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MEMORANDUM TO: CRAIG FULLER
FROM: William Schneider, Jr.
SUBJECT: Schmidt Visit Preparation

We believe the draft "Principal Objectives" paper circulated on May 11,
includes most important issues. However, we remain interested in proposed
U.S. positions on several i sues, in particular.

- North/Sauth Ralgtinnc = The President should express to Schmidt the
U.L. snepueiviom avuud the chances for meaningful progress through
formal north/south negotiations.

- Pvetactionigm.  The recent Japanese decision to Timit auto exports to
ine J.o. snould be cast as a one-tim¢ inly measure.

- P~1=nd The President should: underscore the current U.S. position
ayuinoe additional U.S. aid to Poland. New aid will have to come
from the Europeans.

Depending on German decisions in the next few days it may t necessary to add
the issue of German aid to ..rkey. At last week's pledging session, the
Germans announced a tentative decision to reduce their contribution to DM 460
million from last year's DM 560 million. Because of exchange rate changes,
even last year's level would represent a reduced share.
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US~PRC RELATIONS

Through the President's meeting with Ambassador
Chai and the Presidential messages carried to Beljing
by former President Ford, we have reaffirmed to the
Chinese our commitment to the normalization under-
standings. The Chinese appear to be impressed by the
firmness and constancy of this Administration's global
policies, and have been reassured by our reiteration
of the importance of China to our global strategy.

The Secretary's upcoming trip to Beijing should
significantly advance our relations with the Chinese
leadership. We expect during talks in Beijing i
begin a new and more fruitful strategic dialogue with
the Chinese, In advance of the Secretary's trip, we
are reviewing all aspec! of our China relations,
including our military and economic ties. We will
consult cleosely with our allies as we proceed.

e have peen encouraged by tne respbonsible
attitude of the Chinese leadership during their
Oongoing economic retrenchment program. American
companies rave Deen only minirally znd peripherally
affected bv China's economic readijustment. Our overall
trade with China continues to expand at a very quick
pace, with exports rising in the last guarter by 53%,
making the China mainland our 9th largest export
market. 1981 US exports to China may reach almost $5
billion, with imports at about $2 billion.

We are also encouraged by China's continuing
openness to educational and cultural exchange with the
US and other Western countrie . Ve believe that we
and our allies have an historic opportunity to help
cement China's pragmatic policy direction.
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