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SUBJECT: Growing Entanglement of US-Japan Trade and.Dg
Issues

While Japanese leaders eschew any direct link between .
trade and defense issues in their contacts with the Us, gr
GOJ frustration oyer the negative ﬂsAteaatian to,«‘ :
regar extengive trade liber b X £
the feormation of a consgensus in favor o
favorgble to the US. US~Japan trade :eiations a:e- agt
approaching a watershed with the impending announcéent %S
week of Japan's "action program" under the shadow of threa ehed
Congressional retaliation. At the same time, Japan'sg }
debated decision whether to do away with its one~percey w
GNP defense spending limit is coming to a critical 3un§§ure,
and Japan's consideration of SDI and military technology
exchange with the US is also under clese review,

R Capes Only:

EO Chatidna

IS]FPC/COR

-

SIFY M

* * *

04 peECLAS
{ ) DECLASGIFY

IN PART

There is growing alarm in Japan, reflected in the private
statements of officials and recent press reports, over the
increasing prospects of Congressional trade retaliation. Many
‘0of the reports express serious concern that the US will begin
soon to step up defense pressure in concert witn trade
demands. There have been increasingly broader hints from
pro-defense elements in Japan that the GOJ will soon replace
the one-percent limit with a new limit based on a defenssy
buildup plan, permitting much greater flexibility in the future
allocation of funds for national security. None of the
statements on the issue have been definitive, however, and
there is reportedly strong resistance to the proposal from
opposition parties and, more importantly, from within the LDP.
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A July 25 Tokyo Shimbun article, quoting a Japanese
g wvernment source, cited US administration pressure on Nakasone
to replace the one-percent ceiling to give the executive branch
a "weapon" to convince Congress and the American public of
Japanese good faith., The report, though inaccurate, is a good
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jetted out o hand angd- the:e continues to be
‘n nsus on the lssue., If, on the other hand,
' & onAprogram and other trade measures iz 1

: ght eiact to 90 ahead W th ‘

itg -on hig cut .nt gaau
cather any domestic political flak
¥y of gradual deﬁeﬂsaﬁbuildup‘-A not in - jeon;
3iéerat1an of other critical defense issues,
nology transfers, and procurement of specifii
"be influenced by events in the coming weeks.
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