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Secretary Adams made a number of comments based on his
experience with Congress,; suggesting what he thought reactions
would be to various specific ideas. He told me privately
afterward that he thought the correct approach was to send
forward as sweeping a proposal as possible, no matter what
advice we got from Congress to the contrary. He argued that
the more proposals we made, the better our bargaining position
would be in a conference committee. He pointed out that
Congress might more easily be able to disregard the special
pleadings of lobbyists if they were virtually all in opposition,
instead of there being only a few who had to be accommodated.

I explained our schedule and expect that the Cabinet will
begin to comment on details as quickly as possible.

il

W. Michael Blumenthal
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MEMORANDUM
NATIONAL SECURITY COUNCIL
CONFIDENTIAL
GDS August 9, 1977
MEMORANDUM FOR: RICK HUT CHESON
FROM: CHRISTINE DODSON{Y)
SUBJECT: US Trade Deficit

The NSC staff concurs in the transmittal to the President of the
Fizenstat-Ginsburg memo on the US trade deficit. But, we have
reservations about several of the recommendations set forth in the
concluding section.

The memo correctly notes that energy imports are the primary cause
for our large and growing trade deficit. A strong energy conservation
program is essential to restore equilibrium in the US trade account.
There are no effective, acceptable short-term remedies available.

Nonetheless, we must be careful in our public statements not to portray
the trade deficit as a critical problem. This would only encourage those
in the US who advocate import restrictions. Instead, we should indicate
clearly that the Administration is monitoring the deficit closely, that a
certain amount of deficit now is '"healthy'', and that we are confident
that current policies will lead to its gradual reduction.

Regarding the specific policy proposals set forth in pages 5 and 6 of the
memo:

-- We agree with the recommendations made by Treasury and
Commerce (points a-h),

-~ We support low-key diplomatic "reminders' to those middle-
income LDCs listed in paragraph 3(a) on page 5 about the need to move
progressively into full observance of international trading rules, as
their development warrants. However, we must move cautiously in
this area. Overt pressure by the US would damage our relations with
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those countries and undermine our credibility in the North-South
dialogue. Brazil and Mexico, for example, have adopted painful
domestic stabilization programs which have adversely affected the
demand for US exports. The Mexican case, in fact, cannot be dis-
associated from our concern about "undocumented aliens''. Economic
stability in the developing world is in our long-run interest even though
the short-term impact on US sales may be negative. Furthermore, in
the case of Korea and Taiwan, we have sought to limit imports of
"sensitive'' goods (shoes, mushrooms, etc.). Asking them at this time
to liberalize their import regimes as well might be more than the
relationships can bear.

-- However, we also recommend against high-level policy state-
ments as suggested in paragraph 3(c) which would, in effect, single out
Germany and Japan for failing to do their share in assisting adjustment
to the international consequences of the OPEC surplus. We have dis-
cussed this issue in depth at the London Summit, in other multilateral
forums, and bilaterally. The Germans and Japanese have committed
themselves publicly to meeting their growth targets, even though pros-
pects at the moment are not good -- at least in the case of Germany.
We should not press this issue further at this time -- and certainly not
publicly, as we have learned through our problems with Schmidt (in
particular) this year. Even if carefully phrased, a Presidential state-
ment about the need for equitable sharing of the oil deficit would be
likely to provoke an adverse reaction in Germany and possibly in Japan,
and make it more difficult for those governments to adopt economic
policies which will facilitate international adjustment. Schmidt would
again wonder about the constancy of US policy. Furthermore, the timing
of the IMF meeting is identical with the President's UN speech. He
would then be put in the position of making two speeches that would not
be complementary with one another. ———
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