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1. LAST EXCHANGE RE PRIVATE CLAIMS AND FROZEN ASSETS TOOK
PLACE MARCH 21 IN PARIS. IN THAT MEETING THE US PROPOSED
CERTAIN MINOR CHANGES OF WORDING IN THE CHINESE REDRAFT
OF THE DRAFT EXCHANGE OF LETTERS BETWEEN THE PRESIDENT
AND PREMIER CHOU SETTLING THE CLAIMS PROBLEM ON THE BASIS
OF A MUTUAL ASSIGNMENT OF CLAIMS. WE ALSO STATED " WE
TRUST THE PRC UNDERSTANDS THAT THE DRAFT EXCHANGE OF
LETTERS SETTLING US- PRC CLAIMS DOES NOT INCLUDE CLAIMS
AGAINST THE PRC BASED UPON DEFAULTED CHINESE GOVERNMENT
TREASURY NOTES, RAILWAY LOANS, PACIFIC DEVELOPMENT BONDS,
AND OTHER BONDED INDEBTEDNESS ISSUED BY PREDECESSOR
CHINESE GOVERNMENTS PRIOR TO OCTOBER 1, 1949... WHILE IT IS
WELL SETTLED UNDER INTERNATIONAL LAW THAT SUCCESSOR
GOVERNMENTS ARE HELD RESPONSIBLE FOR THE OBLIGATIONS
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CONTRACTED BY THEIR PREDECESSORS, WE DO NOT WISH AT
PRESENT TO ADDRESS THIS POINT. THE USG WILL FOLLOW ITS
TRADITIONAL POLICY AND PRACTICE AND NOT ESPOUSE CLAIMS
OF ITS NATIONALS AGAINST THE PRC FOR DEFAULTED BONDS AND
WILL CONSIDER THE MATTER ONE FOR DIRECT NEGOTIATION AND
SETTLEMENT BETWEEN THE AMERICAN BONDHOLDERS OR THEIR
REPRESENTATIVES AND THE FOREIGN GOVERNMENTS CONCERNED."

2. FYI DEPARTMENT NOW MAKING ARRANGEMENTS TO POUCH TO
USLO COPIES OF TELEGRAPHIC EXCHANGES THROUGH THE PARIS
CHANNEL, INCLUDING THE DRAFT SETTLEMENT OF PRIVATE
CLAIMS AND FROZEN ASSETS. END FYI.

3. IN INFORMAL CONVERSATION BETWEEN PRC MFA US AFFAIRS
FUNCTIONARY NI YAO- LI AND USLO ADVANCE OFFICER FREEMAN
IN TIENTSIN, MAY 4, QUESTION OF CLAIMS CAME UP. NI TOLD
FREEMAN THAT INASMUCH AS US SIDE HAD RAISED NEW SUBJECT
NOT COVERED IN EARLIER DISCUSSION OF CLAIMS, I. E., BOND-
HOLDERS CLAIMS, PRC NOW ENGAGED IN STUDY OF THIS MATTER.
FREEMAN EMPHASIZED OUR WILLINGNESS TO PROVIDE FURTHER
INFORMATION IF REQUESTED TO DO SO BY CHINESE AND STATED
OPINION THAT BONDHOLDERS ISSUE SHOULD NOT BE IMPEDIMENT
TO CLAIMS SETTLEMENT. NI AGREED THAT IT WAS IN INTEREST
OF BOTH SIDES TO RESOLVE THE CLAIMS PROBLEM QUICKLY

SO THAT WE MIGHT MOVE ON TO DISCUSSION OF REMOVING OTHER
IMPEDIMENTS TO BILATERAL TRADE AND SAID THAT HE EXPECTED
THE CHINESE WOULD BE BACK IN TOUCH WITH US ON CLAIMS
WITHIN " A MATTER OF WEEKS RATHER THAN MONTHS".

4. BALL IS NOW IN CHINESE COURT. RECOMMEND YOU NOT SEEK
SPECIAL MEETING TO DISCUSS CLAIMS ISSUE WITH THE CHINESE
BUT IF OPPORTUNITY PRESENTS ITSELF IN DISCUSSION OF OTHER
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MATTERS WITH HIGH- RANKING CHINESE OFFICIALS WOULD BE
APPROPRIATE TO INQUIRE IN LOW- KEY WHAT THE CURRENYT STATUS
OF CLAIMS ISSUE IS AND WHEN THE CHINESE ANTICIPATE
RESPONDING TO THE US PROPOSALS OF MARCH 21. RUSH
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BEGIN QUOTE:

1. ASMENTIONED SEPTEL, USLO SHOULD MAKE PRESENTATION TO
APPROPRIATE LEVEL OF MFA ALONG FOLLOWING LINESRE CLAIMS
SETTLEMENT.

A. SECRETARY WOULD BE PREPARED DURING VISIT TO

PEKING TO FORMALIZE PRIVATE CLAIMS/BLOCKED

ASSETS SETTLEMENT ON BASIS OF DRAFT PRESENTED TO PRC

THROUGH PARIS LAST MARCH 21 RPT 21. SETTLEMENT WOULD

REMOVE FUNDAMENTAL LEGAL OBSTACLE TO TRADE AND PAVE WAY

FOR FURTHER NORMALIZATION OF US-PRC TRADE RELATIONS IN WIDE

VARIETY OF AREAS, INCLUDING MANY WHICH WOULD HELP PRC

IMPROVE TRADE AND PAYMENTS BALANCEWITH U.S, E.G., TRADE
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EXHIBIT IN U.S,, SHIPPING, ETC.
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B. WHILE WE ARE NOT SUGGESTING OVERALL DISCUSSION

THIS SUBJECT BEFORE SECRETARY'SARRIVAL, ONE POINT MAY
WARRANT PRELIMINARY CLARIFICATION. INFORMAL DISCUSSION
ON NUMBER OF OCCASIONS WITH PRC

OFFICIALSHASLED USTO CONCLUSION THAT PRC MAY NOT BE
ENTIRELY CLEAR ABOUT U.S. POSITION ON BONDHOLDERS
CLAIMS.

C. WE RAISED BONDHOLDERS CLAIMSISSUE IN PARISONLY
TOMAKE IT CLEAR THAT WE CONSIDERED THISA MATTER NOT
RPT NOT DEALT WITH BY PRIVATE CLAIMS/BLOCKED ASSETS
AGREEMENT WHICH NEITHER SIDE HASTO ADDRESS AT THIS
TIME. BONDHOLDERS CLAIMS DATE FROM BEFORE 1949
WHEREAS CLAIMS BEING SETTLED ARE POST-1949. WE DID NOT
INTEND TO IMPLY THAT WE WERE URGING PRC TO TAKE ANY
PRESENT ACTION WITH REGARD TO BONDS OR THAT WE BELIEVED
THAT, ASA PRACTICAL MATTER, BONDHOLDERSIN U.S. WERE
LIKELY TO HINDER TRADE DEVELOPMENT BETWEEN PRC AND U.S.

3. WE DO NOT RPT NOT BELIEVE THAT BONDHOLDERS

CLAIMS ARE LIKELY TO PROVE A SIGNIFICANT OBSTACLETO

TRADE. SINCE DEFAULTING ON PAYMENT OF CHINESE GOV'T

BONDS (WHICH IT CONTINUES TO RECOGNIZE ASVALID LEGAL
OBLIGATION) TAIWAN HAS CONTINUED TO TRADE WITH U.S.

WITHOUT HARASSMENT FROM BONDHOLDERS. MOREOVER, DEFAULTED
OR REPUDIATED BONDS HAVE NOT NOTABLY HINDERED OUR
COMMERCIAL TRANSACTIONS WITH A NUMBER OF OTHER COUNTRIES,
SUCH AS THE USSR, POLAND, ROMANIA, CZECHOSLOVAKIA. ONE
REASON ATTACHMENT HASNOT BEEN A PRACTICAL DANGER HAS
BEEN CONSIDERABLE EXPENSE TO CLAIMANT COUPLED WITH LOW
LIKELIHOOD OF SUCCESS.

E. WE TRADITIONALLY LEAVE DEFAULTED BOND CLAIMSTO
BE NEGOTIATED BETWEEN GOVERNMENT CONCERNED AND FOREIGN
BONDHOLDERS PROTECTIVE COUNCIL (PRIVATE ORGANIZATION
REPRESENTING INTERESTS OF ALL U.S. BONDHOLDERS). WE
DO NOT RPT NOT ESPOUSE CLAIMS BASED ON DEFAULTED BONDS
AT INTERGOVERNMENTAL LEVEL. WE HAVE TAKEN NO POSITION
ON WHETHER OR NOT GOVERNMENT OF PRC ISLEGALLY
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OBLIGATED TO PAY THESE BONDS.
F. NOT ONLY WOULD WE NOT RPT NOT ENCOURAGE AN
EFFORT BY BONDHOLDERS TO ATTACH CHINESE PROPERTY, WE
WOULD SEEK ACTIVELY TO DISCOURAGE SUCH AN ATTEMPT. IN
ANY EVENT, WE HAVE NO INFORMATION TO SUGGEST BONDHOLDERS

THINKING ALONG LINES OF ATTACHMENT, AND, IN VIEW OF
CONSIDERATIONS DESCRIBED ABOVE, DOUBT THEY WOULD ATTEMPT
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IT.

G. WE HOPE THAT PRC UNDERSTANDS WE DO NOT RPT NOT

WISH TO INCLUDE BONDHOLDERS CLAIMS IN PRESENT CLAIMS
SETTLEMENT BECAUSE TO DO SO WOULD BE CONTRARY TO OUR
SETTLEMENT BECAUSE TO DO SO WOULD BE CONTRARY TO OUR
PRACTICE AND WOULD RAISE MANY UNNECESSARY PROBLEMS OF
LEGAL AND PRACTICAL NATURE.

H. (AT YOUR DISCRETION) IFBOND CLAIMSWERE

INCLUDED IN THE CLAIMS/ASSETS SETTLEMENT, IT WOULD

IMPLY THAT THE PRC ACCEPTSLIABILITY FOR EVEN LARGER
AMOUNT OF THESE BONDS HELD BY NON-AMERICANS, AND OTHER
BONDS.

I. IFPRCHASANY OTHER TECHNICAL PROBLEMSWITH

CLAIMS SETTLEMENT AS PROPOSED, WE HOPE THAT IT WILL LET
US KNOW BEFORE SECRETARY'STRIP SO THAT WE MAY BE
PREPARED TO DISCUSS THEM.

2. (FYIl: LEGAL AND PRACTICAL PROBLEMS REFERRED TO ABOVE
INCLUDE REDUCING AMOUNT OF MONEY AVAILABLE FOR PRO RATA
COMPENSATION OF OUR CLAIMANTS AND POSSIBLE RESULTING
PROBLEMSWITH BOTH CLAIMANTS AND CONGRESS. THERE IS
ALSO SUCCESSOR GOVERNMENT ISSUE, |.E., PRC SETTLEMENT OF
BONDSWITH U.S. WOULD CONSTITUTE U.S. AND PRC
RECOGNITION OF PRC ASLEGITIMATE SUCCESSOR GOVERNMENT TO
ROC ON CHINA MAINLAND AT TIME WHEN U.S. CONTINUED TO
RECOGNIZE ROC, RESULTING IN CLEAR TWO CHINAS SITUATION.)
IN THIS CONNECTION WE NOTE ALSO THAT BONDHOLDERS
CLAIMSHAVE NOT HINDERED PRC TRADE WITH THIRD COUNTRIES,
EVEN THOSE THAT RECOGNIZE PRC AS SUCCESSOR GOVERNMENT TO
ROC. KISSINGER
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END QUOTE. INGERSOLL
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