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3nd labor prodwtivity, Tis, as a long-term trend, should be taken into acoount ‘
ir enterpreneurisl decisions,

Eraard acknowledged that Japan's cxports to the viderdeveloped greas are
1~cirg stiff competifipmfrom countyries which have even lower wage and price levels,
cnd that in thiese greas the reverse statement abou the yen; nunely, that it is
vvervalued, could be made, He considered this a serious prolle. faciny the Jgpane
- 8¢ e20;n3y and one for which he had no ready answer, He warned specifically

~ais8t tie adoption of multiple exchanre rates as a solution,

ir.ard's comments stirred a (ood deal of discussion in the Japanese >ress
rev 1.3 from the otiticism that he had advised Japar to take a course of action
tiz T vsuld obviously be comtrary to its ecomorde interests to a limited approval
i tim idea that Japan should concentrate rore of its efforts on the raising of
saixr sroductivity even if thereby waces would ave to Le raised, The attack on
“Yhard's statements centered on three pointss (1) Japan's export prices for tex.
Liles a ¢ sundries may be low, but prices of machirery, chemicals ard other manue
fo.cthrod #50d8 are not competitive ir export markets, in faot are ofter hivher
thar German oxport urices, (2) E:pmdi.n the home market and raising wages is a
luxury whici exchange-poor and export-dependent Japan camot afford, .s;e‘rhe
criticisn of the alleged propensity of Japanese businessmen "to run for fovermsnt
nrotection every *ime the economy gets into trouble" (a statement i:e made on a
various occasions) was considered as ill befitting a German mimster who must be ;
Saailiar with German cartel practioces and the govermment. subsidies extended to
Jerman expurtars,

The iwsad of the Foreign Office's Bureau of Economic Affairs, Nobuhiku USBIBA,

explained to the Embassy that Erhard was not fully and fuirly quoted in the press,

parily becausc of misunderstsndingsarising out of *he interpretation cf his German,
E:'..ard was expounding maneral and theoretical consideration, Ushiba believed, but
did not nean to recomend defirite policy steps, such as a jeneral waje increase
or a chanpe in the exchange rate, Ushiba is, of course, an old German hand and 20
doubt scught to put a good faoe ou Rrhard's remarks, He is also a very able offioer,
Liowever, and the Tbassy esxnsiders that his ayposition of Erhard's press confer-
mwhnuinou.u-ﬁhm:mmm"mtmmtmmt ;

given them, LT Uy — | em i

The Socialists quoted Erliard in the Diet in support of a stionger minimm
wage lew than ihe Government proposed bill, The tusinsss community falt that
Erhard had given the kind of advioe to Japan that other countries have given
Gernany in recent months, and that theelgritislh eorments he nade about Jspansse
economic matters could easily be directed against German low wares, an undervalued
mark, and the highly carteliged German business structure,

By far the most reasomalle explamation carm from the German Ebassy in Tokyo
in a later conversstion with Embassy officers, An official irn charpge of economic
and commercxial matters caid that Erhard had given iiis lecture to the Japanese be
cause German industry representatives had told him before iils depsrture from
Oermary tiat Jepan's export orices in Western Burope were intolerahly low, that the
‘Lc:id.pﬂce systen vas imeffective, and that Gernman domestie producers would bo :

[ “orvicaL ust owy | :
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!:uimsd 0y Japanese competition if the restrictions on imports of Japanese goods

I"and tariffs vere lowered, Similarly, German businessmen stressed to Erhard that
Japanese competition in Asian mariets was a serious nenace to Cerman exports, ’
Tnis complaint, the German official explainsd, must be understood in the light of
very heavy pressure from GATT on Germary to lower its import restrictions and ite
“oriffs forttwith, Thus, aocording to the German Fabassy's explanetions, Frhard
ez telliny the Japansse why it would be diffioult for Gemmany to make comses-
siore in the forthooming trade talks vith Jepan, In fact, Cermany had stalled
wr: roopening of trade talks with Japan delidberately since the expiration of the
L. 0 agreement in March 1957 and had only very reluctantly agreed to begin them
i: late Noverber,

during his visit to Japan, Erhard also talked with Forelgn Mimister FUJIYAMA,
e dimster of International Trade and Industry, Tatsunosuke the
Cirector of the Economic Planning Agenay, Twkreo MIKI, and lgyato IKEDA, Mirdister
of State withoug portfolio, Erhard asked Mujiyase why Japan contimes to bar
€oreign {nvestnent in Japan and argued strongly ageimet Jepan's restrictive atti.
tudey and its unfounded fears of losing control over the domsstio ecomony if
foreign capital is adnitted, PErhard also told the Jepansse Govermment leaders
that the United States and Jepan must take the lead in promoting economic develop-
mant and the standard of living in South and Southesst Asia, Zrhard stressed

his belief that private imitiative must take the lead in this respect, He
characterized the largaly govermeent sponsored prograns (of the United States)

for econoiic devalopment as too smbitious, inefficient, and not suffidently
directed tovard the mmall farmers and artisans most in need of help, He also
stated that Germany was ready to cooperate in Asian economic development, al though
in talks with the Japanese he evidently put stress on private rethen than inter.
covermental action,

In conversation vith T he was asked whether Germarny would consider
participation in finsncing the construstion of the Aswan Dem jointly with Japan,
He reportedly answered that such an enterprise would exceed the ecomomic strength
of Germany and Jspan together and would in fact be infeasible wd thout the
asgistancs of the United States, This ocommemnt is in line with others he made
when questioned on the feasidility of a joint Cerman-Jspmuse economic approach
to development in underdeveloped areas, He invariably stressed that Germany,
and in his opimion also Japan, could only supplement the ass. stance which would
have to come mainly from the United States,

Another problem raised in public and private discussions in Japan was the
impact of the Buropean Common Market on German-Japsnese trade, Erhard aide-
stapped the question publicly by his remark that Jepan's prioces were so low that
oven after the inorease of tar#ffs for the Commn Market on Jamary 1, 198,
Japansee exports would be competitive in Europe, Tukasaski reportedly asiked
Erhard wvhy Japan couldn't jointhe Common Market outright,

|
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hether it would be feasible for Japan to float a bond issoe in Germamy, as it |
pxopooutotb:lnmm States, The possitdlity of aJmnoubonH.mh
“ermany was reportedly discussed with Erhard,on other occasions as well, The
German Enbassy outrightly demied that such discussions had teken place, Minister
Takasski also issued a denial,

In the wake of Brhard's viait, an snrouncauent was nade by the Japamese Govern-
ment that trade talks would be held with Geman representatives in Noverber 1958 in
wrder %o revive the defunot trade agreoment, which expired in March 1957, The
Cerman Embassy told the Eabassy in this connsotion that there is much reluctance in
Goymany to make concessions to the Jspanese, The Cermans want to keep thelr import
restrictions and teriffs vis-a-vis Japan on the existing level and feel that o mew
wnosssions nsed to be made to stimulate trade with Jepan, vhich was high even
duting the period of no agreemsnt,

The Gemans will send a delegation of government officials, reinforoed Yy a
CATT ".gert" to Tokyo, It is expected that Jspan will ask the Cermars to abtdde
by the GATT recommendations that Geman import restristiors be lowered, The
Gosuans in turn will suggest that on "sensitiwe® items, principelly textiles, chine-
':1{ and toys, quantitstive restriotions should be imposed, They may sesk to put
ngs on Japanese exports of such items by direct industry.to-intustry megotia.
tions rather then by govermmental agreemsnt, however,

v For the Anbassadors

e gl Bt

Ben H, Thibodesx
Minister for Economioc Affairs
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