








Much more worrisome to Gal Luft are aggressive efforts by China
to negotiate deals with America's largest oil suppliers: Canada, Saudi
Arabia, and Mexico, and our fourth largest supplier, Venezuela.

I would like to come back now to the PLA's improving anti-
access/anti-denial capabilities. China's efforts to enhance its anti-access
capabilities bear directly upon the balance of airpower in the Pacific
region. I would like to draw your attention to China's development of a
carrier-killer missile. U.S. Admiral Robert Willard testified to Congress
on March 23 of this year that China, quote, "is developing and testing a
conventional anti-ship ballistic missile designed specifically to target
aircraft carriers as part of its anti-access area/denial efforts."

This development was studied closely by Andrew Erickson, a
researcher at the China Maritime Institute at the U.S. Naval War
College. As reported in the Defense News on April 2 this year, it says
China's anti-ship missile could alter U.S. power.

Such a missile, and these are quotes, "could change the strategic
equation and dramatically diminish America's power projection."

This is a ballistic missile which after it reenters the atmosphere
turns itself around. It can't look out the front end. That was the
reentry cone. It turns itself around, and it looks at the target it's
supposed to attack, it now identifies that targets, turns itself back
around and zigs and zags as it comes in.

It is a game changer. We have no defense against that, are not
likely to have defense against that. There is a 1,200 mile standoff,
which means that if they put that on a ship, it will be impossible to get
1,200 miles away from any Chinese ship in the world. So this is a real,
real game changer.

"Such a missile could change the strategic equation and
dramatically diminish America's power projection." This is from an
Admiral.

"A Chinese ASBM would affect U.S. strategy in the region, for
even the likelihood of the capability may have a large deterrent effect."”

"The ultimate conclusion one begins to come to is that U.S.
carriers will very soon no longer be the uncontested juggernaut of the
world's seas." And this is a quote from the Admiral.

The world is changing. For six decades now, we have been the
master of the sea and air, and that is changing with these anti-ship
missiles and with the wvastly improved ground-to-air missiles, our
mastery of the sea and the air is now coming to a close.

Rear Admiral Michael McDevitt, who is now retired, testified
before this Commission that as China's anti-access capabilities increase,
China's military capabilities will likely grow apace, allowing the United
States to maintain the "delta of advantage" it currently enjoys for the
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next four to five years. That's not a very long time.

Rear Admiral McDevitt testified that China's military
modernization, ostensibly defensive in nature, is, quote, "creating a
dynamic that as its security situation improves, it is making the security
environment for many of its neighbors worse."

It should be no surprise that the report found that, again, I quote:
"Concern about China's naval modernization is beginning to fuel a
maritime arms race in the record."

Among nations cited as having begun to augment their own navies
by purchasing naval platforms and weapons are Australia, India,
Vietnam, Indonesia, Malaysia, Singapore and South Korea.

China's planned expansion of naval capabilities published by
STRATFOR on January 29 of this year reported on a recent commentary
by the China Internet Information Center about plans by China to, and I
quote, "to build overseas bases to support naval operations and protect
China's interests abroad."

China is purchasing all this oil. I will tell you that I believe that
the day will come that China will say, guys, gee, I'm sorry, but it's our
oil and we can't share it. To make that a reality, they're going to have
had a blue water navy big enough to protect the sea routes.

Forty percent of all the oil, world's oil, I think, goes through the
Straits of Hormuz, and--what--80 percent of the oil to that part of the
world goes through the Straits of Malacca so they're very important
chokepoints here that need to be protected.

Just a day earlier, Captain Chris Chambers told a conference in
Singapore that China will be increasing its participation, including a
shared leadership role, in the multinational anti-piracy naval operations
off the coast of Somalia. This is the Shared Awareness and
Deconfliction working group, the SHADE group.

Pending "final approval in Beijing," China, quote, "will expand its
current three-ship task force and take responsibility for more patrols in
areas of more active piracy. The anti-piracy operations have given
Beijing the perfect opportunity to test and refine its capabilities.
Taking a leadership role in SHADE also gives China a valuable
opportunity to observe and learn protocols and operations of other
nations' fleets. The extended mission raises discussion of a resupply
base in the Indian basin" that would be opposed by India and the United
States.

Why is China undertaking this expansion of its naval capabilities?
We come back again to the foundation of energy from oil to fuel
economic growth. STRATFOR notes: "China's economic growth has led
to a major shift in the country's resource needs. China now imports
large amounts of raw materials, including oil and minerals in the Middle
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East and Africa.

Reporting for SIGNA Magazine on April 10 of this year, James
Bussert in "China Enters the Aircraft Carrier Club," reviewed a series of
"seemingly unconnected steps over the past two decades have positioned
the People's Republic to begin construction and incorporation of a
modern carrier into its fleet."

Twenty years of planning leading to carrier capability. A five-
point plan for post-oil future. I led a delegation a little over three years
ago to China. I was stunned. Nine of us went. And I was stunned they
began their discussion of energy by talking about post-oil. There will,
of course, be a post-oil world. And China is focusing on that, and they
had a five-point plan.

The first part of the plan, the first part of any sane plan, is
conservation, use less. Then find alternatives, as many as you can from
your own country. Be kind to the environment was the next one, and
they know they're not kind to the environment, but they have 900
million people in rural areas that through the magic of, miracle of
communications, know the advantages of an industrialized society, and
they are demanding those advantages, and China I think sees their
empire unraveling the way the Soviet empire unraveled if they can't
meet these needs. So China is very focused on getting more energy.

I just have one chart that I want to close with here, and if you had
only one chart to look at that gives you some indication of where we're
going in the future, this would be chart. This is the oil chart.

By the way, I think the most insightful speech given in the last
century just had its 53rd anniversary the 14th day of this month, and
that was a speech given by Hyman Rickover, the Father of our Nuclear
Submarines, to a group of--the audience irrelevant--it was a group of
physicians in St. Paul, Minnesota, in which he noted, in which he noted
that in the 8,000 recorded history of man, the age of oil would be but a
blip. He had no idea how long the age of oil would last. We now know
how long the age of oil will last.

But he said how long it lasted was important in only one regard:
the longer it lasted, the more time would we have to plan an orderly
transition to other sources of energy. Of course, we have done none of
that. With reckless abandon, we have been intent on finding, drilling
and using the last vestiges of oil in the earth. I have ten kids, 17
grandkids, and two great grandkids. I'd like to leave a little for them.

Is that reasonable? Okay. This is a very interesting chart. The
big bars there shows when we have found the oil. Most of it in the past.
We will find some more oil, but we'd like to use some more oil. China
and India sure as heck are going to like to use more oil. We'd like our
economy to grow. We're going to be more than lucky if the more oil we
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find in the future is as much as the more oil we would like to use.

So the world is pretty much stuck with what's out there for the
future. Now, this solid line here is the consumption of oil. Notice that
a dramatic thing happened in the '70s. Let's thank the Arab world for
what they did in the Arab oil embargo in the '70s. Look what it did. It
woke us up. If it weren't for that, look where this would be. It would
be off the chart. But they woke us up. We paid a lot of attention.

Your air-conditioner today is probably three times as efficient as
it was then. Enormous efficiencies. So now the rate of growth is much
slower.

From about 1980 on, we have had to dip into reserves. All of this
area here is where we dipped into reserves. So we've used about this
much reserves. We have this much left. We'll find some more. But I
don't think the more we find, I don't think that anybody believes the
more we find will equal the more we'd like to use.

So we're kind of stuck with what we've got. It's a 1.2 trillion
barrels. You know that big gusher out in the Gulf of Mexico, it may be,
it may be a billion barrel well. Do you know how long that lasts the
world? 12 days. Every 12 days the world uses a billion--check my
arithmetic--84 million a day. I think 84 goes into a thousand roughly 12
times; doesn't it? Okay. A billion barrels of oil. Every 12, we have 1.2
trillion barrels of oil. That will last us 40 years. That's not falling off a
cliff.

For now on, it's going to be ever harder and harder to find, more
and more expensive, less and less of it available. Admiral Rickover, the
age of oil will be about 300 years. We're 150 years into it. Another
150 years, we will be through the age of oil, and what a ride it's been.
What a ride it's been.

But the next 150 years are going to be enormously challenging,
and the area that you all are interested in, China, particularly
challenging there. 1.3 billion people with a huge appetite for oil.
Buying oil all over the world. Aggressively building a blue water Navy.
Just put two and two together.

By the way, the fifth point in China's five-point plan is
international cooperation. They know that they can't do it alone. We
can't do it alone. But while they plead for international cooperation,
which I do not think we will get, they plan for an inevitability without
it.

Thank you all very much for inviting us to be with you today.

[The statement follows:]

Panel IV: Discussion, Questions and Answers (resumed)
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HEARING CO-CHAIR BLUMENTHAL: Thank you very much,
Congressman Bartlett, for your time.

I'm going to set the example and not keep going. We have to
speed through our next five witnesses. I took three minutes.
Hopefully, we can all be very quick and prompt with our questions.

HEARING CO-CHAIR VIDENIEKS: Commissioner Wortzel is
next.

COMMISSIONER WORTZEL: Mr. Herrnstadt, Mr. Elwell, one of
the things that we heard this morning is the future, China's Air Force
may seek to have long-range bombers and long-range military transport
aircraft, two things that they really lack today.

Of course, our concern here on the Commission, and the reason
for this hearing, is that ultimately civil air cooperation with China will
make major contributions to that military capacity and would then
contribute to relative military power, the sorts of power projection that
the Congressman outlined.

Are either of you concerned at all that transfers of technology and
manufacturing know-how might improve these anti-access strategies and
build projection capability for China?

MR. ELWELL: As a veteran, I'm personally interested and I'm
really glad that we have the export control regulations and structure
that we have. All the technology that goes into China from our industry
is dual use and every single bit of it has to be vetted through DoD.

COMMISSIONER WORTZEL: Is a C-141 dual use?

MR. ELWELL: C-141?

COMMISSIONER WORTZEL: Yes.

MR. ELWELL: It has a civilian designation, but it's not, as--I'll
have to get back to you on. I don't believe it's on the list to go to
China or to be built in China or sold to China. So I have complete trust
in the rational export control system that we have in place.

MR. HERRNSTADT: Commissioner?

COMMISSIONER WORTZEL: Yes.

MR. HERRNSTADT: Can I respond as well? You know, given
the lack of transparency that exists and at times the close geographical
proximity of commercial aerospace with defense aerospace, [ think
you're asking very serious questions and questions that deserve very
serious answers on it.

We recall the debacle of the trunk liner program from many years
ago. And it certainly is an issue that requires that we shed a very
careful light on, and when we talk about our own Export Control
Regime, it's something that obviously, although, you know, there's an
effort to reform that regime for the U.S., it's something that we want to
be very careful about, that we want to tighten up so that we don't get
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into trouble in the future.

I don't want to take up your time with this, but at some point I
would like to come back just for a minute to respond to Commissioner
Blumenthal's questions on the export numbers and others that he did
pose before the interruption.

HEARING CO-CHAIR BLUMENTHAL: Maybe we'll take that for
the record.

VICE CHAIR BARTHOLOMEW: Yes.

HEARING CO-CHAIR VIDENIEKS: Commissioner Reinsch.

COMMISSIONER REINSCH: Owen, you said several times that
we don't have enough data on the offsets question. What is inadequate
about the Commerce Department's offset report? What's missing?

MR. HERRNSTADT: Sure. Thank you, Commissioner Reinsch.

Well, first of all, I assume you're referring to the Bureau of
Industry and Security's annual offset report on defense offsets.

COMMISSIONER REINSCH: Yes.

MR. HERRNSTADT: One, it's limited to defense, just that.
Number two, it's anecdotal so it's very difficult to know exactly what
programs are being involved and what aren't. Number three, when it
comes to determining what the employment impact of those offsets are,
BIS, I think, even acknowledges the shortcomings of their data.

They don't look at, for example, they make some assumptions on
exports, on what is included as a domestic content in terms of those
exports. They extrapolate the numbers as opposed to gleaning some
precise information but, by and large, at least they're doing something
and they should be commended for that.

Of course, they have to do it by statute, but it's all aimed at
defense. We're talking about commercial and there is no parallel type of
requirement in terms of commercial offsets.

COMMISSIONER REINSCH: Point well taken. I think I'd take
issue with your comment that it's anecdotal because it's a statutory
requirement. It's based on a survey that's supposed to be
comprehensive. It may or may not be. I'm not sure that if we were to
do it on the civilian side, we would be able to do it any other way or
produce results that were more comprehensive, but related to that, what
do you see as the prevalence of offsets on the commercial side as
opposed to the military side? Greater, less, the same?

MR. HERRNSTADT: You know I wish I could give you answer
on that. But I really can't because, you know, companies aren't--I'm not
privy to what companies are actually engaged at, and it just doesn't
involve China; it involves Europe and elsewhere, but that really begs the
question, why don't we know? This, as we've all talked about, is one of
the essential engines of our economy.
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We're still exceeding in terms or exports on that, although I
would like to address that issue, and it's something that we do really
need to take a much closer look at on that. We just don't ask.

COMMISSIONER REINSCH: Let me ask a slightly different
question. Full disclosure, Mr. Herrnstadt and I have been discussing
this issue probably for 20 years, and it's depressing that we're still about
where we were when we began. [ share his views about the magnitude
of the problem and his frustration in our collective inability to deal with
it although we have not consistently been in quite the same place on
how to deal with it.

Looking at aircraft specifically, there are only two big large
mainframe aircraft manufacturers in the world. Why can't they just get
together and agree not to play this game?

MR. HERRNSTADT: I think that's a most excellent question, and
it's one that we've been asking for a long time. I think it would be very
helpful if the U.S. and the EU actually got together and discussed this
in bilateral discussions transatlantically and in multilateral discussions
as well.

COMMISSIONER REINSCH: Yes. I proposed that 15 years ago,
and nobody paid any attention. I still don't have a good answer to the
question. It seems to me that this is a problem that is actually solvable.
There are only two parties, and if they both agree not to play the game,
it kind of leaves everybody holding the bag.

Finally, going back to Commissioner Wessel's line, which was
pursued by some others, I'm in the category of people who believe the
playing field is not level. I don't think there's any question about that.
We've said it; lots of people have said it.

There are two categories of things to do about it. A lot of the
discussion here is focused around the offensive things: how you use the
rules, how you use procedures in order to try to deal with subsidies.
And that makes perfect sense, and I think we'll probably be exploring
that going forward.

The other part, Mr. Elwell alluded to; perhaps you can elaborate a
little bit more. In a global supply chain world, which is what we have
now, which is very different from the world we had, say, 25 years ago,
the real question seems to me is not how do we alter the other guy's
behavior, but how do we run faster?

How do we accelerate our own R&D? How do we maximize our
own R&D? And how do we accelerate the process of turning that R&D
into new cutting-edge products that we can capture market share and
lead the world? And that, it seems to me, is what some of the industry
does better than anything else. Do you want to comment on that? And
then I'll stop.
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MR. ELWELL: Well, thank you.

We've had a powerful aerospace industrial base for many, many
years, and I think the key to your question is to maintaining that
technological edge really goes to our nurturing our workforce and, what
we call at ATA, STEM, keeping the best and brightest minds in this
country in our industry, in our technologies, and always, as I think as
Mr. Andersen said earlier, always keeping us one or two generations
ahead of whatever the other guy or the other country, the other region,
is doing.

COMMISSIONER REINSCH: Well, the other comment I'd make
in closing is you ought to get together with Mr. Herrnstadt then. It's
hard to nurture your workforce if they're disappearing, which is his
point, but in any event I give back whatever time I have left.

HEARING CO-CHAIR VIDENIEKS: Commissioner Fiedler.

COMMISSIONER FIEDLER: Thank you.

A couple of quick questions and then a comment. Ms. Saunders,
who's been referred to a number of times today, said there was 478,000
people working in the aerospace manufacturing sector. You say there
are 644,000. How many are there?

MR. ELWELL: I'm sorry. My number includes the whole
aerospace industry, defense and civil.

COMMISSIONER FIEDLER: She actually appears to include it
all, too. So you say all meaning what? Parts and everything else, and
the restaurant outside the factory or what?

MR. ELWELL: Second, third tier suppliers, the entire supply
chain.

COMMISSIONER FIEDLER: Mr. Reinsch mentioned that there
are two large aerospace companies that provide, that sell huge
passenger aircraft, Airbus and Boeing. Those are the two you were
referring to.

The Chinese, every time there's a burp in the relationship between
the United States and China, some event, threatened to stop buying
Boeing aircraft. It's always struck me as ridiculous, and I'd like to see
if we can get to the bottom of this. Have they ever not ultimately
bought Boeing aircraft?

MR. ELWELL: I don't have the answer to that.

COMMISSIONER FIEDLER: They've punished people--they say
if this doesn't change, we're not going to buy Boeing aircraft? Have
they ever not? The answer is they've continued to buy--right--because
there are only two choices and because they don't want to be dependent,
in answer to Mr. Reinsch, they don't want to be dependent on any one
manufacturer because that manufacturer could raise the prices beyond
their ability to pay. So they play them off but don't play them off.
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They don't have much choice. So do you think that we can ignore
in the future all threats against Boeing Aircraft if they haven't ever
delivered on any of them?

MR. ELWELL: I'm not sure. Who's "we" as far as ignoring?

COMMISSIONER FIEDLER: We is the United States of America.
In other words--or me, about this, or this Commission, could we ignore
threats to Boeing Aircraft by the Chinese government because they can't
deliver on them and never have? Because, as Mr. Reinsch says, they
have no option but to buy their aircraft at the moment or Airbuses.

COMMISSIONER REINSCH: But they have delivered on them.

COMMISSIONER FIEDLER: What have they delivered on?

COMMISSIONER REINSCH: Look at the rising share of their
market, the share of Airbus in the Chinese market and the declining
share of Boeing in the aerospace--

COMMISSIONER FIEDLER: The question is not just the share.
The question is in absolute dollars. Everybody is sitting here saying
there's $400 billion worth of aircraft and we're dividing it up. If it's
divided equally, it's 200 billion apiece. If it's divided unequally, it is
more or less one or the other, but it's still plenty of money; right? Has
Boeing really been hurt--as a company? The workers have been hurt but
not Boeing itself.

MR. ELWELL: The newest manufacturing plant--

COMMISSIONER FIEDLER: What I'm trying to do is take
aircraft exports out of consideration in our policymaking deliberations
in the United States because it essentially, it seems to me, does not
matter.

HEARING CO-CHAIR BLUMENTHAL: I agree with that.

COMMISSIONER REINSCH: You lost me.

MR. HERRNSTADT: Can I?

COMMISSIONER FIEDLER: Yes. Owen.

MR. HERRNSTADT: Commissioner Fiedler, I think you're asking
a very poignant question. We've always been told when it comes to
offsets that if you don't engage in the offset, you'll lose the sale, but it's
very hard to prove a null; right? It's very hard to know if that actually
is the question, but I do want to go back, briefly, if I may, to your jobs
question because I think it's important, and it's critical and it's one
reason why I'm here.

So looking at Aerospace Industries Association statistics on total
employment, all the numbers, aerospace and related, in 1990, they list
total employment at 1,120,000, almost 121,000 workers. Actually if
you go back to 1989, I think it's even higher.

2009, you get down to the number of 644,200. So you see a loss
of over 40 percent. That's an incredible amount of jobs that are being
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lost. This industry may be cyclical still, but there are structural
movements going on and very profound ones when it comes to jobs,
particularly when we see the major outsourcing that has occurred
throughout the world.

Commissioner Blumenthal talked about Japan. Well, Japan is
producing wings now, wings for a major program that U.S. workers
could have done. Composite work in China, work that was produced by
U.S. workers, and it's not just even the large commercial primes. It's
the suppliers, it's the small sports planes or light plane work, that's
going as well. These are huge numbers, and even though demand may
require that they bump up a little bit, the question is will they ever get
up to what they once were when our economy was thriving?

It's no secret that as these numbers go down, our economy has
been in a crisis. Now there are obviously a lot of other reasons
involved with than just aerospace, but these after all are the leading
edge, high-skilled, high-paying jobs that we are banking on to get us out
of our economic crisis and to propel us into a sustainable future.

COMMISSIONER FIEDLER: I agree with you wholeheartedly.

HEARING CO-CHAIR VIDENIEKS: Let me get Carolyn next.
Vice Chairman.

VICE CHAIR BARTHOLOMEW: Thanks very much and thank
you to both of our witnesses, for appearing today and also for being
good sports and appearing on the same panel with people who are
looking at what looks to be the same world and seeing amazingly
different things.

So, I commend you for being willing to engage with us. Before I
ask my question, I simply wanted to note that one of the other things
that Ms. Saunders said earlier today, at the very end of her testimony, is
in addition to China's C919, new aircraft programs that would compete
with U.S. manufactured products have been launched or rumored in
Canada, Brazil and Russia.

If the future of aviation is regional jets, the Chinese are moving to
partner or to get technology from the three countries that have
functioning aircraft manufacturers. So there is Airbus, there is Boeing,
but there's an entire world out there of smaller jets.

But Mr. Elwell, I want to get to a couple of questions for you.
Several times in your testimony, you refer to the short and the medium
term. What are those time frames? What's short term?

MR. ELWELL: I don't have specific year definitions. In aircraft,
in the manufacture, design and delivery and the refleeting of aircraft,
generally the long term is 20 plus; the short term is anywhere from
current five, forward five, and the medium-term, five to 15, five to 20.

VICE CHAIR BARTHOLOMEW: Okay.
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MR. ELWELL: I can get you the business years of that, but
generally the long term is future generations and a generation of aircraft
is anywhere 15 to 20 years.

VICE CHAIR BARTHOLOMEW: Okay. If it's different from
that, could you get us the clarification on what it is?

MR. ELWELL: Absolutely.

VICE CHAIR BARTHOLOMEW: Thanks very much.

And then I'd like to unpack the statistics that you put just a little
bit because you say U.S. imports of Chinese civil aviation products
represented 1.2 percent of our overall civil aviation imports. Now, I
think if we're all being honest, do we recognize that when we talk about
aviation products, planes, a plane can skew the statistics quite
significantly?

So what I'd like to know from you is what are these Chinese civil
aviation products that we are importing, and what are the other 98.8
percent?

MR. ELWELL: Well, first of all, I believe the 1.2 percent is by
value, if I'm not mistaken. As far as the actual products, I could beg to
give you that as a follow-up.

VICE CHAIR BARTHOLOMEW: Okay. Again, my point being
that if we import an Airbus plane, it costs how much? Oh, more than
$100 million.

MR. ELWELL: Depends on the plane.

VICE CHAIR BARTHOLOMEW: How much does an airplane
cost? I recognize it depends on the plane, but if you're talking about a
wide-body jet, what's the general ball park of how much they cost?

MR. ELWELL: 1 think 100 million is fair for a wide body, yes.

VICE CHAIR BARTHOLOMEW: 1 thought it was more expensive
than that. But, so, my point being, it would be interesting to see what
those imports are, who we're importing them from, and where this fits
in?

MR. ELWELL: Of course, we wouldn't be importing a wide body
from China so--

VICE CHAIR BARTHOLOMEW: No, no, no. But you say that
this is 1.2 percent of our overall civil aviation imports. So that's 98
percent that we are getting from other places.

Owen, do you have?

MR. HERRNSTADT: Yes, I think you're really on to something,
and it makes us really ask how are we calculating these export numbers
and these values? First of all, the value of the products made in China,
are they coming in the currency valuation in China or is it in U.S.
dollars or the fair market value in the U.S.?

Second of all, what goes into our own exports? You know we

- 144 -



outsource all around the world. What goes into making a U.S. product-
-actually something considered to be a U.S. export? What does
domestic content mean? We have issues like when a foreign component
comes in, it can under some circumstances become substantially
transformed into a domestic component. What does that mean?

And all of those questions then come out of it so that when we
look at the entire export number and we look at a value of it, there's a
lot of wiggle room going on there, and that's why what's critical to look
at, at least for our purposes, is, all right, well, let's look at the actual
number of jobs, domestic jobs, that are created from that so that we
have a tangible concrete number that impacts upon our own economy.

MR. ELWELL: To answer your question, that is in U.S. dollars,
and just to put it in context, if you use apples to apples as far as the
products you get, Mexico, we imported more aviation products from
Mexico last year than from China.

VICE CHAIR BARTHOLOMEW: Okay. Well, again, if we could
get a breakdown for the record, that would be helpful, and then I
recognize we're definitely out of time, and--

HEARING CO-CHAIR VIDENIEKS: One more question, a series
of questions from Commissioner Shea.

COMMISSIONER SHEA: TI'll try to be quick. I just want to
mention that Hyman Rickover has two mentions today. Not only was he
mentioned by the Congressman, but one of our witnesses was the
commander of the attack submarine USS Hyman Rickover in a previous
life. So I just want to point that out for the record.

I want to get to this issue of offsets again, I guess following up
on Mr. Reinsch's comment. Mr. Herrnstadt, you said that offsets occur
when one country demands a transfer of technology and/or production in
return for a sale.

So no one is forcing us to make a sale. Just as a matter of
common sense to me, absent an agreement on the part of China not to
engage in this practice, then it just seems like they're driving a hard
bargain, and your real beef is with the U.S. companies rather than with
the person on the other side of the transaction driving a hard bargain.
Is that fair to say?

MR. HERRNSTADT: 1 guess the real question, I wouldn't frame
it as my "real beef." My real concern is that we're doing nothing in
terms of a comprehensive government policy to help assist those U.S.
companies who wish not to engage in that. At the same time, we should
be talking to our own U.S. companies about engaging in this activity.

COMMISSIONER SHEA: Okay. Has your union ever raised this
issue with management? I mean frequently or how often? Is it part of
your collective bargaining?

- 145 -



MR. HERRNSTADT: It's a very serious aspect that our members
have been asking for many, many years, I can assure you that.

COMMISSIONER SHEA: And what's the response from the
management?

MR. HERRNSTADT: Well, the response from management, in
general, has been, and I think you can see folks from the aerospace
industry saying in years past, it's a, quote-unquote, "necessary evil,"
and/or "it's not that big of a deal," or other things like that.

Some have expressed concern on it, but yet year after year goes
by and offsets continue and outsourcing continues, and we see that the
job numbers are dramatically decreasing as our worst fear, and of course
there are many reasons for that, but this is one of those reasons.

COMMISSIONER SHEA: I know in one of your recommendations
is that you should raise--U.S. policymakers, the U.S. government,
should raise this issue in the context of forums like the U.S-China
Strategic and Economic forum or Dialogue.

And then this is just for my clarification. Ms. Saunders said that
China did make a specific commitment not to impose aircraft offsets as
part of its WTO accession. I'm unaware of whether or not that is true.
If the staff could provide that, I'd find that very helpful. But is it your
view that this is a violation--these offset requirements are a violation of
China's WTO obligations?

MR. HERRNSTADT: Well, if they are occurring, I think it's a
serious concern absolutely to look at, and I think that's a best question
put forth to the Commerce Department and USTR on that. I think all
one really needs to look at is the government report on trade barriers,
also I should mention, covers many of the other things that China is
doing with respect to that.

COMMISSIONER SHEA: Do you talk to--I have a minute--is
Airbus unionized?

MR. HERRNSTADT: In Europe?

COMMISSIONER SHEA: Does Airbus have a unionized
workforce?

MR. HERRNSTADT: In Europe.

COMMISSIONER SHEA: In Europe, yes, exactly.

MR. HERRNSTADT: Yes, yes.

COMMISSIONER SHEA: Does your union ever talk to the
leadership of Airbus union and talk about these offset issues--all the
time?

MR. HERRNSTADT: We've discussed them with the European
Metalworkers Federation and others, and I know that they are concerned
about it, particularly with respect to China as well.

COMMISSIONER SHEA: Okay. Mr. Elwell, what's your
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understanding of the U.S. companies--I mean Mr. Herrnstadt says, well,
they respond to us that these offsets are a necessary evil. Do you view
it that way as well?

MR. ELWELL: Again, I think, I think Owen said it's anecdotal.
But for us, I think the numbers speak for themselves. [ mean $5.5
billion in exports and 400 million in imports; it's a huge market all
around the world, and market share is what it's all about, and
intellectual property and keeping the excellence that our manufacturers
and their employees produce in the marketplace.

Transactions and agreements are made for no other reason than to
sell product, and it seems to be working in the aviation, commercial
aviation industry.

HEARING CO-CHAIR BLUMENTHAL: Dennis, we're going to
cut off and move on.

COMMISSIONER SHEA: Fair enough.

PANEL VI: MILITARY IMPLICATIONS FOR THE UNITED STATES

HEARING CO-CHAIR BLUMENTHAL: Quickly because we want
to end by four. But thank you all very much and also thank you for
your indulgence during Representative Bartlett's talk as well, and thank
you to the panel, and we just want to move on and get the next panel up
here quickly with no break. No break. And finish, try to finish on time.

Okay. Our final panel today will examine the implications of
China's emerging military aerospace capabilities.

Our panelists are Dr. Rebecca Grant and Mr. Jeff Hagen. Dr.
Grant is President of IRIS Independent Research, IRIS, a public-policy
research organization, and also serves as the Director of the General
William Mitchell Institute for Airpower Studies, a non-profit research
arm of the Air Force Association. She has worked at RAND and the
offices of the Secretary of the Air Force and Chief of Staff of the Air
Force.

Jeff Hagen is a Senior Engineer at the RAND Corporation. His
work includes modeling and simulation of military forces including the
effects of advanced weapons systems and the future role of airpower,
intelligence and information operations.

Prior to RAND, he was at the Propulsion Laboratory in Pasadena,
California and the NASA Dryden Flight Research Center at Edward Air
Force Base, California.

We're very pleased to have you both as our final panelists, and
we're very pleased and excited to hear your testimony. Dr. Grant, if
you'll please start.
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STATEMENT OF DR. REBECCA GRANT
DIRECTOR, THE MITCHELL INSTITUTE FOR AIRPOWER
STUDIES, WASHINGTON, DC

DR. GRANT: Thanks for the chance to appear before the
Commission.

In the past 15 years, China has progressed from a regional actor
to a power that has nascent military capability to reach across the
Pacific. We've heard from a number of experts already today so my
testimony will focus on the China gap. That is the gap between China's
steady pursuit of military capabilities under an artful strategy,
contrasted with U.S. defense strategy, which is apparently chosen to
downgrade and minimize the need for conventional deterrence in the
Pacific.

I want to say at the outset that along with most Americans, I
acknowledge that China is a very important economic partner. I had the
privilege to visit several cities and military installations in China some
years ago as a very junior member of a military delegation.

I am not a China expert, but I am a defense expert, and it appears
to me that for too long we have had a very rudimentary view of China
and its potential role in the world stage. We as Americans, I think, look
somewhat for a black and white conflict akin to what we remember from
the U.S.-Soviet confrontation in the second half of the 20th century.

With China, in the 21st century, we must address a much subtler
duality. China will continue to be a friend, an economic partner. At the
same time, we will seek to balance or contain any rapid spread of
Chinese military power. This deterrence relationship will take place
alongside business relationships. I think as a nation, this is something
new in our major foreign policy challenges.

Should China continue its peaceful rise, we will all benefit, but
the pace of Chinese military development is worrying indeed and
contains an element of risk, and woe to any of us who believe that
international trade inoculates nations against war and conflict for
history suggests the reverse.

I want now to address what to me is the core issue from a military
perspective, and that is frankly that China's military challenge from their
own point of view is very straightforward. At the highest level, Chinese
strategy can simply seek to disrupt U.S. military capabilities that will be
operating at extended ranges in the Pacific.

It's an easy problem for them. China will have what the 20th
century strategists once called "strong interior lines of communication."
In contrast, as we know, the U.S. must reach across the Pacific with a
much more difficult aim or holding access open through a credible
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ability to withstand Chinese attacks and to hit key targets in the area
and perhaps on China's mainland.

No one wants to do that, but deterrence, the essence of deterrence
in this theater is being prepared to do just that. We have seen
significant changes in China's military doctrine within this decade. I
think there are those who believe that some of this dates from a very
specific incident, the transit of carrier bow groups through the Taiwan
Strait in the mid-'90s.

At any rate, Chinese military doctrine has spelled out the change.
I quote from one 2004 paper, a partial quote, which is that "in order to
meet the requirements of informationalized air operations," says the
Chinese military paper, "the Air Force has gradually shifted from one of
territorial air defense to one of both offensive and defensive operations.
Emphasis is placed on the development of new fighters, air defense and
anti-missile weapons, means of information operations and Air Force
automated command systems."

The paper goes on to talk about the importance of training and
integration of military capabilities.

To me, two elements stand out here that I want to bring to the
Commission's attention. First is the deliberate shift to more offensive
capabilities. This is very natural as a country sees a rise in its airpower
capabilities for airpower is an offensive weapon by nature. It's very
natural for that sophisticated application.

Second, China is embarking on this more integrated training and
operations, and this, of course, is the combination that could give China
the ability to very successfully battle against U.S. forces in the region.

So we need to watch for those capabilities to take the form of
extending the range of air and naval operations. We need to watch for
their ability to conduct cyber attacks, which can disrupt and confuse
deployed U.S. forces across several different medium.

Let me try to give a sense of where I think this balance stands
today. I would say that presently China does have the capability to
significantly interfere with U.S. air and naval operations in the Taiwan
Strait and somewhat beyond that range as well. Remember, please, that
success in China's strategy does not require occupation of territory,
sinking ships, fighting to a, quote, "win" over U.S. forces.

Success can come simply from making it difficult for the U.S. and
allies to achieve objectives and operate in that area.

I would say overall the balance today is somewhat in favor of the
U.S., but given its growing capabilities, China may soon be able to
achieve its goals, not through outright defeat of U.S. forces but via
disruption and inflicting losses which make efficient military operations
difficult and could, of course, erode national support for such
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operations in this country.

So, success for China can come simply from counterattacks on
U.S. aircraft, ships, satellites and cyber links in order to disrupt
operations. Ships do not have to be sunk or even hit in order to throw
off the careful choreography of naval airpower and the strike groups,
for example.

Fighters that launch from land or sea bases, U.S. fighters that
launch from land or sea bases, will immediately confront integrated air
defenses and superior numbers of PLAAF fighter aircraft. China
possesses advanced surface-to-air missile variants that give them at
least a 75 mile range against non-stealthy aircraft, and of course, they
have the ability to knit aircraft and air defenses together into a rather
formidable force.

They also have a reported ability to mount these air defenses on
barge platforms at sea. Once our aircraft are beyond the missile fly-out
rings, they will encounter large numbers of fighters on patrol. China's
fighters are not on a par with our fourth and fifth generation fighters,
namely the Superhornet, F/A-18EF, our more advanced F-16s and F-15s,
and they certainly are not on par with the F-22.

However, in this type of scenario, numbers matter and allow China
to parry our attacks. Again, the objective is not necessarily shooting
down more U.S. aircraft than our U.S. pilots can hit, but merely hitting
enough to degrade operations.

I think the worst case going forward would find China's fighters
breaking through distracted combat air patrols to threaten our large
body platform such as tankers and battlespace control aircraft.

This worst calculation, in my opinion, gets worse from here on
out over the years and will give the U.S. less ability to be able to
balance and deter China in a credible manner as that balance shifts.

I want to touch just on a few things that I believe are detriments
within our U.S. policy that are making it difficult to balance and counter
China over time.

One of these is the trend away from advanced technology. Many
senior officials have recently talked about turning away from so-called
exquisite capabilities. There's also been much discussion about how
America's air and naval assets outnumber others. To me this is bean
counting that does little to account for the fact that U.S. forces must
project power across considerable distances.

A few more specific points. Early termination of the F-22 fighter
at 187 aircraft will yield too few aircraft for the Pacific scenario. I'm
happy to go into details on that should you require them. I would like
to point that that current program will leave, for example, just 18 F-22s
stationed in Hawaii and a further two squadrons in Alaska, a very small
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number compared to the raw numbers that China can mount.

We've seen discussion of reducing aircraft carrier battle groups
which puts an immediate dent, if that is carried out, into our capabilities
in the Pacific.

We have no new bomber program. Secretary of Defense Gates
terminated the program in April 2009. Research is underway for a so-
called "family of systems," but the fact is the Pentagon does not have a
funded and structured bomber replacement program at the moment.
That means the ability to hold at risk any targets on China's mainland
will fall to the 20 B-2s in our force of which on any one day just four to
six will be available for operations. It's a very small number.

We fail to acquire a new area refueling tanker on which all of the
systems I have just discussed depend. We hope to see that continue, but
that failure now has put some risk into our power projection.

Finally, we have made slow progress in streamlining our military
cyber space operations. There are plans for U.S. Cyber Command, but
the command has not stood up, and many issues remain, and one
suspects that the Chinese do not spend much time discussing lines of
authority and Title 10, Title 32, and Title 50 issues, as we do here. It's
important to get cyber right within our military set-up, and our slow
progress does nothing to aid our balancing and deterrence of China.

I want to make my final comment on our regional allies. I visited
Australia a month ago, and Australia's 2009 Defense White Paper points
out clearly the issues that they see concerning the rise of China and
India in the region.

The blocked sale of the F-22 fighter to Japan foreclosed a natural
option for strengthening conventional deterrence through providing that
to Japan's highly skilled air defense forces.

And finally is the status of Taiwan. Taiwan has about 300 aging
fighter aircraft. They would like to acquire U.S. aircraft, specifically F-
16s. This sale would be of benefit to the balance of power in the
region, but it is, of course, politically difficult here in our country.

In conclusion, I want to say that a peaceful Pacific for the 21st
century is what we all want, and it depends on the U.S. military's
continued ability to balance and deter Chinese military capabilities. The
U.S. must maintain the correct high-end force structure in order to
make this possible.

The disparity in power benefits no one. A Chinese general
pointed out in 2005, and I quote: "The more solid and credible our
deterrence strategy becomes to the United States," he said, "the more
careful it would be in considering forceful intervention."

I contend that the reverse is true, and the U.S. and its allies must
uphold our side of the balance through strong conventional military
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capabilities.
Thank you.
[The statement follows:]

Prepared Statement of Dr. Rebecca Grant
Director, General William Mitchell Institute for Airpower
Washington, DC

In the past 15 years, China has progressed from a regional actor with nascent military capability
to the nation with the greatest potential to threaten US interests and allies in the Pacific.

The rise of China’s capabilities from airpower to space launch to presumed acquisition and
conversion of an aircraft carrier is well-documented in the Department of Defense’s annual reports and in
the testimony of other experts.

My testimony today will focus on the China gap: the gap between China’s steady pursuit of
military capabilities under an artful strategy, contrasted with US defense strategy, which has apparently
chosen to downgrade and minimize the need for conventional deterrence in the Pacific. US policies and
military capabilities have been oriented away from a realistic look at requirements for continued
deterrence of China.

Along with most Americans, I acknowledge that China is an important economic partner. I had
the privilege to visit several cities and military facilities in China as very junior member of an official US
delegation some years ago. I am not a China expert, but as a defense expert, it is apparent to me that for
too long, our view of China has been rudimentary. We look for “black and white” conflict akin to the US-
Soviet confrontation in the second half of the 20" Century. However, with China in the 21% Century, we
as a nation must confront a subtler duality. China will continue to be an economic partner; at the same
time, we seek to balance or contain any rapid spread of Chinese military power in the Pacific. This
deterrence relationship will take place alongside business relationships.

Should China continue its “peaceful rise” we will all benefit. However, the pace of Chinese
military development entails an element of risk. Woe to any of us who believe that “trade” is inoculates
nations against war and conflict — history suggests the reverse.

Unfortunately, our policy for balancing and deterring Chinese military power is in disarray. The
United States has not structured its forces or its policy to hold up the deter and balance component of our
relationship with China over the long term.

Decisions in 2009 deliberately accepted moderate risk in US military capabilities, particularly in
the air and naval forces which are vital to balance and deter in the Pacific.

Airpower is a case in point.

China has been watching US military operations and developments. They have taken note of the
vital role of airpower, space power and cyber operations. Lieutenant General Liu Yazhou, of the People’s
Liberation Army Air Force, wrote a widely-circulated think piece in 2005. [Lieutenant General Liu
Yazhou, PLAAF, “China-America: The Great Game”, Eurasian Review of Geopolitics, January 2005.]

“I believe that air power was the decisive force for the Iraqi War, though the US sent massive ground
forces as well,” he said. “Air power has played a decisive role in all America’s recent wars: the first Gulf
War, the Kosovo War, the war in Afghanistan, the Iraqi War.”

China is operating as a regional power seeking to extend its influence within its region. Some of
this may be in reaction to the US posture in the region. Historians may look back on the period 1995-
1996 as the turning point in China’s military rise. In September 1995, China test-fired missiles in the
Taiwan Strait. In December 1995, the USS Nimitz conducted a little-publicized transit of the Taiwan
Strait. On March 10, 1996, Secretary of Defense William Perry deployed the USS Nimitz and the USS
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Independence for operations off Taiwan. At the same time, USS George Washington moved from the
Mediterranean into the Persian Gulf. A 1997 Navy Posture Statement echoed the conclusion, citing: “the
bold movement of carriers Nimitz (CVN 68) and Independence (CV 62) into the South China Sea during
March 1996 provided the appropriate level of national resolve to contain a crisis between China and
Taiwan.”

Perhaps China’s commitment to increasing its military ability to lock out US and other forces
dates from this incident. At any rate, China has evidently chosen to expand its military power.

I will now address what to me is the core problem from the military perspective. China’s
military challenge is very straightforward. At the highest level, the strategy can simply seek to disrupt US
capabilities that will be operating at extended ranges. China will have what 20™ century strategist called
strong interior lines of communication. In contrast, the US must reach across the Pacific with the more
difficult aim of holding access open through a credible ability to withstand Chinese attacks and to hit key
targets on China’s mainland. Not that anyone wants to do that — but being prepared for it is the essence of
deterrence in this theater.

Chinese military doctrine recognized this point in a 2004 Defense White Paper. It stated:

“The PLA Air Force is responsible for safeguarding China’s airspace security and maintaining a

stable air defense posture nationwide. In order to meet the requirements of informationalized air

operations, the Air Force has gradually shifted from one of territorial air defense to one of both
offensive and defensive operations. Emphasis is placed on the development of new fighters, air
defense and anti-missile weapons, means of information operations and Air Force automated
command systems. The training of inter-disciplinary personnel is being accelerated for
informationalized air operations. Combined arms and multi-type aircraft combat training is
intensified to improve the capabilities in operations like air strikes, air defense, information
counter-measures, early warning and reconnaissance, strategic mobility and integrated support.

Efforts are being made to build a defensive air force, which is appropriate in size, sound in

organization and structure and advanced in weaponry and equipment, and which possesses

integrated systems and a complete array of information support and operational means.”
Two key elements stand out. First, China is shifting to more offensive capabilities, which are natural for
the sophisticated application of airpower. Second, China is embarking on more of the integrated training
needed to perform complex operations. The combination could give China the ability to very successfully
battle against US force in the region.

Watch for these offensive capabilities to take the form of extending the range of air operations
and missile attacks. Cyber attacks which can disrupt and confused deployed US forces will also be a
major element. Remember that success in China’s strategy does not require occupation of territory,
sinking ships or fighting to a “win” over US forces. Currently, China has a capability to significantly
interfere with US air operations. Over time, the US will find it more difficult to achieve objectives such as
attacks against Chinese air defenses designed to re-open access. The balance today is somewhat in the
favor of the US, but China may soon be able to achieve its goals not through outright defeat of US forces
but via disruption and inflicting losses which make efficient operations difficult.

Success for China can come simply from counterattacks on US aircraft, ships, satellites and cyber
links that disrupt operations. For example, missile attacks against carrier strike groups may need only to
disrupt operations, depressing sortie generation rates as carriers struggle to launch and recover on normal
deck cycles while struggling under missile attacks. Ships do not have to be sunk or even hit in order to
throw the careful choreography of naval airpower into disarray.

Fighters that do launch from land or sea bases will immediately confront the integrated air
defenses and superior numbers of the PLAAF. China now possesses variants fo the Russian S-300 surface
to air missile which give it at least a 75 mile range against non-stealthy attacking aircraft. Reports
indicate this missile can be mounted on barge platforms at sea.

Once beyond the missile fly-out rings, US aircraft would encounter large numbers of fighters on
combat air patrol. China’s fighters are not on a par with the F/A-18EF Superhornet, our more advanced
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F-16s and F-15s, and certainly not with the F-22. However, numbers can parry attacks especially if
China’s objective is not shooting down more US aircraft, but merely hitting enough to degrade operations.
Barrage air-to-air missile tactics and the ability to swarm multiple aircraft against a two-ship or four-ship
of US aircraft will likely result in losses to the US. The worst case would find Chinese fighters breaking
through distracted combat air patrols to reach US tankers or battlespace control aircraft. While US forces
would most likely prevail, the losses would shock the public and day after day, add up to unacceptable
attrition. The worse this calculation gets over the years, the less the US will be able to balance and deter
in a credible manner.

US Decisions Detracting from Balance and Deterrence

Given the disadvantages in numbers and geography, the US must rely on extremely advanced capabilities
to balance and deter China so that trade relations thrive in a peaceful atmosphere across the Pacific.
Unfortunately, an informed Chinese military expert — or even the most casual observer — could not help
but not that US defense policy has backed away from this strategy over the last two years. Key decisions
stand out:

e Trending away from advanced technology. The articulated policy of seeking 75% solutions
and turning away from so-called “exquisite” capabilities has been set against constant reminders
from senior officials that America’s air and naval assets outnumber others. This pointless bean
counting does little to account for the fact that US air and naval forces must reach far across the
globe to project power. It also does not account for the most basic rule of thumb in military
strategy, which is that the attacking force must outmatch the defender by a factor of 3 or more.
That can be done with superior numbers or superior capability, but it cannot be done with low
numbers and “medium” capability.

e Early termination of the F-22. 187 F-22s under the current program will yield too few for a
Pacific scenario. Consider, for example, that current plans call for just 18 F-22s stationed in
Hawaii with a further two squadrons in Alaska. The F-22 has tremendous ability to outmatch
China’s fighters and torment its surface-to-air missiles, but numbers sufficient for 24-hour
operations are not being bought.

e Discussion of reducing aircraft carrier numbers or capabilities. Although denied, the
discussion of dropping aircraft carrier numbers must read to Pacific allies and adversaries alike
as a sign of weakened commitment.

e No new bomber program. Secretary of Defense Robert Gates terminated the new bomber
program in April 2009. While research is now under way for a so-called “family of systems,” the
fact is that the Pentagon does not have a funded bomber replacement program. That will leave
just 20 B-2s — perhaps 4 to 6 on any given day — available for one of the most difficult deterrence
tasks: holding heavily defended enemy targets at risk.

e Failure to acquire a new air refueling tanker. The delayed tanker acquisition, currently a
result of Pentagon decisions taken in 2008, has put power projection at risk. US and allied joint
forces need tankers with the capacity, range and modern avionics to handle very tough scenarios
in Pacific power projection.

e Slow progress in streamlining military cyberspace operations. While plans have been made
for a US cyber command, the command has not stood up, and many issues remain. One suspects
that the Chinese do not spend any time debating lines of control between active duty, reserve and
intelligence authorities for military cyberspace operations, as we do here. It’s important to get
cyber right but our slow progress does nothing to aid in balancing and deterring.

Taken together, this list stands in stark contrast to the active developments by China over the same period
of time. Hot topics in US defense circles such as counterinsurgency manpower, small UAVs, and
renewable battlefield energy sources have little bearing on deterring China. Unfortunately, sophisticated
discussion of the balance of power in the Pacific takes place only on the margins of US defense dialogue
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today.

Regional Allies

Overall provisions for working with allies and assessing the fine points of the military balance with China
have been given short shrift for many years. While military to military contacts have occurred, along with
visits of senior defense officials, the overall program is not robust enough.

The decline of US military capability in the Pacific as a result of US defense policies has been
noticed by key allies. Australia’s 2009 Defence White Paper pointed out the unprecedented rise of
military power in China and India and acknowledged doubts about the US security commitment to the
region.

The blocked sale of the F-22 to the Japan’s air force foreclosed another opportunity to strengthen
regional conventional deterrence.

Vietnam is increasingly concerned about maritime patrol along its lengthy coast, much of which
faces China. The 1979 Chinese invasion of the so-called “renegade southern province” was a failure but
the lingering threat remains.

Any confrontation with China will put the spotlight on the strength of Taiwan’s military forces.
Taiwan is an important air base. However, its inventory of approximately 300 fighter aircraft is aging.
Taiwan is attempting to acquire new F-16s and this sale would be of benefit to the balance of power in the
region. Beyond this, US policy frowns on visits to Taiwan by senior US military and civilian leadership.
This closes a good avenue for learning more of the intricacies of the region. The atrophy of some basic
military exchanges with Taiwan symbolizes the overall lack of clarity about the military dimension of US
policy in the Pacific.

Conclusion
A peaceful Pacific for the 21* Century depends in my view on the US military’s ability to balance and
deter Chinese military capabilities. The US should maintain the high-end forces capable of putting
China’s strategy at risk. Disparity in power benefits no one.

As General Liu pointed out in his 2005 paper: “The more solid and credible out strategy
deterrence becomes to the United States, the more careful it would be in considering forceful
intervention.” The US and allies must uphold its side of that balance, too.

HEARING CO-CHAIR BLUMENTHAL: Thank you.

I was going to stop you earlier, but it was almost as if [ wrote the
testimony myself. I didn't, just to tell my fellow Commissioners.

COMMISSIONER REINSCH: How do we know that?

HEARING CO-CHAIR BLUMENTHAL: We've never met; have
we, Dr. Grant?

Mr. Hagen. Let's try to stick to the seven minutes, unless I get
carried away.

STATEMENT OF MR. JEFF HAGEN
SENIOR ENGINEER, THE RAND CORPORATION
ARLINGTON, VIRGINIA

MR. HAGEN: I will do my best. Mr. Chairman, members of the
Commission, thank you very much for the opportunity to speak with you
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on this important topic.

As has been discussed, China is simultaneously modernizing
several aspects of its military capabilities in ways that could pose a
unique set of interlocking challenges for the U.S. military operations.

Although armed conflict between the U.S. and China is quite
unlikely because it would be quite mutually destructive, there are
important deterrent and stability reasons for ensuring that the U.S. is
well prepared for a broad range of contingencies involving China.

Research conducted with my colleagues at RAND has highlighted
three particular aspects of Chinese modernization that together hold the
most potential to affect traditional U.S. power projection.

These three modernization thrusts are anti-access threats to U.S.
bases, state-of-the-art surface-to-air missiles, and a fourth generation
air force with precision air-to-air and air-to-ground capabilities.

Before I discuss each modernization effort specifically, it is
important to recall that simply purchasing equipment does not give a
military force an operational capability. Effective testing, ongoing and
realistic training, sufficient support, and robust command and control of
communications must accompany that equipment.

However, recently enhanced training and exercises may be signs
that China has recognized these difficulties and is making efforts to
address them. Despite these efforts, it is interesting to note large
Chinese investments in systems such as ballistic missiles, which do not
require interoperability per se, and which can be quite effective even
when operating a predetermined plan and with little communication from
higher headquarters.

China's inventory of tactical ballistic missiles and ground-
launched cruise missiles is the core of the anti-access threat that it is
creating. These two systems may soon be joined by long-range air
launch cruise missiles and an air force capable of precise air-to-ground
strikes.

Of the six major U.S. airbases in the region, only the most remote,
Andersen Air Force Base on Guam, is currently free from threat.
However, there appear to be signs of cruise missiles being fitted to H-6
bombers that could soon allow them to reach Andersen, and China
clearly possesses the technology to produce conventional ballistic
missiles that could reach Andersen as well.

When we compare the number of missiles required to close bases
with the numbers that are currently being fielded, if China were to take
the step to attack U.S. basing, our forces could face days at a time with
few operating locations near China.

Coupled with anti-ship threats to Navy carrier groups at long
distances, this capability could greatly limit the number of aircraft
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sorties the U.S. is able to generate.

Furthermore, current trends indicate that this threat continues to
increase, both in quantity and in range.

Upgrades of surface-to-air missiles and fighter aircraft are often
grouped together under the term "area denial" to capture the sense of
portions of battlespace being made too risky for U.S. operations.
Although China has not fully modernized its air force, the air defenses
and interceptors it is fielding in increasing numbers will soon pose a
significant challenge to any air mission, particularly if limited U.S.
sorties make large support packages difficult to create.

In the case of a China-Taiwan scenario, a key element of this area
denial capability is that the threatened airspace is not only over Chinese
territory but is being extended over the Taiwan Strait and soon over
Taiwan itself.

This combination of anti-access and area- denial threats, if
accompanied by appropriate training and support, appears quite capable
of affecting traditional U.S. air operations. Whereas, in the past, we
could at least match adversaries in numbers and exceed them in
capability, in the near future, if U.S. basing is attacked, China is likely
to be able to exceed the sorties we can generate and is beginning to
approach the capability of the older fighters that make up the bulk of
our forces.

Perhaps even more concerning than these practical effects is the
destabilizing nature of the Chinese threat matched against traditional
power projection operations.

The typical U.S. military response to rising tensions is to deploy
forces, especially airpower, into the theater to deter and, if necessary,
coerce an adversary. If the U.S. were free to operate from bases near
China, this would likely be the case in the Pacific as well.

Thus, China may feel that its only hope for a victory is to attack
U.S. forces and logistic support as they deploy into theater. The
effectiveness of U.S. airpower coupled with its vulnerability in this
theater has created an incentive for attack rather than stability.

Despite these rather significant obstacles, there are several steps
the DoD can take to mitigate them, offer a robust set of capabilities to
decision-makers and improve deterrence and stability in the region.

First, an expansion in the number of operating surfaces at island
locations near Guam with hardening against rapid and comprehensive
destruction would make a Chinese anti-access strategy much less
effective.

Shelters for parked aircraft, sufficient runway repair teams and
equipment and protected fuel would make these bases more survivable.

Other regional locations outside the main threat radius could
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provide refueling support to fighters operating from this additional
basing.

Second, increasing our long-range strike capability in the near and
mid-terms would allow the U.S. to augment this expanded but still
distant basing.

The effectiveness of the current bomber and submarine fleets
could be increased, particularly by an expansion in the quantities and
capabilities of long-range cruise missiles.

Third, increased coordination between the Air Force and Navy
could pay high dividends given the level of threat and diversity of
operations likely to be needed. For many critical missions, such as
maritime interdiction and base defense, elements from both services may
be needed.

This, in turn, requires that the services integrate at several
different levels and perhaps take on less traditional missions in support
of each other.

And finally, the services should continue modernizing from a
fourth generation to a fifth generation fighter force. Although threat to
bases in this region would seem to call into question large investments
and fighters, the reality is somewhat more complicated.

Modern fighters provide several unique capabilities in both
combat and intelligence gathering, and fifth generation aircraft are both
more survivable and more effective than the current fleet.

This combination means that fewer aircraft are needed to
accomplish the same missions, which is exactly what is needed in the
anti-access situations.

If the U.S. wishes to remain relevant in the Pacific, we likely need
to respond to Chinese modernization in an intelligent and cost effective
way. Any U.S. response should be focused on increasing the deterrent
effect of our force posture and providing decision-makers with a broad
set of stabilizing options when faced with increasing tensions.

If properly done, important U.S. military shortcomings can be
bolstered at reasonable costs and with positive effect on relations in the
Western Pacific.

Thank you very much for your time, and you must have agreed
because you didn't cut me off.

[The statement follows:]’

Panel VI: Discussion, Questions and Answers

HEARING CO-CHAIR BLUMENTHAL: Beautiful. A minuses

> Click here to read the prepared statement of Mr. Jeff Hagen
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both, A’s both. Chairman Wortzel--or sorry--or Chairman Emeritus
Wortzel had a question, and I think he needs to leave after that so he's
going to go first.

COMMISSIONER WORTZEL: Thank you very much, and I want
to thank both of you for some very thoughtful written testimony and
good oral testimony.

But I've got a couple of questions for you, Mr. Hagen, if I might,
and then Dr. Grant, if you want to comment, that would be fine.

First of all, in your testimony, you say that Guam is free from
missile threat, ballistic missile threat. But do you think that's the case
for a conventional warhead on a DF-31? And then if that's, I mean
assuming that's a reasonable capability, not for a DF-5 but for a DF-31,
that leaves Tinian and Saipan and everyplace else just as threatened as
Guam would be.

And then you have another section where you discuss the need for
the ability to attack deeper targets inside China in a case of conflict
with conventional strikes. Now both of those things lead me to
something you don't discuss at all, and so I'm going to invite you to talk
about that.

The DF-31 question was kind of rhetorical. Obviously, it's quite
capable of hitting that place, and it could have a conventional warhead.

You don't talk at all about escalation control. If the United
States and China reach the point that there are DF-31s flying at Guam,
or we have decided through some aspect, a global strike or some other
system, that we're going to strike targets deep in China, how do you
handle escalation control? Is that going to stay a limited conflict? Is it
going to expand across the Pacific into the United States and does it
stay conventional?

MR. HAGEN: Well, let me just address the Guam question first.
Obviously, as I mentioned in my testimony, it's not hard to imagine,
given China's ICBM capabilities, that they could certainly create
ballistic missiles that can threaten Guam.

Obviously, missiles that can reach that range are going to be quite
large and hence expensive, and we'd hope to see that the magnitude of
threat wouldn't be as numerous as it would be at closer ranges.
Typically that's what happens. So the idea of more basing near Guam is
simply to dilute the number of missiles they have. Rather than a single
base facing a hundred missiles, hopefully, you could have four bases
facing 25 missiles. That would be the approach.

But certainly, it's certainly reasonable to expect that there could
be in the future conventional attack capability against that range as
well.
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To address your escalation question, obviously, we've spent the
day today talking about Chinese attacks on Okinawa, Japanese territory,
and now Guam, U.S. territory. Obviously, to a certain extent, even at
this point, escalation has gotten somewhat out of hand; right.

The question is I am not a strategist, I am a military analyst, and
so the question is what would we need to do to prevail in situations
where that basing has been attacked?

Certainly, you would think, and if they're willing to attack Guam,
you would certainly think we might be willing to attack the Chinese
mainland. They're both sovereign territories. So certainly all the
military commanders in the region are very concerned about limiting the
types of strikes that might be required in a situation like that.
Certainly, you would like to restrict them to a relevant AOR as much as
possible. Certainly you'd like to restrict them to military targets to the
greatest extent possible.

But I agree with you. There certainly needs to be more thought
given to exactly how a situation like that would play out. It makes it
difficult. The lack of transparency just on the Chinese system makes it
very difficult to even quite comprehend how they would treat a situation
like that.

HEARING CO-CHAIR BLUMENTHAL: Commissioner Videnieks.

HEARING CO-CHAIR VIDENIEKS: Quick question kind of to
both of you. Dr. Grant, you mentioned in your testimony that the
evaluation of the balance or superiority of influence, call it--should not
be exercised as bean counting.

And then, Mr. Hagen, you say that we may need, on page eight of
your testimony, you say that we need more fifth generation fighters like
the F-22 to maintain a favorable balance.

A favorable balance means air superiority--okay--in the region.
Balance is something parallel on a fulcrum--okay--in the physical sense.
How many fifth generation aircraft would we need to maintain
superiority in such a way as to guarantee stability, I guess? I mean that
question is to you. You're the one, I think, who mentioned the
numbers, that we need more aircraft, and the question is how many?

MR. HAGEN: Sure.

HEARING CO-CHAIR VIDENIEKS: And then how does maybe
one resolve the differences in testimony?

MR. HAGEN: Yes, it's obviously totally situation dependent.
There are obviously smaller conflicts that you can imagine--blockades or
things like that, where you would like to simply help Taiwan maintain
its own air sovereignty. Maybe they don't need any help in a smaller
situation like that. Maybe we're just there to protect our high value
assets and that type of situation.
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There are the more catastrophic situations where the Taiwanese
military has little capability remaining, and we're going to have to do
most of the air sovereignty role over there. If you start to think about
trying to do that job from Guam, which is a very long distance away,
you need several hundred fighters to do that.

You would still be outnumbered over Taiwan in a situation like
that, which is why you'd like the additional capability that the fifth
generation provides you.

HEARING CO-CHAIR VIDENIEKS: So my question was in the
theater is one situation; globally is another situation. Their stated
mission is perimeter. So I guess my question is I seem to agree with
Dr. Grant, that is not a situational bean counting, per se. It's the
objectives as you were saying. Any further comments on it? Do we
need more fifth generation aircraft? Don't we? Or?

DR. GRANT: I would be happy to comment on that. The
terminated F-22 buy clearly leaves us below a JROC approved
requirement for numbers of that platform in the Pacific. As a result, we
need the full planned F-35 buy in order to provide the numbers that
were already planned to go in there.

My colleague is correct in saying that the real numbers are
situation dependent, but we don't want--1 think we have a little bit
perhaps euphemistically used the word "balance"--we don't want balance
in air-to-air; we want superiority. And that means that we need both
the quality and the numbers, and frankly because of what will be a
moderate risk in the F-22 fleet, we have a shortfall, and we therefore
need every last F-35 that we can buy, both for the Air Force and for the
carriers as well.

HEARING CO-CHAIR VIDENIEKS: What would the range be?
How many more fifth generation aircraft would we need? Just maybe
bare minimum and bliss?

MR. HAGEN: As like a total global fleet or just for this
particular?

HEARING CO-CHAIR VIDENIEKS: TI'll say regionally, for the
regional requirements at this point.

MR. HAGEN: Well, our analysis at RAND has indicated that you
would like to be prepared to deploy several hundred fifth gen fighters
into this AOR if necessary.

HEARING CO-CHAIR VIDENIEKS: Thank you.

HEARING CO-CHAIR BLUMENTHAL: Thank you. Thank you
both for the testimony.

So you have this problem with combat range, right, if you're
saying you're basing out of Guam or Tinian or any. [ understand the
logic behind wanting to diversify the basing access, but then you have a
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big problem with range and then needing numbers and tankers and so
forth.

And then you have a problem with carrier, carrier aviation,
because they have to push back, and so you have another problem with
range over there. So what, what is the answer? I mean if you go to just
long-range stand-off aircraft, then you have a problem with allies and
credibility, I think. So when you're in this environment where Kadena
and any other airbase you might fly out of is well within range of even
SRBMs, how do you solve that? How do you solve that puzzle?

DR. GRANT: I want to note one thing, which is that our air
forces collectively, we're very experienced in NATO in the Cold War in
dealing with a very similar threat from the Soviet Union against bases in
Europe right wup against this. And I don't know--the RAND
Corporation, where I once worked for awhile, has considerable studies
on the viability of airbases. We're right to mark that threat, but let's
not rule them out. There are a lot of long runways in the Pacific region.

Our challenge, as my colleague has pointed out, is to adequately
defend them, diversify deployments where necessary, but to prepare to
fight through, and that is why we have emphasized the numbers.

That is also very key in the arena of cyber--the question earlier
about escalation. The first piece of this will be an escalation into a
cyber attack that will attempt to break and disrupt capabilities and also
attempt to eliminate or deny space-based communications in the theater.

So our military is already preparing to fight through with that.
They're going to have to do the same with the bases. and I would not,
therefore, count out the carrier fleets, and we have some extremely
capable air defenses of our own. It's just going to be a situation where
we have to fight through, and that's why we need the quality and the
numbers we've both spoken about.

HEARING CO-CHAIR BLUMENTHAL: Anything to add, Mr.
Hagen, on that?

MR. HAGEN: 1 think, you know, the issues you highlight is why
we talk about doing more in the area of Guam. I mean if you start to
lose that, in addition to bases around Japan, you start to run out of
options rather quickly. You can fly fighters from locations like
Australia, just to take an example, but those would be some of the
longest fighter missions ever flown.

You'd have almost no loiter time over the straits. So having at
least some access to bases near Guam is going to be important and
obviously I agree with Dr. Grant that, you know, there are some things
we can do that aren't huge amounts of money to really help ensure the
access to bases out there.

In terms of what you have to do, you know, the way I like to
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think about the problem is, look, the Chinese military commander has
several courses of action at his disposal. I would like him to go down
the list and say, well, that one is not going to work, that one is not
going to work, boy, the U.S. is ready for that one, that one is not going
to work.

We'd like to have some kind of robust set of capabilities across a
broad range of things that China might choose to do. In the Taiwan
situation specifically, you obviously worry about blockades, both air and
sea. We've talked about TBM attacks on Taiwan. Obviously, we worry
about air attack against Taiwan, and then we all worry about an
amphibious invasion against Taiwan at some point perhaps.

One of the more difficult--obviously, the TBMs are very difficult
to go after--mobile targets. You start to think about going after the
infrastructure of the whole TBM--reloads and command and control,
things like that.

In terms of air attacks against Taiwan, which quite frankly is the
center of gravity-- right--I mean the TBMs is a thousand weapons.
They're about 1,000 pound bombs. They're not terribly accurate. You
know, in the sense of historic strategic bombing campaigns, that's really
not much at all.

The center of gravity turns into the aircraft attacks, and you
really have to think about suppressing some of their airbases, and so as
you can see from my comments, we're in this world of thinking about
what kind of targets on the Chinese mainland do we have to strike?

HEARING CO-CHAIR BLUMENTHAL: Just a quick follow-up.
You mentioned NATO. There's a lot of capability among our allies in
the Asia-Pacific. Do either of you assume allied partnership in any
conflict? It seems like we're so fragmented on our allies. We don't
know how to assess the balance if you add the allied capability in, in
TAC air and other kinds of airpower.

DR. GRANT: I'm not sure that we've formally added in enough,
and we probably need a better policy to understand what we expect from
our allies and to guide our relationships and military sales accordingly,
but I think we're certainly counting on some participation from that
quarter, and there are some very capable air forces in the Pacific that
could be very key partners depending on the situation.

MR. HAGEN: Yes. Japan, obviously, has a very capable military.
They could obviously contribute to a lot of air defense missions.
Obviously, the politics are quite complicated as we're currently seeing.
Obviously, the Taiwanese military is quite capable in many aspects.
There are things that they could do differently perhaps to be better, to
ease some of our burden, but that's obviously up to them.

Other partners in the region, you just start to worry about how
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much, again, I'll just go back to my experience as a military analyst, in
terms of robustness, being prepared for--I don't want to call it the worst
case, but you have to be prepared for a lot of different cases, and it's
just difficult to depend on basing access and other types of support in a
conflict here.

Countries in that region may just want to be studiously neutral in
any kind of conflict here. So--

HEARING CO-CHAIR BLUMENTHAL: Well, then they're not
allies. But anyway, Pat.

COMMISSIONER MULLOY: Thank you, Mr. Chairman.

Dr. Grant, you're part of the Lexington Institute.

DR. GRANT: Just a correction. Of the Mitchell Institute of the
Air Force Association.

COMMISSIONER MULLOY: Okay. Now, in your testimony on
page one, you talk about "woe to any of us who believe that trade
inoculates nations against war and conflict."

I remember ten years ago, the President's National Security
Advisor Sandy Berger said that it was, quote, "in our national security
interests to bring China into the WTO," because he thought bringing
them into the global economic system was very important in terms of
keeping them behaving properly, et cetera.

And you're saying that doesn't inoculate you. Your institute--Dr.
Loren Thompson wrote a recent study--are you familiar with that study-
-about the decline of the American defense industrial Base?

We've had testimony before this Commission that the Chinese have
some policies in place to incentivize American corporations to move
manufacturing from here to there, and once the manufacturing begins to
move, the R&D associated with manufacturing moves, and that this
hurts our overall economic base but also our defense industrial base.

Do you think that's a correct view?

DR. GRANT: There's no question but that Chinese manufacturing
plays a major role. I would add to your examples the fact that China
has made quite a lot of progress in smart grid technologies and in wind
power.

The reason I flagged this in my testimony really was a little
different, and that is to make the point that sometimes we become so
enmeshed in our discussions of China and trade, and we know it is an
important global partner, that I feel sometimes preempts or removes the
legitimacy from the discussion of the military relationship as well.

And I wanted to make the point to the Commission that while we
have our economic relationship, which I hope will grow and prosper,
that we also have a military relationship, and it is increasingly hard, I
find in this town, but not in this room, to discuss the specifics of that,
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and you will often hear experts say it's not--discussing deterring China
is not a legitimate scenario because we trade with them.

And that is why I point out that many trading partners, such as
the belligerents of World War I, have gone into pretty serious conflict
with each other.

COMMISSIONER MULLOY: I think that's very helpful. And
then you further say that, you know, that "our policy for balancing and
deterring China's military power is in disarray."

What do you think would be a realistic--I hear the same thing.
We have this economic relationship, we don't want to talk about these
other issues because we're in favor of an engagement policy with China.

You point out that our policy is in disarray. What do you think
our policy in integrating all of this should be? Do you have ideas of
what we should be doing?

DR. GRANT: I would say two steps, and the first is to clarify our
military and strategic policies, to clarify what, that we will deter China,
and what we will do in order to do that, instead of simply dismissing
that scenario or focusing on other elements of our defense policy. Our
defense policy is not complete until we lay out a clear strategy for
deterring China.

Secondly, how to integrate those two. Very much so that will
become, I think, a major task of our State and Defense and Commerce
and other departments throughout this century. I think we as Americans
are going to have to live with the duality of deterring a trade partner,
something that we have not much had to do certainly in my lifetime.
You're either good or bad; we trade or don't trade. And we need to
learn to live with the complexity, that is, it is a rising and powerful
China.

COMMISSIONER MULLOY: Do you have anything to add to
that, Mr. Hagen?

MR. HAGEN: 1 don't. I don't.

COMMISSIONER MULLOY: Okay. Thank you. Thank you very
much.

HEARING CO-CHAIR BLUMENTHAL: Thank you very much to
our panelists. It was a terrific end, right on time. Thank you to the
Commissioners for good questions, and thank you, again, very much to
the staff without whom this couldn't have happened, and to my co-chair,
Peter Videnieks. Thanks. We're adjourned.

COMMISSIONER MULLOY: Thank the Chairman and the Vice
Chair of the hearing for a great job. Thank you.

[Whereupon, at 4:00 p.m., the hearing was adjourned.]
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD
Statement of Phil Gingrey, a U.S. Representative from the State of Georgia

Commissioner Videnieks, Commissioner Blumenthal, and Members of the Commission, I
appreciate this opportunity to testify before you today and would once again like to
commend you for the important work of the Commission in analyzing the economic and
security relations between the U.S. and China. Accordingly, I am pleased to be able to
share my thoughts with you especially as the Co-Chair of the House of Representatives
Taiwan Caucus.

Your hearing today on China’s Military Aerospace and Commercial Aviation Capabilities
is a critically important topic that provokes not only questions of Asian regional relations
but also of U.S. aerospace superiority.

There is an old saying that “good fences make for good neighbors.” Well, I would like to
offer a variant of that saying: “good defenses make for good neighbors.” Establishing
defensive parity among nations has been one mechanism to prioritize diplomatic
interaction over military recourse. As we look to Eastern Asia, the explosive growth of
China and its increasing investment in its military necessitates our consideration of the
defensive capabilities of their neighbors. I do not say this to ascribe motive or impugn the
actions of China, but rather, I say this because again, the preservation of defensive parity is
key to preserving peaceful interactions in all regions of the world.

These sales are critically important for several reasons. Outside of the F-16, Taiwan’s
current fleet consists of F-5s, Indigenous Defense Fighters, and Mirage 2000 Fighters.
The F-5s are aging rapidly, while the Mirage 2000 fleet will have to be retired in 2010 due
to the lack of affordable spare parts. The Indigenous Defense Fighters are expected to
reach the end of their service life by 2020. Without new F-16s, in the next 5 years the
Taiwanese fleet will be reduced by 120 aircraft. It is clear that new F-16Cs would enable
Taiwan to maintain a sufficient self-defense and ensure cross-strait stability through air

parity.

Further, we must not only work to ensure cross-strait stability, but regional stability as
well. One way to accomplish this is by exploring the sale of the F-22 Raptor to Japan.

This makes sense for several reasons, mainly because we know other regional powers —
namely the Chinese and the Russians —are currently test flying and committed to fielding
the T-50, which is quite obviously an F-22 Raptor-like aircraft. In the past, the top
admiral in the Chinese navy discussed their development of a stealthy fighter capable of
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supercruise. Further, sophisticated and highly lethal missile systems such as the SA-20
and S-300/400 are proliferating worldwide.

Additionally, since the United States is poised to terminate F-22 production nearly 200
aircraft shy of the Air Force’s validated requirement for 381 Raptors, a Japanese Self
Defense Air Force equipped with an FMS version of the F-22 would demonstrate, without
question, our real commitment to a key ally, Japan, while allowing the U.S. to position
more of our limited USAF F-22 fleet in other areas.

Ultimately, foreign sales of the F-16 and the F-22 to our allies in the region will help to
preserve a military balance of power in the region that will actually do more to preserve
peace and foster cooperation than to upset it. Further at a time of growing U.S. deficits,
foreign sales are a pragmatic approach to preserving this balance of power in the region
without doing so at the cost of the American taxpayer.

In conclusion, I want to again thank this Commission for its work and express my
optimism that the fruits of its labor will promote sound and solid policymaking here in
Washington. Thank you.

PUBLIC COMMENT |as received]

We need to cut out most trade with china. they are sending us poison after poison after poison.
their actions have cost many many american companies to go out of business. the trade with
china is hurting the united states. we need to make more products here in america. we have the
right to do that. stop all the ships cming from china to america. they are a very bad society, and
kill people at the drop of a hat. they are also brutal to animals. we should not be relying on this
country. such reliance is extremely bad for america, which must make itself strong. if we dont, i
see an end to america. we are pursuing very very poor govt policies these days. cut the trade
with china. now.

jean public 8 winterberry court whitehouse station nj 08889
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