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SUBJECT: OKINAWA REVERSION - GRI DEBT

On February 3, 1971 representatives of the U. S. Embassy

and of the Japanese Forelgn Office, Ministry of Finance,
and Bureau for Okinawa Northern Territories Bureau met in
session for a continuation of. discussions relating to

the GRI budget situation. During the session, the Japanese
side raised the question of the’ GRI debt: and made the
following points T

l. GRI presently is heavily indebted to the Trust Fund
Bureau Fund.

2. GRI recently has borrowad $2 million from the Bank of
Okinawa.

3. G0J concerned that GRI indebtedness may increase prior
to reversion.

4, The USG is responsible for such indebtedness because
a) declining U.S. aid program, b). diminution of potential
GRI tax revenue because of special. tax regimes! for non-
Ryukyuans and the POL monopoly, and c) retention by USG
of ultimate responsibility for GRI budget ;

5. GOJ position is that ‘the USG should either liquidate
the GRI debt before reversion, assume liability for the
obligations upon reversion, or compensate the GOJ in the
amount of the indebtedness. . R }

To the GoJ proposal summarized above, the USG made the
following response (summarized) ; ,

I. Definition of "Debt": Most of the indebtedness referred
to by the GOJ in fact is composed of merely: intragovern-

mental transfers of ‘revenue from one fund ‘to another. Such

transfers are commonl racticed by .other governments,
including the USG andngJ ' Only two million dollars of the
"debt" mentioned by the: .GOJ. exists in the form of indebted-
ness incurred external to. the GRI, and that particular
borrowing is for a:. short term (ending substantially in
advance; of reversion) ‘and is fully secured by a GRI cash
account that is deposited in the bank extending the loan.

CONFIDENTIAL

CONFIDENTIAL 2.

Accordingly, the GRI has taken no action which necessarily
will result in an indebtedness at the. time of reversion.

II. There being at present no long-term GRI indebtedness
(except aid arrangements to which the GOJ is a full party),
the USG considers that the USG and GOJ have no. existing
issue requiring resolution. Nevertheless in the interests
of a complete discussion and: because. ‘the 'USG. does not dis-
count entirely the possibility of a future GRI indebtedness,
the USG presents the considerations below. : £

(a) GRI indebtedness, if any, at reversion will have come
about for purposes of creating or enlarging assets on
Okinawa. Such assets include tangible property and
additions to the wealth of the residents’of Okinawa. Both
types of assets will inure to Japan upon reversion.

(b) GRI indebtedness, if any, at reversion will not have
been produced as a result of withdrawal of assets from
Okinawa by the USG. It is neither the policy nor the
practice of the USG to diminish the material value of
Okinawa before reversion.

(c) GRI assets have been expanded materially by USG
financial assistance and stewardship during US administra—
tion of Okinawa. : :

(d) GRI 1ndebtedness, if any, at reversion will be far
outweighedi by the amount of GRI assets: (distinect from USG
assets), now estimated at 150 million dollars.

(e) Several centuries of virtually unbroken precedent in
instances of State succession provide strong evidence of
the reasonableness of the USG proposition that a successor
of State succeeds to the debts ‘as well as. the ‘assets of the
ceded territory. The: Usa would be hard—pressed to Jjustify
a departure from the customary and logical handling of local
debts in the case of Okinawa.w

(f) Indebtedness is the normal condition of local govern-
ments in: both the US and Japan. Virtually all states and
municipalities in the US have bonded indebtedness, and the
GOJ 'itself has institutionalized prefectural debt by pur-
chases of prefectural debt paper by the central government.
Especially since Okinawa was: .one of the poorest prefectures
before the War, it would be surprising were 1t to be returned
to Japanese administration with vastly greater wealth and no
local indebtedness at all-

CONFIDENTIAL



CONFIDENTIAL 3.

(g) As indicated in the GOJ presentation, a substantial
proportion of any GRI indebtedness at reversion will have
been created by loans extended to the GRI by the GOJ itself
as part of annual AID program. Clearly, it would be an
unusual argument by the GOJ- that the USG must liquidate or
assume responsibility for debts reflecting the introduction
of Japanese assets; which will be returnedité-Japan. auto-
matically upon reversion. Since locally eated indebtedness
of the 'GRI is different in no essential way from the
example above of indebtedness to the GOJ, the" UsG could
never explain satisfactorily howve could consider such a
proposal B :

IIT Conclusion - As a result of the considerations
sketched briefly above, the USG considers that: Okinawa
reversion entails the assumption of, administration by the
GOJ ofithe total wealth structure of Okinawa and its local
governments, not merely of the assets portion of .the wealth
structure., ~The question of whether and. how the GOJ may
wish to- recapitalize or administer ‘the public wealth of
Okinawa after reversion seems clearly" to be a .question to
be resolved between the GOJ and the residents of Okinawa.

CONFIDENT1,y,
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s DEPARTMENT OF THE ARMY' Lo . o Lo . ", P g a0
: UNHED STATES(HVH.ADMH%STRRHON OF THE RYUKYU ISLANDS .o . R ST e e
: : “OFFICE OF ;THE CIVIL. ADMINISTRATOR : : - Co

HCRI~CM o e , 30 December 1970
Mr. Chobyo Yara ‘-l , . ,} B

V

! 30 December 1970
o R We again urge that when financial problems arise within your Covernment
: . : ‘ A they be brought to the attention of the Civil Administrator and his
) = staff, so that a course. of action in the best interest of the:people of ’
/. g . Okinava may be j01nt1y determined. Ve feel kecnlj the importance, as .
' o N ) -.reversion grows closer, ofAmainLaininﬂ the atmosphere of ‘mutual trust
v s[and bei een'our

Mr. Chobyo Yara . .
) Chief Executive -~ ’ o Y -
{.  Government ofithe Ryukyu Islands . : T L & ,
i, Waha, kaﬂaw : g . L L

thion which has‘prcvailed between oursel

‘ Sinéérgly,

EDVARD E. BENNETT
COL, CE

Dear Mr. Yarag
Acting Civil Administrator

On a number of occasions, most recently by letter dated 19 May 1970
from Civil Administrator Fearey, we have cxpxessed to you oux concern
over the budgetaly pxacticoo employed by the GRI bCOinnan in PY 1969.

Ve recontly 1earncd that your Government, w*Lhout prior consultation
or coordination with the USCAR, staff, borrowed $2 million from the Bank
of Okinawa on’ 10 Adgust 1970. Uhile authorized by GRI FY 71 budget
leginlation (cnactcd without correction ‘of the defic1encies listed in )
{ our 19 May 1970. letLer), this action “indic that the course of = . !
‘ flnanclal Lesponsibllity which you’ 'ld Civil: Administrator Carpenter
on 10 May 1969 that iyou. would make ry effort to' pursua in FY 1971
y been mplemented. ? : S :

oy

I In hl’ 1etter of 19 hay 1°7O Civil Adrlnletrato; Fearey set forth our
i objectlons to the 1arbe scale borrowing contemplated by your Administra-
tion. Your borrowing from commercial sources is of partlcular concexrn.

Virst, it is an indicatﬁon th@t the Trust Fund Bureau Tund! has becn i K o
e\haustcd. Second, you' lave for &ae 1ltsL time gone outslde the Lesources : i
of the GRI. Third, . this loan :cprescntu 50, percent of Lhe capitnl and
surpluu of the Banb‘o; Okinawa and. places a major porLion of 'its loan”

. portfollo dn one ‘loan, rourth, this loan, whxch exceeds 15° percent of

t the Bank of Okinawa's cupatal and: su*plu“, runs ¢ounter :to the ‘intent of
Lhe GRI‘Bankinp Act of 19)4 CAcL w03), whlch ia almed at improvznbrthe :
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CONFIDENTIAL

ffSUBJEoT: OKINAWA REVERSTON ~ GRI DEBT

S0 0n February 3, 1971 representatives of the U. S. Embassy
3:{and ‘of the ‘Japanese Foreign Office, Ministry. of Finance,-
‘ﬁand Bureau for Okinawa Northern Territories Bureau met in’
- session for a continuation of discussions relating to '”('
< the GRI budget ‘'situation. During the session, ‘the Japanes
. side raised the question of the GRI debt and made the
'Viifohlowing points. T ! : ky

1.. GRI. presently is heavily indebted to the Trust Fund ’
:g'Bureau Fund. .

2. GRI recently has borrowed $2 million from the Bank ofiy

: -gi.ﬂ the USG presents the considerations belOw.

73 E,“ .Okinawa. Such assets include tangible ‘property and
S additions to the wealth of the residents of Okinawa.- - Bo

n‘Okinawa.

'3, GOJ concerned that GRI indebtedness may increase prior
to reversion.

b, The UsG is responsible for such indebtedness because
. .a) declining U.S. ald program, b) diminution of potential
“"GRI tax revenue Dbecause of special tax regimes for non~":
{u,Ryukyuans and ‘the 'POL monopoly, and e) retention by USG
",of ultimate responsibility for GRI budget .

5. GOJ position is that the usa should either liquidate
- the GRI debt before reversion, assume liability for the-
. obligations upon: reversion, or compensate the GOJ in the
:.,amount of the indebtedness. ‘ Por =

. To the GOJ proposal summarized above, the USG made the
following response (summarized)
I. Definition of "Debt": Most of the indebtedness referred
... to by the GOJ in fact is composed of merely intragovern-
© mental transfers of revenue from one fund to another. Suc
E transfers ‘are commonly practiced by other governments,
.including the "USG and GOJ. Only two million dollars of the.
. "debt" mentioned by the GOJ exists in the form of indebte
o ness'incurred external ‘to the: GRI, and that particular -
'agoorrowing is" for a short term (ending substantially in
: advance:.of reversion) and is fully secured:- by a GRI cash ‘.
W account that is deposited in the bank extending the loan., o

CONFIDENTIAL

CONFIDENTIAL‘

, 3-:'Accordingly, the GRI has taken no action which necessarily
"”,,_will result in an indebtedness at the time of reversion.

II. There being at present no: long-term GRI indebtedne53~
. (except aid arrangements to which the GOJ is a full party)
" the USG considersithat the USG and. GOJ have no existing
L issue requiring ‘resolution. Nevertheless in the

“of ‘a‘complete discussion and because the USG doe’
count entirely ‘the- possibility of a future GRI in

‘(a) GRI indebtedness, if any, at reversion will have come
about for purposes of creating or enlarging ‘assets on o

Jtypes of assets will ‘Anure to Japan upon reversion.:

(b) GRI indebtedness, ir any, at reversion will not have
been produced as a result of: withdrawal ofzssets from: °
Okinawa by the USG. It 1s neither the policy nor,the
practice of the. USG to diminish the materiallv

‘ Okinawa before reversion.,, o I

(c) GRI assets have been expanded materially by USG .
financial ‘assistance and stewardship during US administra-
tion of Okinawa.i” 5 e :

(d) GRT indebtedness, if any, at reversion will be far
outweighed: by the amount of GRI assets: (distinct: from USG
assets), now. estimated at 150 million dollars.rgi' L

A(e) Several centuries of virtually unbroken precedent in
instances of State succession provide‘strong evidence ‘of

a departure from‘the customary andilogical handling ‘of
debts in the case of Okinawa.ka ‘ e R

'1ocal indebtedness at all.- :
| CONFIDENTIAL i
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(g) As indicated in the GOJ presentation, a substantial
proportion of any GRI indebtedness at reversion will have

been created by loans extended to the GRI by the GOJ itself |

as part of annual AID program. Clearly, it would be an -

i:unusual argument by the GOJ ‘that the USG must liquidate or

. Okinawa after reversion seems clearly to be a question to
be resolved between the G Jyand the residents

assume responsibility for’ debts reflecting the introduction '

of Japanese assets, which. will be returned to:Japan auto--

matically upon reversion. Since locally created ‘indebtedness j
of .the GRI is different in no essential way from the'[ﬂ;:w‘/A.-“

example above of ‘indebtedness to the GOJ, “the USG could .
never. explain satisfactorily how“e could consider such a
proposal o

III Conclusion ~ As a result of the consideratiOns
sketched briefly above, the USG considers ‘that Okinawa
reversion entails the assumption of administration by the
GOJ .of the total wealth structure of Okinawa and its local
governments, not merely of ‘the assets portion .of the wealth

"structure. The question ‘of whether and how the GOJ may

wish to recapitalize or administer the public’ wealth of.

f,Okinawa.‘

,i" \ )
A

CONFIDgNpray,

DRAFT’

B

June:8,>197l(1"
TALKING PAPER

‘The USC requests confirmation that the debts, if '

- any, of the Government of the Ryukyu Islands will

not be considered by the Government of Japan to

' be debts of the United States Government but w111~j' .
be continued as debts of the Okinawa Prefeoture .

Government or of the Government.of Japan.
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CONFIDENTIAL

SUBJECT: OKINAWA REVERSION - GRI DEBT

On- February 3, 1971 representatives of the U.S. Embassy

and of the Japanese Forelpgn Office, Ministry of Finance, -

and Bureau for Okinawa Northern Territories Bureaw met in

session for a continuation of discussions relating to

" the GPI budget situation.f During “the session, the Japaneue
slde raised the question of the GRI debt and made tne

Lollowinp points ‘ d . B i

1. GRI presentlv 1s heavily indebted to the Trust Fund
Bureau Fund :

2. GRI recently has borrowed $2 million from the Bank of
Okinawa.‘

3. GOJ concerned that GRI indebtedness may. increase prior
to reversion.

4, .The USG is responsible for such indebtedness because
a) declining U.S. aid program, b) diminution of potential
GRI tax revenue because of special tax regimes for non-
Ryukyuans and the POL monopoly, and ¢) retention by USG
of ultimate responsibility for GRI budget.e

5. GOJ. position is that the USG should either llOUldatL
the GRI debt before rever sion, assume liability for: the:
obliﬁations upon reversion, or compensate the GOJ in the

amount of . the lndebuedness.

To the GOJ proposal sumnarized above, the USC made the
followinp rcsponse (summarized)

I. Definition of "cht": Most of the indebtedness rePerred
to by the GOJ in fact is composed of merely intragovern-
mental transfers of revenue from one fund to another.  Such’
transfiers are commonly practicod by other governments,
1ncluding the USG and GOJ. Only two million dollars of the

"debt" mentioned by £he GOJ exists in the form of’ 1ndeboed~’.

ness incurred oxbernal ‘to’ the GRI, ‘and that particular
bo;rowing is for a shoru term (ending subs tantially in
advance of reversion) ‘and i>ifu11y secured by'a GRI. cash
account Lhat 1s depositcd in th 'bank exbending uhe loan,
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Accordingly;,the GRI has taken no aotion which necessarlly
wiil result in an indebtednessLat the time of reversidn.

IrT. There oeing at pre>ent no long—term GRI indebtedacss
(excopt alid arrangements. to which the GOJ is a full part y),
the USG. considers that the USG. and’ GOJ have no exiutinﬁ
ioSUL rcquiriny resolution. - Nevertheless ir thc interestc,
ofa complete discu sion and becauee the USG docs not: dis—'
nti"elj ‘the ‘ossibility of. a

the USG presents the:con51de ations

(a) GRI indebtedness, if any, at reversion will have come;-
Lout: for purposes of creating or enlarging assets on :
Okinawa. Such assets. include tangible prooertj and :
additions to the wealth of the residents “of: Okinawa. Both
types of asset will 1nure to Japan upon reversion. L

(b) GKI indebtedness, 11 any, at reversion will not have
been produced .as a result of withdrawal of sssets from ™
Okinawa by the USG. It 1s neither the polley. nor the .
bracnice of the: USG to diminish the material value of
Okinawa bcfore reversion. : 4

(c) GRI assets have been expanded materially by USG.
financial assistance and stewardship during Us administra—
tion of Okinawa._ ;

(d) GRY |nﬂebtedne)u, if any, at reversion will be far.
outwelghed bv the amount of GRI assets (distinct from UsaG
asSets), now - eutimated at 150 million dollars.

(e). Several centuries of virtually unbroken precedent in
ins tances of State succession provide strong evidence of,

the easonab]eno of the USG : pronosition that a succes 307
ofy Suate ucceeds to the debts as well as the assets ‘of the
ceded territo"y The USG would be hard-pressed. to justify
a: doparTuLe from the cu;tomary and logical handling of local
dCObS in che case of Okinawa.r :

(f) Indebfeaness iu the normal condition of local govern-
ments in both the US and Japan. Virtually all states and

‘municipalities in the US have bonded indebtedness,'and the - rf

GOJ- 1Lsclf has institutionalized prefectural debt vy pur—’

eha es of prefecturql dcbt paper by ‘the central govcrnnent.

Fspeciallv since Okinawa was one of. the poorest preIectures

fbefore the War, it would be surprising were -1t to be. reuurned
to: Japanese administration with vastly greater wealth and no~

1oca1 lndebtedness at all

COKFIDENTIAL
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"struchure. The. question of whether and how the GOJ may
~wish to recapitallze or: administer tne publio wealth of

CONFIDENTIAL o ‘ 3.

(g) As indicated 1n the GOJ presentation, a substantial

f proportion of any GRI Lndebuedne s at reversion will have
- been created by’ loans extended to the GRI by the GOJ. itself
Las. part of anngal AID program. '

Clearly,itt hould be an

of. dapanese assets;'which will be- returned to- Jap n e ,
matically upon roveroion.x Since 1ocally cpeauedjindebtedness

kIII Conclusion - As a result of the considerdtlons

'-sketchgd oriefly above, the USG conslders that Okinawa
reversion entails the as)umption of adm*nistration by the .
GOJ of the total wealth structure of Okinawa’ and its local
povernments, not merely: of the assets portion of the wealtn

Okinawa after reverslon seems clea“ly to be a ques ion to ’

nbg‘re olved oetween the GOJ and the residents of Okinawa.A

CONFIDENp AL
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“ineluding the USG and GOJ.
i"dcbt" mentioned by the GOJ exists;in the! form of indeotedjws

CONFIDENTIAL

SUBJECT: OKINAWA REVERSION =- GRI DEBT

On February 3, 1971 representatives of the U.S. Embassy

and of the Japanese Foreign Office, Ministry of Finance,

and’ Bureau for Okinawa Northern Territories Bureau met. in
session for a continuatlon of discussions relating to , ,
£hé GRI budget situation. ‘During the session, "the Japanese.
side raised the: question of the GRI debt and made the ‘
following uoints. S s

l.. GRI presently is heavily indebted to the Trust Fund
Bureau Funo. o :

2. GRI recently has borrowed $2 million from the Bank of
O&inawa.

3. GOJ concerned that GRI indebtedness may increase prior
to reversion. -

4. The USG is responsible for such indebtedness because
a) declining U.S. aid program, b) diminution of potential
GRI tax revenue because of special taxX regimes for non-
Ryu&yuans and the POL monopoly,' and ¢) retention by USG
of ultimate responsibility for GRI budpet. AH Rk S

5. GOJ position is that the USG should either liguidate
the GRI debt before reversion, assume liabllity for the

. obligations upon reversion, or compensate the GOJ in the

amount of the indebtedness.

To the COJ prooosal summarized above, the USG made the
lollowing response (summarized)

I. Dofinition of. "Dobt" Most of the indebtedness referred
to by the GOJ-in fact is composed of merely intragovern- .
mental transfers of: revenue from one fund to another. Suchi
transfers. are commonly practiced by ‘other governments, ‘
Only two million dolla“s of thet

ness: incurred oxtornal to the .GRI, and that par rticular
oorrouing is for a:short term. (ending subotantially in

advance of reversion) and is fully secured by 2 GRI cash
account that is deposited in the bank extending the loan.

CONFIDENTIAL

CONFIDENTIAL 2.

Accordingly, the GRI has taken no .action which necessarily,f:"“~"

will result in an indebtedness at the time of reversion.

II. There being at present no long-term GRI indebtedness

(except aid arrangements to which the GOJ is a full oarty),.;;ﬁ-fz“;

the USG considers that the USG and:GOJ have no existing
issue recuirin? resolution. ‘Never theless in the’ interests
ofi’a complete discussion and because the USG:does ‘not dis~-
count ontirely the possibility of, a’ future GRI indebtedness,
the USG pre ents the considerations below.

() CRI iﬁdebtedneSS{ if any, at reversion will have come T

about for purposes of creating or’ enlarging assets on S
Okinawa.: Such ‘assets include tangible property and T

additions to the wealth of the residents of Okinawa. Both;'_:.;

types of assets will inure to Japan upon reversion.

(b) GRI indobtcdness, if any, at reversion will not have‘ ‘
been produced as a result of withdrawal of assets from
Okinawa by the USG. It 1s neither the policy nor the
prsctico,of the USG to diminish the material value of g
Okinawa beiore reversion. R v

(c) GRI assets have been expandod materially by USG
financial assistance and stewardship during US administra-;
tion of Okinawa.'~~' : o ;

(a) CRI »ndebtedness, if any, at reversion will be far
outwelghed by the amount of GRI assets (distinct from USG
assets), now esuinated at 150 million dollars.'

(e) Sevcral centuries of virtually unbroken precedent in
instances of State succession provide strong evidence of
the: reasonablcncss of .the USG proposition that a successor
of'State! succeeds to tne ‘debts as well as‘the ‘assets of the
ceded tcrritory. ! The USG would be hard-presseo to justify
a. doparture from the customary ‘and logical handling of 1ocal
dobts in che case of Oxinawa.;

(1) Indeb edness is the normal condition of local govern-
ments in both the US and Japan. Virtually all stabtes and

?municipalitics in the US ‘have bonded indebtednoss, and the

GOJ itself has instituuionalized prefectural debt by pur—~
chases of profeotural debt’ paper by the central government.

.'Esoocially since Okinawa was one of the poorest prefectures

bexoro the War, it would be surpris;ng viere it to:. be roturned‘
to Japanese administration with vastly greater wealth and no -

'1ocal indebtedness at all.

. CONFIDENTIAL Lo ,,' B




'structuru The qucotion of. wheuhc‘ ~and how. uhe GOJ may.
“wish to~ recapitalize or adniniste; the puolic wealth of.

CONFIDENTIAL s,

(8) As indicated in the GOJ presentation a substantial.
proportion of any GRI indebtedness at reversion will have . JELE .
been created by loans extended to the GRI by the GOJ itself S
as part of annual AID program. Clearly, it would be.an. S
unusual aﬂgumcnu by, tne :GOJ thau the USG must - liouioate or
assume responsibility for debts reflecting the introduction
or Japane Asseto; wnich will be returned to Japan aufo< - ;
matically uvon reversion. Since locally created indebte ness ..
of ‘the GRI is different in no essential way from the - L
examble above of indebtedness to the GOJ, the USG could S
never explain satisfactorily howve could consider such a
propooal. TN :

III Conclusion ~ As a result of %he conuideratiOns
skotched briefly above, the USG considers that  Okinawa g
reversion entails the assump tion of adminis»r tion by the - . = - . i
GOJ of the total wealth structure of Okinawva, and its local RV
governments, not morely of the assets portion of the wealtn. S

Okinuwa alter reversion scems clearly to be a question to -
be resolved between the GOJ and the residents of Oki‘ wa.
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