitted, in a fair, transparent and prompt manner
in accordance with the relevant laws and regulations.

Sincerely,

Yasuhiro Wakasone
Prime Minister of Japan

Her Excellency
Mrg. Margaret Thatcher
Prime Minister of the United Kingdom
London







10 DOWNING STREET

LONDON SWIA ZA &L

From the Private Secrefary

I enclose copy of a letter to the

-

= R
Frime Minister from Mr Makasone about
_ 8+ I should be grateful
Eor advice, in due course; whether any

Cable and Wireles:

Feply is appropriate at this stage.

I am copying this letter and enclosure
to Lyn Parker (Foreign and Commonwealth
Office ), Alex Allan (HM Treasury) and
Trevor Woolley (Cabinet Office).

Charles Powell

Esq
Trade and Industry.




EMBASSY OF JAPAN
LONDON

6Eh -August 1987

p&% TM '%wrzf_!:i- &

I have been asked to transmit to you
the text of a letter from Mr.. ¥Yasuhiro Nakasone,

Frime Minister of Japan.

I have pleasure in enclosing this
herewith and will forward the original letter

it arrives in London.

Toshio Yamazalki

Ambassador

The Rt.Hon, Margaret Thatcher; MP,
Prime Minister and First Lord of the Treasury;

Londan.




PRIE NMUNISTER'S Q

PERSONAL MESSAGE 0y PP | e~
SERIAL No. T/55/%2.

cC MASTEE (TEXT)
OFs
OFERICE OF THE PRIME MINISTER
TOREYO
Bth August 1987

Dear Prime Minister Thatcher,

In April, I wrote to inform you that

Mr. Fumio Watanabe, Chairman of the Informaticin and
_——

Telacommunications Committee of Keidanren (Federation

[ < —-'_—
of Econcmic Organisations) made a proposal on the

question of a new international telecommunications

carrier with a view to merging the two consortia.

since then; the eight core companies of the

twe congortia had discussed this issue several times,

and I personally followed the talks closely. On August 4,

—y

the two consocrtia reached the final conclusieon not to

£ - = " ; e —
establish a unified new telecommunications carrier,

You may remembar the short exchange of views
we had on this issue in Venice. Given the new development,
I would like to reiterate the position of the Government
of Japan that it will deal with the applications by the

two consortia, when they are submitted, in a fair,

transparent and prompt manner in accordance with the
-

relevant laws and regulations.
Sinceraly;

YASUOHIRD MAERSONE
Prime Minister of Japan

Her Excellency
Mrs. Margaret Thatcher,
Frime Minister of the United Kingdom,

London
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CABLE & WIRELESS IN JAFPAN

The Prime Minister asked to be kept in touch with developments on
this issue., Although the final outcome is still unclear, my
Secretary of State thought it would be helpful to give you a raport
on developments since the Venice Summit.

The Prime Minister will recall that Mr Nakasone told her his
government would accept applications for two licences and that no
further attempts would be made to imposea a marger between the ITJ
and IDC,

Contrary to expectations, neither consortium has submitted its
application and further consideration is being given to the
possibility of a merger - but this time at the initiative of C
Itoh, CEW's main_ETTg in the IDC consortium. This move seems to be
ganerated by two Eactors; first to counter accusations that IDC
were being inflexible, to the detriment of Future working
relationships with the Japanese Ministry of Posts and
Telecommunications; and second to keep Toyota in the IDC. Toyota
are a major member of the IDC but have always favoured a merger and
have had increasing doubts about investing in the private pacific
cable (PPAC) .

JGSBOZ




Cable and Wirelezss have entered into negotlations on these new
proposals within the IDC consortium, but they have sought
supplementary guarantees from Toyota to safeguard CiEW's position
the cable.

The proposals as they now stand envisage;

Fid a merged consortim of ITJ and IDC to run the new
international telecommunications system within Japan.
C&W would hold 10% of this company.

a separate company would be formed to construct and run
the cable. C&W and Pacific Telesiz would hold at least
30% of this group in partnership with Japanese companies
and IDC.

Toyota would give written guarantees relating to the
construction of the cable and the routing of traffic
over it by the merged consortium.

Cable and Wireless have been discussing these proposals in detail
with Toyota, and the IDC has been doing the same with the MPT. C&W
say they would find these proposals acceptable, but may, even now,

be manceuvring for pesition in the hope that the eventual cutcome
will b& a separate application by IDC, including Toyota. It is not
yet certain that Toyota will sign up. There is growing pressure in
Japan and the US for a solution to this long running story, and it
is clear that the parties are considering ths proposals more
urgently than before,

Cable and Wireless have not reguested any supportive action at this
stage. Just bgfore these new proposals emerged, S5ir Erie had
reguested that the Prime Minister should write te Mr Nakasone to
consolidate thelr conversation in Venice. The company then agreed,
h&#EEET, that this would not be appropriate, given the dﬁihging
ground, and a separate roufe has now been found for recording

Mr Nakasone's commitment to the Prime Minister., It is however
likely that the Company may encourage parliamentary coverage to
strengthen their hand in Tokvo.

If there are any significant changes in the position, we shall keep
you informed.

I am copying this letter to Lyn Parker (FCO) and Tony Kuczys
{(Treasury).

JG5BDZ GINA M DAVIS
Assistant Private Secretary




ﬂThe National Archives

DEPARTMENT/SERIES

B A
PIECENTEM oo 228

(one plece/itern number)

Date and
sign

Extract details:

Ll o Adillacrson 2l 10 Ty 1987

CLOSED UNDER FOI EXEMPTION ..................

RETAINED UNDER SECTION 3(4)
OF THE PUBLIC RECORDS ACT 1958

TEMPORARILY RETAINED

MISSING AT TRANSFER

NUMBER NOT USED

MISSING (TNA USE ONLY)

DOCUMENT PUT IN PLACE (TNA USE ONLY)




10 DOWNING STREET
LONDON SWIA 2AA

From flie Private Secretary g June 1387

VYoo Alir,

ANGLO-JAPANESE FINANCIAL TALES

The Prime Minister was grateful to see
your letter to me of 5 June which set out
tha results of the talks betwaen UK and Japanase
officials on 30 May, and the subsaguent
announcements by the Japanese Ministry of
Pinance.

I am copying this letter to Tony Galsworthy
(Poreign and Commonwealth COffice), Timothy
Walker (Department of Trade and Industryl,

David Roe {(Private Secretary to Michael Howard,
QC),; John Footman {(Bank of England) and to
Trevor Woolley (Cabinet Office).

o g

2 .

[ B NORGROVE

A. C. 5. Allan, E=sq.
H.M. Treasury
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Charles Powsll Esg 5 June 1987
Private Becretary to the

Prime Minister

10 Downing Strest

London SW1A 2AA

Ol

Panc Chardes ,

ANGLO-JAPANESE TALES

nj LJF

This letter is to record my Secretary of State's-Teactions to the
outcome of the Anglo—Japanese Financial Cons ations which weare

the subject of the Chancellor's minute of May and Sir Robert
Armstrong's note of a&fﬁay.

The public commitment of the Ministry of Finance to expansion of
the Tokyo Stock Exchange on the lines which Mr Howard described
during his visit is a positive response by the Japanese to the most
important problem we had identified in access by British firms to
Tokyo's financial markets. Taken together with the Japanese
Government's announcement of ten investment management licences and
three securities branch licences for British firms, this represents
significant progress,

My Secretary of State beliaves, however, that there is & long way
te go before we might see the Japanese accept foreign participation
in their financial markets in the same way we accept it in the
City. He believes that the avallability of reciprocity powers in
the Financial Services Act played an important part in helping in
the achievement of our objectives in respect of the Tokyo Stock
Exchange, and believes that they will continue to have an influence
on the Japanese as they consider further liberalisation of theilr
financial markets.

ourz

G"M gﬁ{‘lw

PALL, STEEPLES
JG5AYD Private Becratary
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THE GUARDIAN

Tokyo contradicts claim that Britain has gained any new concessions or objectives

Japan says Lawson fudged trade talks

From John Hooper
in Tokyo

Thi fénfor Japancse afficial
wWhd wag bn Landon 15t weel-
end for Lalks on whether more
|.-.r itsh dlrma chould ba
zllowed on to the Tokya Shock
oichange. vesterday [Ratly de
nied oeffering  any new
LESCRRKILNS.
remarks  appsared o
the statement Gy
IEI I'_-IlJ.l.:“'E“L:.' ol it Exche-
faey parlier this week that the
rovernment had achioved lis
objectives tn negoliations with
o apan
Lawton  had II':n:-Ll"r.rd ba
revokn the llcences of Japa-
g fnanciai Jnsttutions op

eeting’ in L-:-n-J-.ﬂ unbess the
nuimber of  British sccurity
houses on ihe Tokwo Shock
Exchange was |ncreased
Whin ha visitved Tekyo earler
s ymar, the Minister far
Carporaie Affairs, Me Michanl
Howard, presenied the Jaza
nese pavernment with a list of
three flrms which i w:l'l r'r_ 1%
s trading by the end of this
year.

Wi Mioel Lawson wadd om
Tugsday that 5 commiiies sl
up by tha Tokyos Stock Ex:
clange had Bcceloratcd  HS
rovienw  of TI'.."-I1'||.'-.'J'=|'.III anel
that ithis mesnd Ehot Bratish
firms would become members,

Axked veslenday whelher e

hod given an underiakine fo
this eltasl, Japan's Vieo:Minds-
ter of - Finance, M Toyoo
Ghyolen, replied: ™ §f -you

Tipey thal here - was & formal
npreement nF AFTAnpAmoHt L6
aklow g l.—l'1. numbers  or
Lames Q WUEI rahlh- [{ R
perniiied ta Jain the Takyo
atock Exchange thst s nst
correct,” He added that ihe
|:I:II'.."I'.|I:h:|: Was dise Lo repart
in the aulumn,

Tha Tokyo 3teck Exchango
woild then amend ity charice
and invitc '|j'l|'a||-u.llll.-.|$ befiee
the &=nd of this vear 'This
wouldd - zllow  {hoso - Sobelah
firma which were selecied o
borin |:||1|:-.|1..'|| 15 next May.

Theso was no difference bes

[weery Dwe timedabis I:IL1.'||.I'I.-M
by Mr Ghyoten and the posi-
tien his government has taken
from the start, Mor was there
any hini of & commiimend o
give British firms a seat,

Mr Chyoten labar togk the
urusaal siep of reacding [nom
the prepared statement which,
he zald, e Bad read 1o Britsh
afficials lat Saturday. Ik
a-'.l:'l‘.'fil.'li Hiat e decizion an
increasing  membership  was
Tor |.|1E‘ axcisanEe Itsall b ke

*The Ministy al Finanos
hopes that bt wiil be able to ba
mas in 3IJL|"' i manner that
tha wishes of fareipn  fecur-
faes houses will be satished 1o
the largest cxient possible”
he starement l:':-.li.c'.IJI{tl'J.

Nigel Lawson

LHEL G BUny kg




.1-.,].!3,-"12

CHANCELLOR — PRESS BRIEFING ON VENICE SUMMIT

Let me say a little bit about the talks that we've been having

with. the Japanese, at an official level conducted by

Sir Geoffrey Littler. He has now reported back to me. It does

seem that satisfactory progess has been made. The Tokyo Stock
Exchange has agreed to accelerate their review of membership and,
I think that that is likely to lead to the outcome of additional
British firms acquiring membership of the Tokyo Stock Exchange
in due course. The Japanese Ministry of Finance has categorically
promised fair and eqgual trestment. And I think this will 1lead
to the 3 applicants that we have at the moment joining next year
when the Tokyo Stock Exchange is extended, and being formally

informed cf that by the end of this year. So that has achieved

our objective there.

But we have already seen quite a remarkable success on investment
management licences. 0f the first 17 foreign licences 10 out
cf the 17 have gone to British firms. That was announced last
week. And of course Liffe have now been permitted to trade on
the Japanse long bonds contract. So that, as I say, we have made

important progress im this financial field with the Japanese.
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ANGLO-JAPANESE FINANCIAL TALEq [£% it

The Chancellor's minute to th-E- Prime Fim. 8r on %‘? May said
that talks between UE and Japanese fo1cla15 were due to take

place on 30 May. He has asked me to write to you to report the
results,

The talks went satisfactorily, very much on the lines
foreshadowed in the Chancellor's minute. Officials were given

assurances about the expansion of the Tokyo Stock Exchange
which meet the framework Michael Woward laid down in Tokyo.
Officials made a point &F registering that British interests
are not confined to the three houses pnamed, but included other
well-gualified houses whe will want, in some cases guickly, to
Join the Tokyo Stock Exchange. They also made it clear that

the option of using reciprocity powers remains, if we are not
satisfied in future.

Since the talks, the Japanese Ministry of Pinance has
announced, on 4 June, a wide-ranging package of ljiberalisation
measures in the financial field. T attach a copy. Much of
this simply confirms what had been stated separately in
earlier public announcements, [ncluding the excellent news on
licences for investment management {already mentioned in the
Chancellor's earlier minute), and a new batch of securities
licences Iincluding three British)y. The string of measures to
liberalise market instruments and interest rates are helpful,
but will need to be carried Ffurther. The comment on
international cooperatlion in bank ing gtandards and
supervision is unexpectedly warm. We and the US recently
reached an important agreement on this, and we have both been
pressing the Japanese to collaborate; their annoucement raises
our hopes.




CONFIDENTIAL

Altogether, the Chancellor thinks the Japanese authorities
have been making a real effort in the financial Field, and
producing helpful results which we should acknowledge. There
ig of course room still for improvement, and we must continue
to exert pressure - not least as a means of assisting the
Japanese authorities to continue to over-ride domestic
oppasition.

I am copying this letter to Tony Galsworthy (FCO), Timothy
Walker (DTI), David Roe (PS/Mr Howard), John Footman {Bank of
England} and to Trevor Woolley in Sir Robert Armstrong's
Office.

04
fl
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A C 5 ALLAN
Principal Private Secretary




Current Plans for the Liberalization and

Internationalization of Japanese Finaneial and

Capital Markets (Provisional Translation)




Under the recogmitins that liberalizing and internationaliing financiel and capital markets
contribute to the development of the national essmomy, Japan bhas put in place 2 series of
liberalisiag messures for various aress of thess markets, The contents of these mALIUres cover
suck mreas as lberalization of fnterest rates, lmprovemest azd enlargemsnt of shert-term fimassis)
markets and capital mariets, improvement of forsign flraseial {nstitutions' mecess to Japanese
marcets, and develepment of the Euroyen marksts, As g result, the lberalization and
internationalization of Japenese financial and capital markets have been procescing steadily (o
Tecent years.

The importance of the Japanese ecooomy within the world ecozomy bas been riging in resent
years. As 4 result, there are requests from foreign coustries for Japaz o Play & grester rcle in
propordea to its imporiance. At the sams time, the globalizatisn of Hnancisl aad cupital markeis
has advanced considerably., Under thess ciroumstances, it is secessary for Japan to pay more
regard lo strengibeciog cooperative relations with foreign eountries and to develop Jipinete
financial and capital markets so that these markots can play & maler rele {o suchk markets pround
the world. With the [nereasizg secds for diverzified and sopnisteatad flnancial instruments,
financlal izstitutons are expected o actively work to mest thess nesds, Conmidaring these
responsibilities o extersal relatiens and the growing dommsts zoeds Placad om the Snancial
industry, it iy mesessary to promele further Uberalization and Intermationalization of Japaness

fzancial and capital markets so that the markets can be sophisticated and mads sfflclest esough

to fully respond to the domestic and intermational mseds.
Taking such 1 point of view o3 mesntioned abave, the Ministry of Floance (MOF) plazs w

implement the foliowing measures in a positive nnd steady manzer,

Further Promotion of Liberalizatize of Interests oz Deposits

With regard to the liberalization of interests on depesits, theve has recently been considerabls
progresd. Further stops will be Implemented to liberalize {nterests on deposits,

This coming October, the mizimum dezomization of MMC's will be lowered to 10 millios yen,

The minimus maturity of largs denomination time depesits will be thortesed to oz month,

Regarding lberalization of interests om deposits, the mimimum densmination of deposiss on
which interest i liberalited will be forther lowersd A study will be progeeded to set up & plan in
this dirsetion a8 soon a8 possible. The plan will fzclude establishment of small densmination time
deposits oo which intarest is determingd in relation to money market {nterest rates. The plaz wil}
be mn.eidm-.-! on the premise thet a suitable eavironment or u level Playing flald between
mmﬂn.ﬂ.] baskizg acd the postal gaﬂng‘ system be established.




2. Developmeass In Short-Term Financial Markeks
Further developmants in short-termn Bnamsial markebs will be promaoted from the viewpoiot of
providing broper measures for short-term fund redsing and investment
(1} Establishing a Commercial Paper (CP) Market

A demestie commareial paper (CP) market will ba sstablinked for the purpose of providing o
wider variety of corporste fuzd raiziag messures, developing short-term flpancial markets, and
divergifying {avestors' portfoliss.

Improvicg the Marketahility of TBs and FBs

MOF will lower the mizimum denomination of TBs and FBs from ¥ 100 million ta % 50
millicn by this August.

As for TBa and FBe purchesed by soversigm tax-ssempt entities such o foredga caniTal
basks, & system under which an equivaient amount to tha tax withheld is refunded st she g
of purchase Instead of the current trestment of refunding at the time of redemption will be
introducad no later thaz this gummaer,

Improving and Expanding the Interbazk Money Market

Meagures to liberalize and relex interbank money market regulations have been takez ln
recent Years., Among these measures {3 the Implementation of a widar variety of maney
tracsactions such as the introdustien of umcollateralized call monsy. As a result, the scale of
the maricet bas lzeronsed. MOF will request market particizants ingluding the Bazk of Japen
for further [mprovement and expansicn of the [nterbank money market in compliancs with the
varicus needs in the markes

3, Improvement and Expansicn of Fioaceial Fusures Markess

In view of the growing importance of futures markets in fingneial and capital markets, MCF
will endeaver to broaden ths particlpation of Japanese tesidests in foreigm financial futures
markets and will improve and expand the demestie finansial futtres smackets

With respect to the Japamess residents’ participetion in finazela! futures iransactioss abrosd,
MOF has liherllill-au‘- fnancial {nstitutions’ transactions oz their own account in May this yesr.
MOF will make efforis to liberalize flnamsial futures brassactions far other Japioese residents
after relavant legal and other messures are taken. .

The OUsaka Stock Ezchange will introduce packaged stock futures trading (Puturss trading based
¢n o group of 50 stocles) in June this year, As far stock index futures trading and secusities
optons trading, preparations will be made along the lnes presented in the report of the Securitios




.E::.b!.'l.ﬂ Couzell of May this year, aiming at the intrsducticn of thess new trading methods in
1988,
Vigorous study will be made toward the estaklishmunt of fnancial futures markets of cUrrazey,
depost and others.

4. I=provement of Capital Markets
Necassary messures will be taken frem the viewpoint of further improvemant of sapital marksts.
(1) Vitalisaticn of the Corporate Bend Primary Marke:

Meesures such a5 increszing the oumber of companies able to [ssue mom-sasursd bonds, the
Introducdon of the "proposal method” (open.bid lssuing method of partiewlar ewrporate bonds),
and the liberalization of privatse-placement bonds have alresdy besn implemented along the
lies preseated in the report of the Securities Exchange Council last December, In sddition a
rafing systam of domestic bonds will be introduced in July this yeer. Io order %o vitalize the
sorparaty bond primary marker, MOF will contizus to take necessary messures gush ns the
diversificaden of corporats bonds,

Improvement of the Disclosure Systam

Alozg the lines presentad n the sbove mentioned repert of the Sscurites Exchangs Couzell,
mesasures such as simplifying the disclesure prosedures for public effering have already been
taken, As for the introduction of the shelfregistration system sie, MOF will take CRCASSATY
messures wming at its Introducden within 1988, As for the Emprovemen: of pegment
information ete, studies will be continued by the Business Accounting Delfvaraticn Counell,

Further Improvement of Securides Secondary Markets

Measures such w O prepering for the starting of operation of the Central Securities

Depositary Syster and @ expanding the scale of marker making (= the bond market will be
taken, '

9. Liberalization and Helaxation of Regulaticns comcerming Fipancial . Insituticss’ Business
Operations
Further efforts to liberalize and relax requlations comesrming financial [nstituions’ busizess
ﬂ'puaﬂém will be made corvesponding to the demand for diversification and sophisteation of
foazcial products and services, vis-b.vis the overall financial lberalization and
internationalization. Bpecifieally, the development of new financal products and services as wall
23 & wider spread use of electronic banking will ba encouraged.
(1) Flexible Schema for Liguidating Home Martgages




Home mortageges are being sctivaly granted ¢orresponding o an upsurge i2 demand by
Jagezetd people in recent years, Risks, however, are inereasing becauss of [aterest rats
fluctaatiogns, g financial libaralization procseds. Under thege eircumetances, schome [or
Uguidating beme mortgages will be made more flexible to ensure & more positive wupply of
funds for such mortgages.

Liberalizatics of Medium-2nd Loog-term Euroyen Loans 3 Japanese Fesidents

Witk respect 1o the liberalization of medium-and loag-ters Evroyen loans to Japaness
residents, MOF is peaitively conzidering its early liberalization from a viewpaint suck as the
diversification of the meazs of raisiag yen funds by Japanese residents, paying sttantion to its
afect on domestic finsncinl markets

Proceeding far the Wide Spread Use of Electronic Backing

Due to developemeats [z information processing and eommusiation technology, thare has
been & wider spread use of electronis banking iz recezt years. From the users' point of view,
farther Improvement a2d cxpansicn of flnancial services utilizing advamces In slectronic
banking will be sought, while maiztenance of transaction securlty should be given full
eonsideration.

International Harmonizetion of Banking Supervision and Improvement of the Capital

Adequecy

Tmpraving the capital adequacy of braks bag becoms an urgent tock in view sf the imereass (n
rigk through fAnancial liberalization and imtermatienalizacion. Ioternational cooperatioz la the ares

of banling supervigion, especially with regard to the eapital adeguacy, is becoming an importans

bask as well, because world financlel markets are inereagingly globulized and Japaness banks are

more {nvelved [n oversess tracsactiens. Usnder thess circumstances, improvement ie Japazese
banks’ capital adequacy and pesitive perticipation in the effarts for the interzatiozal
barmonization of banking supervision will be ssught with duas attention to secure the soundness of

Japanags banks' setivides in asch country's finansal markst.

T. Smdying Issues Concerning from the Distinetons of Business Areas of Finaocial Instisutiozs
With regard w0 the {ssues of the specialized financial [nstitutions system guch at the
distinetions between long-and short-term eredit banking institutions and betweses trust banks a=d
other banks, the Commities oz Fizancial System Researck will asalyze the system and idendfy
the problems of the system by the wod of =his year.
With regard to the issue of distincticn berween the activities of banks and thoge af sscurites
companies, MOF will review appropriately, as necessary, how this distinction should be in speeific




.
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areas, respecting each indusiry’s {nbkerent flelds of business and considering changes la domassic

ard icternational situations.

8. Improvement of Access by Feorelmm Flnancial Institutions

As for the sccass by forelge fomnclal {nstdtuticns, MOF hag welcomed their secess to Japan,
and this poliey will be continued. Under such o pelicy, the following measurss will be takes i
improve the sccess by foreign financial institutions to Japanese financial and capital markets.
(1} Incressing Membership on the Tokyo Stock Exciange

The Tokys Btock Exchange is preparing to incrosse the pumber of its membership so that
the pew mexbers can be detesmiced by the end of this year. The Ad Hoe Commister om
Membership Structure waa established by the Takyo Stock Exchange in order to work out a
specific plan [or membership incresse.

Increasing Access to Coveroment Bend Issues

MOF hu— eased the eligibility for bidding In the avction of medium.tarm government bonds
this April, and the syndicate has eased membership requirements for forelgn basks and
increased wzderwriting sharwe of forsign securitiss compazles this April.

MOF will adopt an avetion method instead of the current syndicata method for 20-year
government bond fssges around this autume and will alse adept an "austicn method of
underwriting amount” (provisicnally named) arousd this autums for 10-year isgues, aleog with
the current syndieats method with fixed allocation, under which a certain percentage of ipsues
can be underwritten additienally through kbe sucton method,

Access to Japar by Feoreign Securities Companies

Ag for the aocess to Japan by foreign securities sompanies, MOF bas waleommed thelr sceesy
from the viewpoint of internationalizing Japanese capital markets, Oo June 8, MOF hag
ansounced [ts ptenkion ta invite in the near future 10 foreign securities companies [neluding
4 foreign gecurities gubaidlaries of U.S, commareial banke to file formal applications for the
license as the first package for thiz year, and they will be granied licenses as sosn a3 possible,

Licants for Discretionary Investment Managemant

MOF recognizes that the entranca of well-experienced forsign companies into the Japasese
investment management fleld serves [ts Internationalization. Based on this recognition, MOF
has beez studylng applicazions for licenses for discretionary investment management

maiptaining equal treatment betwesn domestic asd foreign compuzies, 58 companies [zludizg

17 foreign companies, whick have ¢leared the szaminstion up to now, Were already Invitsd (o

}I'I.lj." thig year to file formal applications for the Usense, MOF expects to gprant licenses o all

of them Iz Jusne this year,
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From the Private Secretary
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I enclogse a copy of a letter to the Prime Minister from
Mr. Nakasone. As you will see, it deals principally with
the Japanese Government's emergency economic measures. But

the final paragraph also refers in passing to the problems
of whisky, telecommunications and Tokyo

Stock Exchange membership.
I am sending copias of this letter and its enclosure

to Alex Allan (HM Treasury), Tim Walker (Department of Trade
and Industry), and Treveor Wocolley (Cabinet QOffice).

Powall)

R.H. Culshaw, Esg., MVO,
Forelgn and Commonwealth Office.
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10 DOWNING STREET

LONDON SWIA IAA

trom the Privivle Secretary 29 May, 1987.

Moo N,

ANGLO-JAPANESE FINANCIAL TALES

The Prime Minister has seen the Chancellor's minute of
27 May about the tactics we should adopt in the Anglo-Japanese
financial talks on 30 May, BShe agrees with the proposals
set out in it.

I am sending copies of thiz letter to Robert Culshaw
(Foreign and Commonwealth Office), Tim Walker (Department
of Trade and Industry), David Hoe (Mr. Howard's Office, Department
2f Trade and Industry), John Footman {(Office of the Governcr
af the Bank of England), and Trevor Woclley (Cabinet Dffice]).

W B wdh\_

Q{ \é e

(C.0. Powall)

Alex Allan, Esg.,
M Treasury.
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PRIME MINISTER

ANGLO-JAPANESE FINANCIAL TALES

The twice-yearly talks between officials are to ba held in London
on 30 May. We are anxious to use them to pin down the Japanase
satisfactorily on particular guestions oF British access to the
Japanese Ffinancial markets, as was envisaged by Michael Howard
during his April wvisit te Tokyo. You and others to whom I am
copying this minute will want to know what are the prospects, and
how T suggest we should handle the ocutcome.

HWe have identified three objectives:

continued satisfactory Elow of securlties licences

pur applicants in Tokvo:

licenceas By nnder take investment management

e¥tremely Important objective for many of
well=gqualified City houses - they foresee large

profitable business):

- admissions to Tokyo Stock Exchange membership.

We want succeess on all three fronts.

The position seems to be as follows:

= Securities Licences: we have already broken the back of
this problem - first, from late 1985, in opening up a
series of successful applications by merchant banks; and
gecond, from last year, getting (so far) two investment
subsidiaries of clearing banks in (this has been heavy

going since the Japanese maintain the US-type distinction
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between clearing banks and securities dealers). We took
the lead and have done better than other EBEurcpeans over
this. There remain half a dozen British firms at various
atages of application, including subzsidiaries of
RBarclays and Lloyds. Informal soundings in advance
suggeskt that we shall have a Fair share of the next batch
of licencezs to be given =shortly,;, and that ne other
British applicants already in a position to open up in
Tokyo will be left out.

Investment Management: some excellent and firm news was

e

announced in Tokyvo on 25 May. Ho such licences exist so

——

far - Either Japanese or foreign. By the end of March
applications for registration as investment adql§9ts had

.

been made by 178 Japanese and 33 foreign companies, of
—— "

which 15 are UE (or DE-linked) firms. Some of these have
_l__.—n—'_ = = :

sought investment management licences, 1nn]uﬂtnq_£§ from

the UK. It has now been announced that the First bakch

e
of formal licence invitations is confined to pre=Januarcy

applicants and comprises 39 Japanese cnmﬁanies and
.._F-—l--—ll'-

17 foreign, including B8 UK and 2 UK-linked (via

T — e -_—

Hong Kong), plus 4 US and 3 Buropean. No British

ngupplicant haz been rejected. This news will be very well
received in the City. The Japaneze have not yet given us
a date for the next batch of licences and we will of

courae press them on that., But we can certainly welcome
the cutcome under this heading.

Tokve Stock Exchange: Michael Howard made wvery clear

during his Bpril visit to Tokyo what we want: positive
indications on Stock Exchange Membership for the throee
leading British applicants - on the basis that we can
accept that they will not obtain physical entry until May
1988 {on expansion of the boilding) if there iz a firm
decision on entry by around Wovember. We expect to hbe

told that a membership review committee is to be set up
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immediately; that the Ministry of FPinance commits itself
ko support the UE interest; but that the decision i1s for
the Tokyo Stock Exchange itself (this is technically
true, though the Ministry of Finance has substantial

influence) , probably in November.

This is satisfactory so far as the first two headings are
concernaed. On the issue of Stock Exchange membership it is guite
promising, but in effect we shall be asked to take the final answer
on trust - which is not anm arrangement I would recommend as it
stands.

It seems to me, however, that something on the lines we are
expecting does meet our aims, provided we can protect ourselves
agqainst the risk of betraval of our trust on the Stock Exchange
membership gquestion. And I believe that we have an eminently
appropriate responese to hand.

As you will recall, the Japanese are extremely anxious that we
ghould give banking licences to the remaining two of their Eour
leading securities houses. The fact that we have already licensed
the first two has increased their anxiety - we know that all Eour
houses have been lobbying on our behalf in Tokyo, as a means of
getting what they want here. My proposal - conditional of course
on confirmation of the expectationz outlined above - is that the
Bank of England should invike Fformal application for licences by

the two remaining applicants, on the clear understanding that they
cannot count on a Ffavourable decision unless and until we have a
definitive and satisfactory response on Stock Exchange members.
{In fact the Bank, having invited applications, would be legally

obliged to give a decision within 6 months. By that time, however,

we sgshould know where we stand on Tokyo Stock Exchange membership,
and we should also ba armed with the full powers of the reciprocity

provisions of the Financial Services Ack.)




I think this is likely to prove the most potent immediate lever omn
the Japanese authorities, given the importance they attach to the
remaining banking licences. Of course if things go wrong towards
the end of the vear, we shall then be in the stronger position of
hawving awvailable the reciprocity powers on securities under the

Financial Services Ackt.

There are two further points on timing and publicity:

The Japaneze do not want to make announcements from
London immediately after the meeting. This is because
Prime Minister Makasone is planning to make a package of
announcements about market liberalisation 4ust before
the Venlce Summlt on 8-=10 June. I think we can live with
that provided ocur officials agree 8 line at the meeting
which enables us to state categorically that agreement in
principle has been reached,; that the Japanese will be
making a formal annocuncement in Tokvo next week, and that

we will reserve comment until then.

If all goes as I suggest,;, I would propose that the Bank
of England might defer the actual invitations to the
remaining two Japanese securities houses until after the

Election.

I think this gives us a defensible public position, and a prospect
of renewed and substantial progress which will be widely welcomad

among the British financial institutions concerned.

I am copying this minute to GeoEfrey Howe, Faul Channor,
Michael Howard, the Governor of the Bank of England, and to

Ao

fﬁ? H.L. {_

(Rpproved by the Chancellor
and signed in his absence)

Sir Robert Armskrong.

27 May 1987
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I am sure the Prime Minister will be int sted to Know that, as
foreshadowed in my letter to you of 7 May, British Airport Services
(part of the British Airports Authority) have been awarded a
consultancy contract valued at about £75,000 by the KEnsai
Interfatlonal AiTport Company (KIAC). The contract is to provide
advice on a number of alternative layouts for the airpart, and will
be signed at the end of May. This success follows continuing
contract over the last few months between BAA and EIAC and, though
not especially large in itself, the contradt is significant as the
first British success on this project. BAA is one of six airport
authorities to be awarded such a eontract, the others Belng New
York, Dallas, Paris, Frankfuft an® Sthipol,

EANSAI INTERNATIOMAL AIRPORT PROJECT

BAA are issuing their own press notice and ths DTI will be taking
action to ensure that other British companies whe manufacture
airport equipment or provide services are made aware of this
success,

I am copoying this letter to Lyn Parker (FCO) and Jon Cunliffe
(Transport).

Vowr

G

PRUL. STEEPLES
JESBXD Private Secretary
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PRIME MINISTER'S
PERSONAL MESSAGE
SERIAL No T "'?.Fjll'.-f"_;"

I ¢ cn ?W /ILJL:

I was very pleased to receive your letter of 31 March
about the education conference held in Kyoto in January.
Reports from our own participants confirm your impressions

about its walue and success,

Like you, we are in the process of introducing major
reforms in education, in particular to make it more
responsive to the increasingly rapid pace of social and
technological change. We have much to gain from each other's
experience, as the Kyotc conference clearly demonstrated. I
am most grateful to you for making it possible.

His Excellency Mr. Yasuhiro Nakasone.
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Thank you for your recent letter, which I received on
30 April, about the measures which Japan proposes to take to

ease the current international trade problems.

As I was akle to tell Mr. Tamura when I saw him last
week, I welcoms the LDP proposals for emergency economic
measures and the further commitment to implementation of the
Magkawa proposals for structural reforms. I believe that
such long term reform is the real selution to the current
trade imbalances., I therefore loock forward to early
implementation of these proposals by the Japanese Government,
g0 that we can begin to see results, in terms of increased

imports, as soon as possible.

I know that you are perscnally committed to increased
internationalisation of the Japanese economy and to removing
the sources of trade friction with your trading partners and
I have been following reports of your visit to the US with
interest. I share your concern at the prospect of growing
protectionism both in the US and elsewhere. But I believe
that such pressures could be considerably reduced 1f we were
to see significant and early measures to open up the
Japanese market. You are well aware of ocur concerns in this
regard on telecommunications, financial services and whisky,

asg wall as a number of other issoes.




I look forward to discussing these issues further with

you when we meet in Venice next month.

-
QJM chue.

-.’r__._,_._--""_'_-.

His Excellency Mr. Yasuhiro Nakasone
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Charles Powell Esg
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P Chare

Thank you for your letter of Eﬂﬁ.l, enclosing a copy of one
which the Prime Ministaer had retelived from Mr Nakasone.

You asked whether a reply is appropriate, It would be courteous to
acknowledge the information which Mr Nakasone has provided about
Japan's proposed “comprehensive economic measuras®. Moreover in
the light of recent comments in the House about Mr Nakasone's
failure to reply promptly to the Prime Minister's letter on Cable &
Wirmless, it would be inadvisable to leave this letter unanswered.

We are already familiar with the substance of the enclosare to
Mr Nakasone's letter and a summary of it was included in the
briefing which we provided for the Prime Minister's meeting with
Mr Tamura last week.

The key elements of the proposal, which represents a further
commitment to implementing the Maeskawa reforms, are the large scale
supplementary budget of around 535 billicon to stimulate domestic
demand: the increase in overseas aid and recycling of developing
countries' debt; and the creation of a special fund of around

51 billion for Government procuramant from ovarsaas sources,

DWACEK




The Prims Minister can give the proposals a cautious welcome, with
the proviso that we resarve our judgement until we sees them in
operation. The letter also gives an opportunity to mention that
further market opening is important, in addition to the longer term
structural reforms. The attached draft therefors refers in passing
to Cabla & Wiraless, financial services and whisky.

I am copying this, like yours, to Alex Allan (HM Treasury), Tony
Galsworthy (FCO) and Trevor Woolley (Cabinet Office).

PAUL STEEPLES
Private Secretary

DW4CEER




DREAFT REPLY FOR THE PRIME MINRISTER TO SERD TO:

His Excellancy Mr Yasuhiro Nakasone

Prime Minister of Japan

Thank you for your recent letter, which I/received on
30 April, abount the meaasures which Japap’p:ﬂpuﬁea to take to
ease the currant international trade problems.

"
'

As I was able to tel]l Mr Tamura wheg I saw him last week, I
verymorh welcoma the LDP proposalg for emergency sConomic
measures and the further commitmepit to implementation of the
Maskawa proposals for structural/ reforms, I believe that
such long term reform 1s the rgal solution to the currant
trade imbalances., 1 therefore| look forward to early
implementation of these proposhls by the Japanese Government,
30 that we can begin to see repgults, in terms of increased

imports, as soon as possible.

I know that you are personally|committed to increased
internationalisation of the Japanese economy and to removing
the sources of trade friction %ith your trading partners and

I have been fulluwiﬂg reports of your wvisit to the US with
interast. My Sovesrmoat share concern at the prospaect
of growing protectionism both j U5 and elsewhere, But I

believe that such pressures co considerably reduced if
we ware to see significant and measures to open up the
Japanese market. You are well jaware of our concerns in this
regard on telecommunications, ﬁinancial sarvicas and whisky,

as walleta number of other issuks.

I look forward to discussing these issues further with you

whan wa meet in Veniee next month.

Carey
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May 9, 1887

Her Ewxcellency

P-'I'Tl,r'g'.'h ret Thatoher
Prime Winister

Bo. 10 Dowming Bireet
London SWi

fear Prime Minister:

I am wery glad ta have had the opportunity to talk with Your
Excellency during my recent visit to your country. Thank you for
affording me the time, which I am sure was aspecial ly hard to spare with
Parliament in sesaicn.

It was most significant that we could confirm in our discuseion the
importance of maintaining and strengihening free trade amid the rising
tide of globel protecticonism. Your Excellency will rpecall that I
explalned in concrete terms Japan's efforts to correct its external
imbalances and to form more harmonious econcmic relations with other
mations. I intend to contlnue thease efforte in the Firm belief that
"actions speak louder than words.®

After I returned to Japan, 1 spoke with Prime Minizster Nakasone
apout my talks with Your Excellency, including Your Excellency's
concerns on individual issues, and strongly recommended implementing the
camprehensive economlc messures. Drawing vpon what I learned from my
recent wisit, I intend o redouble my efforts fto build closer relations
with the United Eingdom.

With my best regards,

Respectfully yours,

W b U

Hajime Tamura
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10 DOWNING STREET
LONDON SWIA 2AA

8 May 1987

From the Private Secretary

VYo Founl

JAPAN

The Prime Minister has seen your letter to me of 7 May
about the latest position on Kansai Airport and Cable and
Wirelesa. B5She finds your reports reassuring, but would be
glad to continue to be kept in touch on both projects.

I am copying this letter to Lyn Parker {Foreign and
Commonwealth Office), Alex Allan {(HM Treasury) and to Trevor
Woolley (Cabinet Offical.

David Norgrove

Paul Btesples, Esg.,
Department of Trade and Industry.

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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JAPAN

Thank you for your letter of 28 ﬂpril about recent reports bearing
on our trade relations with Japan.

KANSAI AIRPORT

We have no evidence at present that the UsS _and J Japan are making

bilateral agreements which will ﬂlaaﬂvantage British companies
interested in winning contracts with the Kansai International
Airport Company (KIAC). So far US pressure on the Japanase has
caentred largely on construction work to be undertaken in Phases I
and II of the project, which hold little interest for British
companies. We are keeping a close watch on KIAC activities to
ensure that there is no impediment to British companies seaking
contracts under Phase III, which holds the best opportunities for
us .

The KIAC announced soma weeks ago that it had awarded a small
(¥Y30m) consultancy contract to the US consultant Bachtal for a
study of the best foreign airports. There are other foreign
sulccasses on the horizon. Press reports in early April also
indicated that EIAC had decided to appoint 5 or 6 airpeorts
agthorities in Europe and the U5 _as consultants to the project; the
Port of Wew York Authority and the Paris Airport AGEROrity were
mantionad as being among those selected. Although they have not
bezen informed officially, THE BrITlsh Airports Authority are
confident that they too will be appointed. BAA have built close

DW3CEH




links with KIAC. KIAC engineering teams have studied Heathrow and
Gatwick airports several times in the last few months and, during

his wisit to the UK in March, Dr Takeuchi, KIAC President, invitad
BAA to sand a team to Japan to study the plans for the new airport.

[t 13 difficult to know exactly what is meant by "more transparent
bidding procedurea", but we have no reason to beliesve that
disgcrimination in favour of the US is intended. During the
Takeuchi visit, British officials and representatives of British
companies pressed for the use of performance, rather than design,
specifications for equipment suppliers and for a tendering peried
sufficient to enable foreign companies to offer a satisfactory
rasponse. Mr Nagata, Dr Takeuchi's assistant, confirmed that EKIAC
fully understood British concerns on those points., 1f KIAC are now
proposing to ilntroduce such proceduresa when they prepare
specificaktions and invite bids, the changes would be welcomed by
those British companies that have exXpressed an interest in the
project.

CABLE & WIRELESS

Mr Karasawa's statement on welcoming a proposal for a cable from
the merged consortium did relate to IDC's pacific cable, PPAC,
rathef” Than KD0's feasibility study for their TPC4 cabla as
reported in some papers. This is clear beacause of Mr Karasawa's
rafarence to the merged IDC-ITJ consortium, and ITJ's negatlve
reaction to the Earasawa statement. As the Prime Minister is
aware, ITJ, the all Japanese consortium, have no plans to construct
the cable. The press reports seem to have confdsed Che two issues
and the reports have not been repeated.

Following the inconclusive discussions between IDC and ITJ last
Friday, another meefing at a more junior level is expacted. But no
Final deci=zion has been taken to break off the talks and a separate
IDC application, which would proposa the construction of PPAC, is
nat imminent. HMG intervention with the MPT at this stage is
unlikely, therefore, to be productive, We shall, however, need to
monitor as closely ag we can the progress of KDD's feasibility
study, since this may clearly have an effect on the IDC proposals.

I am copying this letter to Lyn Parker (Foreign and Commonwaalth
Office), Alex Allan (HM Treasury) and to Trevor Woolley (Cabinet
DEfieal,

Jous

O

PAUL STEEPLES
DW3ICBH Private Secretary
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CONFERENCE OF HIGH-LEVEL EXPERTS ON EDUCATION, EKYOTO,
JANUARY 1987

G May 1987

Dr Noel Thompson, the Under-Secretary who attended this con-
ference, has reported on it as follows:i-

"This was a set piece DECD conference, impressively well organised
at short notice by the Japanese; with their traditional lawish
hospitality. It was opened by Prime Minister Nakasone and
attracted considerable media coverage inside Japan on that
account.

In terms of work done, it added little to existing knowledge

of educational problems, many of which are shared by most

of the OECD contributors, including Japan. But Japan has particular
educational problems of its own - notably, immense competitive
pressure on young pecople, especially for university entry,

which leads to high suicide rates; and a widespread private
coaching system which puts heavy financial burdens on poorer
parents. The Japanese Government was wery [rank about them

and Nakasone 18 determined to introduce fundamental reforms.

One cannot escape the conclusion that the conference was seen
and used by the Japanese Government as an instrument for giving
these policies additional domestic visibility, with the impli-
cation that they had successfully run the gamut of interpnational
gorutiny .

I suggest that a gracious acknowledgement from the Prime Minister
to Mr Nakasone is all that is needed in reply to his letter.
A draft is attached.

I am copying this to Lyn Parker at the Foreign and Commonwealth

Office.
Ockerf <

H L BMITH
Private Secretary

.




DRAFT REPLY FROM THE PRIME MINISTER TO MR NAEASONE

1 was very pleased to recelve your letter of 31 March about
the pqucation cun[eruuc% huldujn Evoto in Janphry. Reports

- e . o ; J
Wﬁ&ELPﬂ ITave recelved uh“h*=4* confirm vwo impressions ahout
its wvalue and sSuccess.

Lt
W, bj,ﬂ:e '-.Il:m__ErE in thl: rocess of troduging major reforms

s L
11 E"l..'L'IE.‘ﬁ.ElCII'.l_I.. I Bfimre i
Inal-i-].—r}?‘—:—ad T sponsive to Gl increasingly rapid pace
LT t";’c A u:"j:._i 5 : o : D 3
Of [COANge, 1n el our—eeuntriag : have much to gain from each
other's experience, as the ﬁfnt& conference & clearly demon-

/
Strated. I am most gl'atef}{ to you for making it possible.

G




;AHT ot B e ends:-

Jopanese Arcbasseder oo M 30417







