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THE CHINESE VIEW OF STRATEGIC COMPETITION WITH THE UNITED STATES

THURSDAY, JUNE 24, 2020

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION
Washington, DC

The Commission met in Room 233 of Hall of the States Building, Washington, DC and via
videoconference at10:00 a.m., Commissioner Roy Kamphausen and Commissioner Kenneth
Lewis (Hearing Co-Chairs) presiding.

OPENING STATEMENT OF COMMISSIONER ROY KAMPHAUSEN
HEARING CO-CHAIR

COMMISSIONER KAMPHAUSEN: Good morning, and welcome to the sixth hearing
of the U.S.-China Economic and Security Review Commission’'s 2020 Annual Report cycle.

My name is Roy Kamphausen. I'm Co-Chair of this hearing with Commissioner Ken
Lewis.

Thank you all for joining us, and a special thanks to our witnesses for the time and effort
they have put into their testimonies.

I would also like to thank the Senate Recording Studio for enabling us to livestream this
event.

This is our first hybrid hearing in which some of our panelists and commissioners appear
in person and others will testify and appear as commissioners via Webex.

Before | give my opening statement, | would like to acknowledge our 2020 Report Cycle
Chair, Commissioner Robin Cleveland.

CHAIRMAN CLEVELAND: Thank you. I'm delighted to be here and look forward to a
terrific hearing.

COMMISSIONER KAMPHAUSEN: Thank you, Commissioner Cleveland.

In its 2017 National Security Strategy, the Trump administration labeled China a
revisionist power that was engaged in a great power competition with the United States. This
determination broke from the approach to U.S.-China relations pursued by administrations from
both political parties since the normalization of bilateral relations more than 40 years ago.

Even after the Tiananmen Square massacre in 1989, successive U.S. administrations
sought to engage with China, ultimately championing China's accession to the World Trade
Organization in 2001. Parsing the strategic, human rights, democracy enlargement, and trade
rationales for engagement are beyond the scope of this hearing, but are nevertheless worthwhile
exercises to examine the premises and assumptions that framed previous decisions.

The principal effort of today's hearing, however, is to better understand Chinese
perspectives on this competition. Indeed, viewing the U.S.-China relationship as fundamentally
competitive is not at all new to leaders in Beijing. In fact, China has been engaged in this
strategic competition since long before the United States acknowledged that such a competition
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was underway.

In Beijing's view, the normalization of Sino-American ties during the Cold War was only
a short-term tactical shift to counter the threat posed to China by the Soviet Union. None other
than Premier Zhou Enlai, speaking at the outset of U.S.-China rapprochement in 1973, shed light
on the instrumental nature and long-term goal of this strategy. Speaking to high-ranking cadres,
Zhou quoted Lenin, "There are compromises and compromises,” he said. "One must learn to
distinguish between a man who gave the bandits money and firearms to lessen the damage they
can do and facilitate their ultimate capture and execution and a man who gives bandits money
and firearms in order to share in the loot."

In Zhou's estimation, China's cooperation with the United States belonged to the former
category, suggesting that China was willing to cooperate with the United States in the near term
due to its temporary weakness, but only so as to ultimately return to its original goal: the defeat
of their erstwhile American partners. Indeed, the essence of the "tao guang yang hui,” "hide
one's capabilities and abide one's time" approach, as enunciated by Deng Xiaoping in the early
1990s, is consistent with that line of thinking.

After the collapse of the Soviet Union, U.S.-China ties deepened with the two sides
developing a complex and multi-tiered economic and cultural interdependence. Expanding
exchanges of goods and services and people, however, did little to alter Chinese leaders'
adversarial view of the United States and its role in the world.

In 1993, then-CCP General Secretary Jiang Zemin declared the United States to be
China's main adversary in international affairs due to its position as the world's most powerful
nation and its attitude of hegemonism toward China. Jiang said that he expected the United
States to remain China's primary strategic opponent for a long time to come.

Nor did this view change following China's accession to the World Trade Organization.
In a 2006 speech, the Chinese diplomats' then-top leader, Hu Jintao, reiterated that the United
States remained China's primary adversary in international dealings. He further warned of
attempts by outside enemy forces to Westernize and divide China, stir up domestic social unrest,
and ultimately carry out regime change.

In recent years, it appears those views have only hardened further. Last year, General
Secretary Xi Jinping declared that China was now engaged in a new long march and a wide-
ranging struggle spanning the economic, political, cultural, foreign policy, and military domains.
In Xi's view, this struggle will last until at least the middle of the century.

The evidence suggests that the People's Republic of China, even from the inception of
U.S.-China diplomatic relations, has held competitive views about the United States. Recent
developments indicate that Beijing has largely abandoned efforts to cloak its ambition. Indeed,
in the 2018 report from this very Commission, we declared the formal end of China's pursuit of a
hide and bide effort vis-a-vis competition with the U.S.

These recent changes in China's approach have caught many in the U.S. off guard. Some
of the emotional reactions to China's competitive impulses are surprise at unmasked Chinese
ambition, as though China's impulses are a new phenomenon. This lends impetus to the urgency
of articulating a coherent approach to the future of U.S.-China relations.

To be sure, Americans might rightfully blanch at the prospect of committing to a
competition with a country possessed of a strongly oppositional political, economic, and
ideological system. Indeed, the urge may be strong to identify a single exquisite solution to the
challenge or to seek victory within the span of the next election cycle. These are false hopes.
This is a generational challenge, unavoidable and necessary.
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The necessity of taking up the challenge is confirmed by the open and deep-seated
hostility of China's leaders to the United States. What is essential, then, is a carefully planned,
long-term strategy firmly implemented over successive administrations and supported by both
political parties. This realistic approach to strategic competition is also the most necessary, and
ultimately likely to be the most effective.

By better understanding how Beijing intends to approach strategic competition, we hope
our hearing today will help U.S. policymakers, especially members of the United States
Congress, outline and implement such a strategy.

I now turn the floor over to my distinguished colleague and Co-Chair for this hearing,
Commissioner Ken Lewis, who will discuss the economic dimension of U.S.-China competition.

Thank you.
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PREPARED STATEMENT OF COMMISSIONER ROY KAMPHAUSEN
HEARING CO-CHAIR

Good morning, and welcome to the sixth hearing of the U.S.-China Economic and Security
Review Commission’s 2020 Annual Report cycle. Thank you all for joining us, and a special
thanks to our witnesses for the time and effort they have put into their testimonies. | would also
like to thank the Senate Recording Studio for enabling us to livestream this event.

In its 2017 National Security Strategy, the Trump Administration labeled China a “revisionist
power” that was engaged in a “great power competition” with the United States. This
determination broke from the approach to U.S.-China relations pursued by administrations from
both political parties since the normalization of bilateral relations more than 40 years ago. Even
after the Tiananmen Square massacre in 1989, successive U.S. administrations sought to engage
with China, ultimately championing China’s accession to the World Trade Organization in 2001.
Parsing the strategic, human rights, democracy enlargement, and trade rationales for engagement
are beyond the scope of this hearing, but it is always a worthwhile exercise to examine the
premises and assumptions that framed previous decisions.

Nevertheless, the principal effort of today’s hearing is to better understand Chinese perspectives
on this competition.

Indeed, viewing the U.S.-China relationship as fundamentally competitive is not at all new to
Chinese leaders in Beijing. In fact, China has been engaged in a strategic competition since long
before the United States acknowledged that a competition was underway. In Beijing’s view, the
normalization of Sino-American ties during the Cold War was only a short-term, tactical shift to
counter the threat posed to China by the Soviet Union. None other than Premier Zhou Enlai,
speaking at the outset of U.S.-China rapprochement in 1973, shed light on the instrumental
nature and long-term goal of this strategy.

Speaking to high-ranking cadres, Zhou quoted Lenin. “There are compromises and
compromises,” he said. “One must learn to distinguish between a man who gave the bandits
money and firearms to lessen the damage they can do and facilitate their [ultimate] capture and
execution, and a man who gives bandits money and firearms in order to share in the loot.”" In
Zhou’s estimation, China’s cooperation with the United States belonged to the former category,
suggesting that China was willing to cooperate with the United States in the near term due to
temporary weakness, but only so as to ultimately return to its original goal: the defeat of their
erstwhile American partners. Indeed, the essence of the Tao Guang Yang Hui (hide one’s
capabilities and bide one’s time) approach, as enunciated by Deng Xiaoping in the early 1990s,
is consistent with that line of thinking.

After the collapse of the Soviet Union, U.S.-China ties deepened, with the two sides developing
a complex and multitiered economic and cultural interdependence. Expanding exchanges of
goods, services, and people, however, did little to alter Chinese leaders’ adversarial view of the
United States and its role in the world. In 1993, then CCP General Secretary Jiang Zemin
declared the United States to be China’s “main adversary in international [affairs]” due to its
position as the world’s most powerful nation and its attitude of “hegemonism” toward China.
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Jiang added that he expected the United States to remain China’s primary strategic opponent for
a long time to come.

Nor did this view change following China’s accession to the World Trade Organization. In a
2006 speech to Chinese diplomats, then top leader Hu Jintao reiterated that the United States
remained China’s “primary adversary ... in international dealings.”" He further warned of
attempts by “outside enemy forces” to Westernize and “divide” China, stir up domestic social
unrest, and ultimately carry out regime change.

In recent years, it appears those views have only hardened further. Last year, General Secretary
Xi Jinping declared that China was now engaged in a “New Long March” and a wide-ranging
“struggle” spanning the economic, political, cultural, foreign policy, and military domains. In
Xi’s view, this struggle would last until at least the middle of the century.

The evidence suggests that the People’s Republic of China, even from the inception of U.S.-
China diplomatic relations, has held competitive views about the United States. Recent
developments indicate that Beijing has largely abandoned efforts to cloak its ambition. Indeed, in
the 2018 Report from this very Commission, we declared the formal end of China’s pursuit of a
“hide and bide” effort vis-a-vis competition with the United States.

These recent changes in China’s approach have caught many in the U.S. off guard. Some of the
emotional reactions to China’s competitive actions can be traced to surprise at unmasked
Chinese ambition, as though China’s competitive impulses are a new phenomenon. This lends
impetus to the urgency of articulating a coherent approach to the future of U.S.-China relations.
To be sure, Americans might rightfully blanch at the prospect of committing to a competition
with a country with a strongly oppositional political, economic, and ideological system. Indeed,
the urge may be strong to identify a single exquisite solution to the challenge, or to seek victory
within the span of the next election cycle. These are false hopes. This is a generational challenge,
unavoidable and necessary.

The necessity of taking up the challenge is confirmed by the open and deep-seated hostility of
China’s leaders to the United States. What is essential is a carefully planned, long-term strategy,
firmly implemented over successive administrations and supported by both political parties. This
realistic approach to strategic competition is also the most necessary, and ultimately likely to be
the most effective.

By better understanding how Beijing intends to approach strategic competition, we hope our
hearing today will help U.S. policymakers, especially Members of the U.S. Congress, outline and
implement such a strategy.

I will now turn the floor over to my colleague and co-chair for this hearing, Commissioner Ken
Lewis, who will discuss the economic dimension of U.S.-China competition.

Zhou En-Lai, “Report to the Tenth National Congress of the Communist Party of China,” August 24, 1973.
i Hu Jintao, “The International Situation and Our Diplomatic Work,” August 21, 2006.
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OPENING STATEMENT OF COMMISSIONER KENNETH LEWIS
HEARING CO-CHAIR

COMMISSIONER LEWIS: Thank you, Commissioner Kamphausen, and good morning
to everyone.

Thank you to our expert witnesses who will provide very outstanding testimony to inform
and educate all of us about what's happening with this strategic competition.

As Commissioner Kamphausen has indicated, the U.S. strategic competition with China
occurs across many domains and is notably economic, political, and military. Of these domains,
however, it is Chinese economic strength that serves as the foundation from which all other
sources of strength are generated.

When China joined the World Trade Organization in December 2001, the United States
gross domestic product was $10.6 trillion and China's gross domestic product was $1.6 trillion.
At that time, the United States had a trade deficit with China of $83 billion with $102 billion in
exports from China and $19 billion in imports to China.

By 2019, only 20 years later, last year, the U.S. gross domestic product had doubled to
$21 trillion, an increase of about 100 percent. In that same period of time, however, the Chinese
gross domestic product had increased from $1.6 trillion to $14 trillion, a dramatic increase of
nearly 800 percent. The U.S. trade deficit with China also increased to $345 billion with $452
billion imports from China and only $106 billion exports to China.

The U.S.-China economic relationship represents an extraordinary contradictory and
conflicted history. On the one hand, with the growth in the Chinese economy following China's
accession into the World Trade Organization, the Chinese Communist Party has presided over
the largest economic expansion in human history, causing millions of people to no longer be in
poverty. U.S. companies realized extraordinary expansion in their business and profits, and U.S.
consumers enjoyed lower prices on everyday goods largely imported from China.

These benefits, however, came at a price for both Chinese and U.S. citizens. Chinese
citizens did not gain greater political freedom and civil liberties, and China did not become a
responsible stakeholder in the international system, both politically and economically, as many in
the United States had hoped and expected when China joined the World Trade Organization.

At the same time, rising imports from China displaced many U.S. workers, delivering a
hit to the U.S. manufacturing employment. This manufacturing shift left gaps in many U.S.
cities and in the U.S. economy. And at the same time, this gave rise to a military and
geopolitical adversary.

China's clout has allowed Beijing to gain leverage abroad. China is now the second
largest economy in the world, based on gross domestic product. It is the largest global
manufacturer, the largest merchandise trader, and the largest holder of foreign exchanges
reserves.

Contributing to this noteworthy economic growth was a series of industrial policies
designed to guide resources and investment in state-directed industries. As the Chinese economy
has moved up the global value chain, Beijing's industrial plans have become targeting of high-
end technologies that are critical to the Chinese economy and to the Chinese military, including
semiconductors, energy storage technologies, and aerospace.

As China becomes increasingly aggressive in wielding its economic power, U.S.
policymakers have become alarmed at the degree of U.S. dependence on Chinese manufacturing.
The COVID-19 endemic revealed one of the most striking examples of this dependency.
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In 2019, China accounted for 70 percent of the United States imports of protective
clothing and medical textile materials used in face masks. More importantly, the United States is
heavily dependent on drugs and pharmaceuticals sourced in China. The United States and our
drug industry is no longer able, for example, to produce antibiotics and penicillin. We are now
relying on Chinese companies for the active pharmaceutical ingredients needed to produce
penicillin and other lifesaving drugs.

Addressing the supply chain dependencies on China will require hard choices about the
type and extent of productions that the United States takes from a source that is increasingly
adversarial and competitive. Looking to the future of U.S.-China relations will require a re-
imagination of the U.S. economy.

ur first panel today will address Beijing's response to defeat the competition with the
United States in the economic, military, and diplomatic domains.

Before we begin, however, | want everyone to know that today's hearing, testimony, and
transcripts will be posted on our website at uscc.gov.

Please also mark your calendars for our final hearing that will take place on September 9,
which will review the U.S.-China relations in this eventful year.

Thank you again for joining us today.
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PREPARED STATEMENT OF COMMISSIONER KENNETH LEWIS
HEARING CO-CHAIR

Thank you, Commissioner Kamphausen, and good morning, everyone. Thank you to our
witnesses for the time and effort they have put into their excellent testimonies—to help inform
and educate all of us.

As Commissioner Kamphausen indicated, the U.S. strategic competition with China occurs
across many domains, most notably economic, geopolitical, and military. Of these domains,
however, it is China’s economic strength that serves as the foundation from which other sources
of strength are generated.

When China acceded to the WTO in December 2001, the U.S. GDP stood at $10.6 trillion and
China’s GDP was $1.6 trillion. At that point, the US merchandise trade deficit with China was
$83 billion, with $102 billion in imports from China and $19 billion in exports to China.

By 2019, nearly 20 years later, the U.S. GDP had doubled to $21 trillion, an increase of about
100 percent. In that same period, China’s GDP jumped from $1.6 trillion to $14 trillion, a
dramatic increase of nearly 800 percent. The U.S. merchandise trade deficit with China increased
to $345 billion, with $452 billion in imports from China and only $106 billion in exports to
China.

The U.S.-China economic relationship presents a contradictory and conflicted history. On the
one hand, with the growth in the Chinese economy following China’s WTO accession, the CCP
has presided over the largest economic expansion in human history. U.S. consumers enjoyed
lower prices on goods imported from China, and U.S. corporations enjoyed exceptional
expansion and profits. New York Federal Reserve branch economists estimate U.S.
manufactured goods prices fell by 7.6 percent between 2000 and 2006 alone.

These benefits, however, came at a price for both Chinese and U.S. citizens. Chinese citizens did
not gain greater political freedoms or civil liberties, nor did China become a “responsible
stakeholder” in the international system, as many in the United States had hoped. At the same
time, rising imports from China displaced U.S. workers, delivering a hit to U.S. manufacturing
employment. This manufacturing shift left gaps in the U.S. economy and profoundly dislocated
U.S. communities. It has also given rise to a military and geopolitical adversary.

China’s economic clout has allowed Beijing to gain leverage abroad. China is now the second
largest economy in the world by GDP. It is also the largest global manufacturer, merchandise
trader, and holder of foreign exchange reserves. Contributing to this noteworthy economic
growth were a series of industrial policies designed to guide resources and investment in state-
directed industries. As its economy has moved up the global value chain, Beijing’s industrial
plans have increasingly targeted high-end technologies critical to both China’s economy and its
military, including semiconductors, energy storage technologies, and aerospace. Beijing’s 14th
Five Year Plan, expected next year, is likely to redouble these efforts.

As China becomes increasingly aggressive in wielding its economic power, U.S. policymakers
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have grown alarmed at the degree of U.S. dependence on Chinese manufacturing. The COVID-
19 pandemic revealed one of the most striking examples of this dependence. In 2019, China
accounted for over 70 percent of U.S. imports of protective medical textile materials, such as
face masks. More broadly, the United States is heavily dependent on drugs and pharmaceutical
inputs sourced from China. The U.S. generic drug industry is no longer capable, for example, of
producing certain critical antibiotics such as penicillin. Instead, we rely on Chinese companies
for the active pharmaceutical ingredients needed to produce this and other life-saving drugs.

Addressing U.S. supply chain dependencies on China may require hard choices about the extent
and type of production the United States can afford to source from a country acting in
increasingly competitive and even adversarial ways. Increasingly, looking to the future of U.S.-
China relations calls us to reimagine the future U.S. economy.

Our first panel today will assess Beijing’s approach to strategic competition with the United
States in the economic, military, and diplomatic domains.

Before we begin, | want to let everyone know that today’s testimonies and transcript will be
posted on our website at uscc.gov. Please also mark your calendars for our final hearing of 2020
to take place on September 9, which will review U.S.-China relations in this eventful year.

Thank you, again, for joining us today. With that, we will proceed with our first panel.
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PANEL I INTRODUCTION BY COMMISSIONER KENNETH LEWIS

And with this, we will proceed with our first panel.

We will start with Professor Barry Naughton, who is actually now in San Diego. He is
the So Kwanlok Chair of Chinese International Affairs at the University of California in San
Diego's School of Policy and Strategy. Professor Naughton is an authority on the Chinese
economy, with special emphasis on issues relating to industry, trade, finance, and China's
transition to a market economy and decoupling. He's the author of the fundamental textbook,
The Chinese Economy: Adaptation and Growth, and he is currently working on a book about
Chinese industrial policies.

Professor Naughton will discuss and address China's views on the United States'
economic and technological competition, as well as its approach to economic competition,
decoupling, and the dominance of the global supply chains for goods.

Then, we'll hear from Dr. David Finkelstein, the Vice President, the Center for Naval
Analyses, CNA. He is the Director of CNA's China and Indo-Pacific Security Affairs Division.
Dr. Finkelstein is a renowned expert on China's defense. He's a retired Army officer and is the
editor of numerous volumes about the People's Liberation Army. He is a member of the
National Committee on U.S.-China Relations and the International Institute for Strategic Studies.

Today, Dr. Finkelstein will speak to China's views on the United States as a military
adversary and the strategy from Beijing in military competition.

Finally, we'll hear from John Pomfret, who is also now in California, a writer and former
Beijing Bureau Chief for The Washington Post. He is the author of the acclaimed book, The
Beautiful Country and the Middle Kingdom: America and China, 1776 to the Present. He has
won awards for his reporting on Asia, specifically the Osborn Elliott Prize. Mr. Pomfret was one
of the first students to go to China after normalization occurred, and he was expelled from China
after the Tiananmen Square massacre in 1989.

He will address China's views on the United States as a diplomatic and ideological
competitor, as well as its strategy for engaging in diplomatic and ideological competition.

Thank you all very much for your testimony. I'd like to remind you to keep your
testimonies to seven minutes.

Professor Naughton, we'll begin with you.
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OPENING STATEMENT OF BARRY NAUGHTON, SO KWANLOK CHAIR OF
CHINESE INTERNATIONAL AFFAIRS, SCHOOL OF GLOBAL POLICY AND
STRATEGY, UNIVERSITY OF CALIFORNIA SAN DIEGO

DR. NAUGHTON: Hello from California, and it's a great honor to be in this
distinguished company and testifying before this committee.

It's clear, of course, that Chinese leaders see themselves as being in economic and
technological, and indeed strategic, competition with the United States. We can say that the
drive to catch up and surpass developed countries has been a constant theme for Chinese
policymakers since the very formation of the People's Republic of China in 1949.

But we should distinguish carefully between the years before and after a turning point
that's hard to pin down, but roughly about 2006. Because in the 15 years since 2006, China has
steadily shifted toward a more interventionist approach in the economy and a more directly
competitive approach toward the United States internationally.

Now, if we look at the continuities first, | mean, China is ambitious, tends to benchmark
itself against the best, which has certainly meant the United States traditionally. And influenced
by their own authoritarian and hierarchical political system, the Chinese certainly tend to see the
international order as also being hierarchical, with the U.S. as the dominant power and the older
brother. So, I think we could say that Chinese strategic thinking has long since anticipated the
idea that, as China grew, there would be a time when there would be a clash between China and
the United States, not necessarily a military clash, but a kind of struggle for dominance.

But we have to say that, before 2005, there wasn't really any kind of coherent plan for
this and certainly not a target to displace the United States in certain industries. In fact, up
through this time, Chinese five-year plans and industrial policies consistently failed. Not
surprising, really. The authoritarian party state is not really very good at foreseeing the future.
They're certainly not as good as us.

But, without a plan, they still had what we might call a strategy of preparation, or what
we might think of as strategic opportunism. And over the last 15 years, we've seen them adapt to
their understanding of the strategic opportunity. | think of it in sort of three waves.

In the first wave, China started to go beyond passive acceptance of incoming foreign
investment, began to insist on control of core technologies and investment in indigenous
innovation.

After 2010, they developed this program for strategic emerging industries, which, for the
first time, was really a true industrial policy in the sense that they targeted specific industries.
But the ones that they chose were specifically those where there wasn't an existing incumbent.
In other words, solar power, electric vehicles, biomedical engineering, areas where they could
establish their firms in a dominant position. So, this is the first time where surpassing starts to
become more important than catch-up.

But most important, after 2016, China's policymakers really bought into the idea that a
new cluster of technological change, a new technological revolution, was going to change
everything, including the global order and the relative distribution of power among nations. As
they themselves put it, a cluster of revolutionary new technologies that are intelligent, green, and
ubiquitous are reshaping the global competitive landscape and changing the relative strength of
nations, giving us a rare historical opportunity to catch up and surpass. So, it's this conjunction
between strategic opportunity and technological opportunity that defines the current moment and
the current competition.
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Chinese leaders believe that they have a unique ability to combine the unified
management of the internet, sensors, telecom, Smart City networks, all driven by artificial
intelligence. They know that the U.S. is ahead technologically in each one of these individual
sectors, but they think their system gives them the ability to pull these together into smart
networks in a way that they don't see the U.S. doing for quite a while.

And so in pursuit of this, since 2006 but especially 2016, we see them greatly increasing
the number of targets and specific objectives. They're not really plans, but they are important
signals to their actors. We see a steady and massive increase in the financial commitment of the
Chinese government, and we see them attempting to develop a new model where what they think
is, they think they're combining a market economy with government steerage. And they think
this is going to be the most effective way to leap ahead of the United States.

And this leads them to embrace all kinds of different participants. They emphasize state-
owned firms, but they're just as happy to embrace private national champions as well.

So, when you put these all together, they see a historic opportunity for their firms and
their country to leap ahead. China is a long-term challenger with a formidable capability. We
need a steady and consistent long-run strategy in line with our allies to show China that their
conception of this strategic opportunity is mistaken.

The area of competition is not so much any one specific industry, but rather the ability to
govern and make attractive massive interacting networks that need standards and that need
coordination, and need to be attractive between the United States and our allies, to show China
that its attempt to disrupt the global economic system, the global information system, will not
prevail.

And finally, I think we need to do a better job of following the money and watch the
massive injection of resources that the Chinese government is making, an injection of resources
that just wouldn't be possible in a political system where there's oversight about the way leaders
spend money.

I'll stop there and look forward to the question and answer period.
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Barry J. Naughton

Professor, School of Global Policy and Strategy, University of California, San Diego
“Testimony before the U.S.-China Economic and Security Review Commission”

Hearing: “The Chinese View of Strategic Competition with the United States”

This testimony follows the format of the six questions proposed by the Committee, slightly
rearranged.

1. Does China view itself as in an economic and technological competition with the United
States? If so, how has its approach evolved over the past 15-20 years? Please address the impact
of recent U.S.-China trade tensions.

Chinese leaders certainly see themselves as being in economic and technological competition
with the United States. The drive to “catch up and surpass” developed countries has been almost
constant in Chinese policy-making since the foundation of the People’s Republic in 1949. In
1958, China adopted the target of catching up with the U.S. in steel production in fifty years.
Although this (Great Leap Forward) push collapsed and China retreated into near-isolation
during the Cultural Revolution (1966-1976), the desire to surpass always closely follows the goal
of catch-up.

In1978, China discovered that it was in fact hopelessly behind the US; had lost ground in relative
terms over the preceding 20 years; and would take a long time to catch up. Direct competition
was de-emphasized and “catch-up” was repositioned as a distant future objective. During the
1980s and 1990s, traditional five year plans repeatedly failed, and policy-makers sensibly scaled
back the process, prioritizing economic reforms and growth-by-any-means. This policy
orientation culminated during the Premiership of Zhu Rongji (1998-2003), the recent Chinese
leader most committed to market institutions. Foreign investment was the main source of
technology transfer, economic reform was the primary goal of policy-makers, and WTO
membership was seen as a culmination of a process of domestic institutional change. At first, the
subsequent Hu Jintao-Wen Jiabao administration (2002-2012) seemed set to maintain this policy
orientation. However, things began to change immediately after 2006. Under question two, I
will show how during the 15 years since 2006, China has steadily shift towards a more
interventionist approach to the economy and a more directly competitive approach toward the
US. To understand this shift, though, we should acknowledge the elements of competition that
were present, but submerged, in the relationship through the twenty years before 2005.

China is ambitious: policy-makers benchmarked almost exclusively against the United States,
never against other developing countries. An educated audience enjoyed watching China’s
climb upward on various international rankings, including those of “comprehensive national
power” (basically GDP augmented by hard and soft pwoer). Deng Xiaoping carried out a
foreign policy of international restraint, but even his dictum “hide your capabilities and bide your
time” (¥ 672 H§) contained an implication of later rise and possible future pay-back. It is
obvious that the collapse of the Soviet Union and the lopsided US victory in the first Gulf War
were huge shocks. At first these shocks confirmed the basic economic orientation—they were
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far behind and not necessarily closing the gap—but they also sparked fear and seeded a
determination to gradually resume a program of national strengthening, including military
strengthening.

China’s authoritarian political system contributes greatly to its international strategic view.
Through 2005, China greatly relaxed political controls and partially institutionalized the
authoritarian system and the bureaucracy, but it remained authoritarian and since 2012 its
authoritarian nature has intensified. This political system reinforces China’s traditional
Confucian culture that saw social relations as being intrinsically hierarchical. Chinese policy-
makers overwhelmingly see the global order as also being hierarchical. The U.S. is the dominant
power and “older brother.” However, since China is a large and rapidly growing country, in this
view there will inevitably be a time when it clashes with the “older brother” and China should be
prepared for the possibility that the elder brother will not give way. Through 2005, then, there
persisted in China a strong strategic culture which incorporated visions of future competition and
the possibility of conflict.

However, through 2005, there was not any kind of coherent planning for specific industrial
development, and certainly not for any target to displace the United States. In the first place,
displacing the United States in any industrial sector was simply not conceivable twenty years
ago. Broad Chinese Five Year Plans and industrial policies through the turn of the century
displayed a consistent record of failure, a reality acknowledged by Chinese planners when they
took a completely different approach toward “planning” in setting the broad development
objectives in the 2005 11" Five Year Plan. Market-oriented economic reform and continued
internationalization were the prerequisites for that program, and intensified competition and
potential conflict was not at all fore-ordained at that time. Indeed, it would give far too much
credit to China’s planning to claim that China had a hidden plan for growth or development (or
for displacing the United States) in the decades from 1978 to 2005. The authoritarian Party state
is no better than anybody else at foreseeing the future, and indeed is probably worse.

In essence, China’s approach in these decades was to carry out market-oriented reform, but also
to invest in capabilities, single-mindedly pursue national interest, and remain flexible and
opportunistic. The capabilities in which China invested were the same as those needed to foster
economic growth. Chinese investment in human and physical capital has been very high for the
past few decades. China has invested more than 40% of GDP on new fixed capital for every
year since 2003. Graduates of junior colleges and universities have grown steadily since 1999
and now graduate over 7 million students annually. On these bases—along with successful
market reforms—a trajectory of growth was created that of course had implications for
international relations. Strategic opportunism is the watch-word of China’s national strategy. As
China’s capabilities grew, China has spent more and more time gaming out specific international
outcomes. While not good at predicting the future, the authoritarian Party state is very good at
subordinating the activities of national actors to specific definitions of national interest, which
are typically short-term, improvised, and again opportunistic. China doesn’t have a plan, but it
has a strategy of preparation. We must keep this in mind when we turn to specific industrial
planning.

This basic strategy of preparation has persisted through the important changes of the past fifteen
years and it has not been fundamentally changed by the recent US-China trade tensions. Indeed,
if anything, the aggressive US response to the China challenge has confirmed the Chinese
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suspicion that the incumbent power would eventually move to block their rise. They
congratulate themselves on their suspicious foresight and are almost completely blind to the role
that their own policies have played in triggering what is now a global backlash. This framework
gives us perspective on specific changes of policy in the last 15 years, to which we now turn

2. Did China have a plan to achieve a dominant position in certain industries, technologies,
or supply chains? If so, in what sectors did it plan to achieve this dominance? Was this reflected
in their five-year and other long-term economic development plans over the last 20 years?

3. What are the main features of Beijing’s strategy to achieve “indigenous innovation” and
global dominance in the industries and technologies of the future? To what extent do these goals
involve China taking steps to achieve “decoupling” from the United States?

4. To what extent does Beijing perceive that it needs to supplant the United States in key
industries and technologies to achieve its goals? Have these perceptions been reflected in any of
China’s five-year and other economic development plans over the past 20 years?

In 2006, China released its Long and Medium Plan for Scientific and Technological
Development (hereafter LMP). The plan, in its public form, was initially welcomed by outside
advisers. It had a broad definition of innovation, and called for strengthening overall innovative
capabilities in a way that corresponded to common understandings of innovation. However,
tucked inside this broad, contradiction-filled document were three small provisions that would
become steadily more important in Chinese policy-making. The first was a call for “indigenous
innovation”; the second was a reference to “core technologies”; and the third was the initiation of
16 “megaprojects” that would be the beginnings of a new Chinese approach to industrial policy.'
In the 15 years since, these provisions have each become more prominent, more specific, and
much, much bigger. This turn—gradual at first, but steadily gaining momentum—has put China
on a collision course with the United States and the world.

Continuity with the fundamental orientation of strategic opportunism can be seen by examining
the strategic rationales which have accompanied successive waves of industrial policy. This can
be clearly seen in the three successive waves of industrial and technological policy.

Wave 1: 2006-2010. Based on the concepts included in the MLP, China began to move beyond
passive acceptance of foreign investment and the Chinese role in global production networks,
which had been the dominant forms of technology absorption through the mid-2000s. Now,
China began a concerted effort to invest in domestic capacity and develop command over certain
(ill-defined) core technologies, those which Xi Jinping later said “cannot be bought, and cannot
be attained by bargaining or by wishful thinking.”* Core technologies have never been defined,

! Chen, Ling and Barry Naughton. “An Institutionalized Policy-making Mechanism: China’s Return to Techno-
Industrial Policy,” Research Policy 45 (2016), pp. 2138-2152.

2 Miao Yu {Minister of Industry and Information Industry}. “Strengthen efforts to master core technologies;
promoted the development of high quality manufacturing,” Qiushi. July 16, 2018. Accessed at
http://www.miit.gov.cn/n1146285/n1146347/n1147601/n1147604/c6260533/content.html
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in part because there is no coherent definition—core technologies are important technologies that
China doesn’t possess right now—and in part because defining them would reveal the priority
targets of China’s technology acquisition efforts. But this was clearly the beginning of the
Chinese effort to expand the scope of their direct mastery of technology, including an effort to
build up domestically held intellectual property rights.

At the same time, these intentions were still compatible with a broader developmental impulse
and an understandable effort to develop stronger innovation resources and a better environment
for innovation. There was no particular rationale for which technologies should be targeted,
beyond the obvious, such as semiconductors. The “megaprojects” were 16 specific areas where
the government would provide direct research funding. They have no unifying rationale. They
are not primarily pure research, but rather applied research in industrial sectors where China
might have an emerging comparative advantages. A few—including three undisclosed military
projects—have strategic importance, but most are designed to contribute to China’s industrial
growth. The funding amounts were limited, and there was no coherent strategy for selecting
sectors. However, it was the beginning of something much bigger.

Wave 2: 2010-present. Strategic Emerging Industries (SEIs). The formulation of the SEI
program in 2009-2010 represented a new departure. For the first time, this was a true industrial
policy, in the sense that the state began to provide support for targeted sectors that were expected
to lead growth. Moreover, SEIs had a new rationale: targeted sectors were those that were new
on a global scale, and as a result, did not have powerful entrenched competitors. Rather than
targeting “catch-up” in existing industries, like high-grade steel or gasoline-powered vehicles,
the SEI identified areas where there could still be first-mover advantages for late-developing
economies like China. These included solar and wind power, electric vehicles, mobile internet,
and biomedical engineering. To be sure, these rationales were not entirely consistent: some SEI
programs were little more than an ex post rationale for the enormous subsidies that the Chinese
government had doled out in 2009, during the Global Financial Crisis, and some were existing
industries with potentially bright catch-up prospects, such as civilian passenger aircraft.
Nevertheless, the SEIs clearly marked a new departure: a response to opportunity presented by
technological change, combined with a much more aggressive effort to foster domestic
competitors. “Surpass” became conceptually as important as “catch-up.” A popular slogan of
the new program was “seize the commanding heights of the new information economy.” These
programs have continued and expanded through the present.

Wave 3: 2016-present. Innovation-Driven Development Strategy (IDDS). Within a few
years, Chinese planners had become convinced that technological changes were coming together
in a distinctive pattern that constituted a new technological revolution. In response, they pulled
together a still more ambitious development program they called the Innovation-Driven
Development Strategy, endorsed at the highest level of the Communist Party and government. It
is important to emphasize that while the program targets “innovation,” what it actually means is
technological mastery of a range of inter-related and economically significant technologies.
(Innovation just sounds better.) The authoritative document issued in May 2016 can speak for
itself:

A new round of global technological revolution is occurring, and sectoral and military
change is accelerating....A cluster of revolutionary new technologies that are intelligent,
green and ubiquitous has triggered a major adjustment of the international division of
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labor,... reshaping the global competitive landscape and changing the relative strength of
nations...We not only face a rare historical opportunity to catch up and surpass, we also
face the serious challenge that the gap might widen again.’

Thus, we can see that the arrival of a new technological revolution is seen by Chinese policy-
makers as an extraordinary once-in-a-lifetime opportunity. It is not that China expects to achieve
a dominant position in any single industry. Realistic policy-makers understand that the US still
has an absolute scientific and technological edge in virtually every individual sector. But they
believe that China has made enough progress in each constituent element of the several sectors
that together make up the core of the technological revolution that they can be the dominant
actor in the whole space defined by these emergent technologies.

These technologies are “general purpose” technologies, with applicability in virtually every
sector of the economy and the military. Mobile high-speed internet; 5G telecommunications
networks; ubiquitous sensors and monitors; programmable robots; and artificial intelligence
individually and especially in combination have positive productivity implications for every
economic sector. That means that the potential spill-over benefits (positive externalities) from
these technologies are unusually large, justifying government intervention to accelerate adoption.
Moreover, China, they believe, has a unique ability to combine unified management of the
Internet, ubiquitous sensors, telecommunications and smart transport/city networks, along with
artificial intelligence. The US may be ahead in every one of these individual sectors, but the
prospect for the US combining management and control of these networks is virtually zero.
Therefore, China has the potential to reap the overall benefits of these general purpose
technologies, catapulting it into a position parallel to the United States. At the same time, the
negative externalities of these technologies in enabling enhanced government surveillance and
top-down control are welcome by the Chinese government and have so far evoked little
opposition among Chinese citizens.

To really reap the economic benefits of the technological revolution, however, China has to
upgrade its generally low-to-medium technology industrial base into smart, automated factories
(“Industry 4.0”). “Made in China 2025” is simply a component of the broader IDDS, but it is
important because it targets a weak link in the “new technology” ecosystem. China’s existing
industry is huge, cost-effective and fast, but it is far behind the US, Japan, Germany and Korea in
terms of process control, complex mass production, and ability to customize. “Made in China
2025 has been especially controversial because it lays out specific quantitative targets that are
obvious violations of the spirit and letter of China’s WTO market access commitments.

The emergence of the IDDS illuminates a particularly clear example of China’s adaptation of
strategic opportunism to a particular set of international and technological conditions. Chinese
policy-makers believe that the Global Financial Crisis was a key turning point revealing the
weakening relative position of the United States. Policy-makers have long said that the first
twenty years of the 21 century were a period of “strategic opportunity,” meaning that China
could grow rapidly under the auspices of the American-led global system, closing the gap with
the United States, which should be exploited but without rocking the boat too much. After the

3 Chinese Communist Party Center and State Council, “Outline of the National Innovation-Driven Development
Strategy (in Chinese),” Xinhua News Agency, May 19, 2016, accessed at http://www.xinhuanet.com/politics/2016-
05/19/c_1118898033.htm
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global financial crisis (GFC), though, policy-makers began to perceive additional opportunities.
In their view, the GFC weakened the U.S. economically and in terms of the “soft power”
attractiveness of the American model. This created an additional opportunity to catch up with
and surpass the United States.

This global strategic moment is logically completely separate from the arrival of the
technological revolution referenced in the IDDS, and the two have arrived together by
coincidence. However, Liu He, now Vice Premier and the crucial brains behind China’s
economic policy, has argued that this accidental conjuncture reflects a broader historical pattern.
Liu led a small team to study the two global crises of the 1930s and post-2008. He concluded
that global crises are generally followed by sudden, sharp re-configurations of global power
associated with technological mastery. After 1945, the U.S. emerged as the dominant power
because of its technological position and its economic size. Acting as a responsible creditor
nation, the U.S. then carefully consolidated its position and constructed a global system in accord
with its interests. China today, Liu argues, should do what the U.S. did after 1945: rely on its
economic competitiveness and emerging technological capabilities, act cautiously as a creditor
nation, but begin to systematically shape global institutions and interactions in China’ s
interests.* The final step is left unstated, but clearly implies displacing the U.S. as the world’s
dominant power. Liu’s approach perfectly exemplifies the way that China’s authoritarian system
mobilizes resources to move decisively in response to perceived strategic opportunity.

In addition to the changing strategic orientation of China’s industrial and innovation policy, there
have been several key features which have characterized those policies since 2006. I here
highlight four features, each of which is dynamic and steadily increasing in importance across
the three waves of policy outlined above.

1. Steady proliferation of specific targets and objectives. While the 2005 11" Five Year Plan had
a handful of targets and several subsidiary plans, the 2020 14" Five Year Plan will have scores
of targets and well over 50 subsidiary plans that will contain hundreds of targets and indicators.
To be sure, these are not plan targets in the sense of the old planned economy. There are no
general command channels to compel the achievement of a compulsory plan target. However,
these targets serve an information and guidance function. They tell local governments and
enterprise decision-makers what national priorities and objectives are. They validate the
spending of financial resources that are under decentralized control. If an official takes steps to
support a local champion or hobble a foreign competitor, and keeps it secret, or invests resources
in failed projects, he has been offered some protection if his actions are consistent with the
“plan.”

These targets are sometimes absurdly unrealistic, and are often discarded without having been
fulfilled. This is a weakness, but also a strength. They can be abandoned, but they still provide
valuable information. For example, electric vehicle subsidy programs began in 2009, and the
State Council laid out an ambitious plan to produce 500,000 electric vehicles by 2011. In fact,
China produced only 8400 electric vehicles in that year (less than 2% of the target). In the SEI in
2010, the government adjusted targets to the more realistic two million new energy vehicles per
year by 2020. In fact, production peaked at 1.26 million in 2018, amidst massive unhappiness at

4 Liu He, chief editor. 4 Comparative Study of the Two Global Crises [in Chinese]. Beijing: Zhongguo Jingji,
2013. Pp. 39-42.
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low quality vehicles and a subsequent reduction in subsidies.® Still an impressive performance,
it hardly justifies faith in government planning and targets.

2. Steady and massive increase in financial commitment. China’s industrial policy and
innovation system is not truly centralized. Moreover, money flows through an enormous variety
of channels, which nobody can accurately track. Tax reductions, cheap utilities, accelerated
depreciation, cheap loans, easy access to loans, etc., are all being used to foster priority sectors.
Each of these existed back in 2005-2006, but primarily as multi-purpose instruments in the hands
of development-oriented local governments, or as modest preferences for “innovative” firms.
Each one has expanded enormously since 2006, and become more targeted. In addition, of
course, China’s massive state-owned financial system stands ready to back many types of
investment that conform to state plans. China Development Bank has this as its primary mission.

Even more important, however, has been the establishment and massive growth, since 2014, of
an entire new category of new government funds.® These funds replicate organizational forms
common in the US venture capital sector. There is a managing partner and several limited
partners. The managing partner has responsibility for the specific project selection and while
limited partners review general strategic direction. Rewards for successful managing partners
can be substantial. In most of the cases studied, however, essentially all the partners are state-
owned entities. Each fund establishes a fund-raising scope, and brings in limited partners up to
the designate fund-raising scope. These funds are massive. By early 2019, the aggregate fund-
raising scope of all government industrial guidance funds was well over a staggering US $1.5
trillion. While not all of the funding has been raised, much less actually invested, the rapid
growth shows a new level of commitment of financial resources by the Chinese government.
The following Table shows the largest such funds.

Largest Government Industrial Guidance Funds

Fund Name Level Scale (Billion USD)
Central SOE Structural Adjustment Fund Central 50
National Strategic Emerging Industries Fund Central 43
Qingdao New Growth Drivers Municipal 43
National IC Fund (Rounds One & Two) Central 41
Jinan New Growth Drivers Municipal 36
China Optical Valley (Wuhan) Municipal 36

Slightly more than half of the funds are designated for broad, multi-sector “high tech”
investments, such as SEIs, “new growth drivers,” or related. Another 7% are single-sector funds
for a specific sector such as integrated circuits. Three-quarters of the funding in the IGFs is
controlled by local governments. Although they have strong incentives to display their
conformity with the objectives and priorities of national policy, the quality of their manpower is
lower, their access to cutting edge technologies is often limited. The IC sector, a very high
priority area, shows some important patterns. The big National IC Fund has already raised and

5 Vest, Charlie, “Technological Upgrading in China's Electric Vehicle Industry.” Unpublished UC San Diego
Master’s Thesis. June 14, 2019.

® For an overview of this development, see Barry Naughton, “The Financialization of China’s State-owned
Enterprises,” in Yongnian Zheng and Sarah Y Tong, eds., China’s Economic Modernization and Structural
Changes: Essays in Honor of John Wong. Singapore: World Scientific, 2019.
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fully invested a first round of $20 billion, and in 2018 completed raising another $21 billion. Yet
this is a small part of the total picture, since there are about 30 local government IC Investment
Funds which are in aggregate larger than the single National Fund.

3. Efforts to combine government steerage with market principles. China’s willingness to spend
money to foster priority sectors means it can potentially scale back some of the most market-
distorting government interventions, such as quotas and prohibitions. Indeed, Chinese policy-
makers believe they are doing this. They believe they are creating a new model which is is
“market-driven, and government guided” (7 3% £, BUF 5]F). Indeed, the “Made in China
2025” program explicitly adopts this principle to guide its efforts.” The term “guided” (vindao)
has a long history in Chinese Communist usage, and it implies a very strong and concerted effort
to lead or guide, so in context perhaps “steerage” gives a better sense of the meaning. The
Ministry of Finance describes the national IC Industry Fund as “an organic combination of
national strategy and the market mechanism.”®

It is extremely unlikely that the mechanisms the Chinese government is developing will actually
combine market efficiency with government steerage. Government industrial guidance funds
have a theoretically efficient incentive structure, but are actually corrupted by implicit
guarantees, low or zero target rates of returns, and widespread expectations of ex post
forgiveness of debts. It is likely that these funds will lead in the future to financial disturbance or
crisis and massive bailouts. However, they show very clearly what Chinese policy-makers think
they are achieving. They see themselves as having substantial advantages in a broad swathe of
emerging technologies, and they believe that government can foster and accelerate that
transition. Because they are willing to spend massive amounts of money, they can achieve those
benefits at a fraction of the cost of traditional inefficient government programs. They will spend
money, and get the market to supply the progress they demand.

4. Embrace of national champions, whether state-owned enterprises (SOEs) or private firms.
SOEs are important actors in China’s drive to establish a new technological revolution.
However, Chinese policy-makers recognize that the expertise needed to carry through this
revolution is predominantly possessed by private companies, especially the Chinese internet
giants, Baidu, Alibaba and Tencent (sometimes called the BAT firms). As part of its industrial
policy ambitions, the Chinese government has shown a marked willingness to embrace private
firms of all stripes, but especially private firms that have already proven their ability to compete
successfully. China’s government swings behind private firms after they succeed: again,
strategic opportunism is the watchword.

The BAT firms are all dynamic private firms, started in collaboration with American venture
capital, that sought to combine Silicon Valley approaches with the vast potential of the Chinese

7 State Council, “Made in China 2025.” May 19, 2015. Accessed August 15, 2018 at
http://www.miit.gov.cn/n973401/n1234620/n1234622/c4409653/content.html

8 Ministry of Finance, Economic Construction Division, “The operation and investments of the National Integrated
Circuit Industry Fund are running smoothly,”
http://jjs.mof.gov.cn/zhengwuxinxi/gongzuodongtai/201508/t20150828 1438798.html. Last accessed August 25,
2018.
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market. They are now being brought into an increasingly close embrace with the Chinese state.
Since China is willing to spend massive sums of money and work through the market, it is able
to bring private firms along with purchasing contracts and regulatory support. Private firms are
being initiated into the “national team” by a rich array of incentives. Besides, they don’t really
have the option to say “no.” Recently, a set of artificial intelligence “open innovation platforms”
have been established, each of them run by a prominent and successful private company. Of the
15 platforms (2019), Alibaba and three companies in which Alibaba has large stakes account for
four; Baidu runs the platform for autonomous vehicles; and Tencent the platform for medical
imagery. The platforms are a kind of implicit tax on the companies, requiring them to share their
expertise, in return for which they receive recognition and status in a designated realm.’

The above discussion of Chinese industrial and technological policy can also help us understand
Chinese attitudes toward decoupling. These are complex, since decoupling is not a simple
phenomenon. One the one hand, Chinese policy-makers do not want decoupling. They
understand very well that they benefit enormously from international production and research
links. They both profit and learn from their participation in global production networks. Even
more valuable are their participation in education and research networks. Chinese scholars have
advanced tremendously in science, technology, and technology applications and they are very
aware of the consequent growth in their overall scientific and innovative capabilities. The US
has also benefitted enormously from the many joint research enterprises carried out with Chinese
scholars and students. Chinese policy-makers have no interest in breaking these ties and
recognize they will be hurt by their rupture.

On the other hand, in two important respects, Chinese policy-makers have initiated decoupling,
somewhat intentionally but partially inadvertently. First, Chinese leaders have created a Chinese
internet that is hermetically sealed off from the rest of the world. China’s aggressive regulatory
approach to the Internet, and the insistence on national sovereignty in Internet governance comes
primarily from the Communist Party’s desire to control speech within China. Google’s exit from
China was primarily because of censorship. However, this level of national control created a
protected ecosystem within which Chinese internet giants have flourished. The decoupling of
the Chinese from the global internet created an environment in which the Chinese government
could effectively consolidate its control over domestic speech while also tying dynamic tech
companies into a shotgun marriage, in which both sides had a strong incentive to work together.
This is a type of decoupling, and China now seeks to export its alternative model.

Second, even though China has benefited more than any other country from the expansion of
global production networks (GPNs) Chinese policy-makers have frequently criticized those
GPNs and argued that Chinese producers contribute relatively little value-added to high-tech
products such as the iPhone. Even though there is now abundant evidence that Chinese firms
have been successfully upgrading within the framework of global production networks, Chinese
policy-makers have simply ignored this evidence. The fundamental principle of GPNs is that
key technological capabilities are distributed among many different economies. In the case of
the electronics value chains that are central to this discussion, very important capabilities are
possessed by the US, Japan, Korea and Taiwan, and GPNs gain their extraordinary efficiency by

® Ministry of Science and Technology, “Guidance for Work Establishing a New Generation of Open Innovation
Artificial Intelligence Platforms,” MOST (2019), No. 265, August 1, 2019, accessed at
http://www.most.gov.cn/mostinfo/xinxifenlei/fgze/gfxwij/gfxwj2019/201908/t20190801 148109.htm
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the ability to link these centers of expertise. By proclaiming that “core technologies must be in
our own hands,” Xi Jinping launched rhetorical war on the principle of interdependence that lay
at the heart of GPNs. This vague proclamation has been accompanied by efforts to pressure
multinational corporations to transfer and/or share high-tech production links. Thus, China
announced its willingness to use hardball tactics to compel the transfer of as much value-added
and technological capability as possible within GPNs.

At the same time, Chinese policy-makers absorbed the lessons of GPNs into their own industrial
policy framework. Industrial policy-makers tend to take a “value chain” as a unit of analysis.

For example the National Government IC Guidance Fund invested in the best indigenous firms at
each stage of the semiconductor value chain (design, fab, packaging, equipment). Do these
approaches mean that Chinese policy-makers are willing to give up on GPNs? Absolutely not.

It means they want to have it both ways. They hope to foster the continuing presence of GPNs in
China—perhaps held there by the attractions of the Chinese market—as a continuing source of
technology transfer, while also aggressively squeezing out the foreign links in the GPNs. It
shows that Chinese policy-makers value GPNs, but systematically under-estimate the impact of
their own aggressive actions in undermining the basis for successful GPNs.

4 /5. What are the implications of China’s economic and technological development strategy
for the United States? In what sectors and technologies does China view itself as weak relative to
the United States? In which sectors would “decoupling” jeopardize China’s goals for innovation
and tech leadership?

China’s economic and technological development strategy poses a profound challenge to the
United States and compels a steady and determined response. At the same time, the nature of the
challenge is not a traditional one in which specific industries appear to hold the key to
competitive strength. We do not carry out a systematic inventory, as we once did with respect to
Japan, to keep score of who is ahead in different industries. If we did, we would see that there is
no industry where China has unambiguous technological superiority to the United States, and
many where the US has clear scientific and technological advantages. But that traditional form
of industry analysis is not as central as it once was.

On one hand, within each industry, there are many stages of production in which expertise is
distributed around the world. There are certainly bottlenecks where China is weak, for example
in semi-conductors. China is weak and vulnerable in terms of semiconductor fabrication, and
even weaker in fabrication machinery. It has notable shortcomings in the area of IP building
blocks that are the foundation of complex circuit design in ICs. But China also has strengths in
circuit design, packaging and testing, and device manufacture and assembly. In an industry like
semiconductors, which the Chinese has repeatedly designated as a core and strategic industry and
on which they have spent literally hundreds of billions of dollars without major success, the
weaknesses and bottlenecks appear to dominate the strengths. But most crucially, the balance of
strength and weakness is something that plays out inside a broad global sector with many
players. With a different balance between strength and weakness, this same reality plays out in
different sectors, from aeronautics, to precision machinery, to pharmaceuticals and biomedical
engineering, to artificial intelligence. There is no single industry that is a magic bullet for China
or the source of overwhelmingly strategic vulnerability either. Complete decoupling is simply
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not an option either for China or for the United States, and competitive rivalry must be fought
out within the compass of complex sectors with many heterogeneous production segments.

On the other hand, the emergence of a new technological revolution, with a new cluster of
general purpose technologies, means that rivalry will take place in very broad arenas where
industries and standards come together to define huge and complex interacting systems. This
will be true in the management of transportation and communications infrastructure; it will be
true on the battlefield; it will be true in the operation of financial and payments systems based on
emerging Internet-based fintech; and in many other areas. These are not industries in the
traditional sense, but rather new forms of large-scale interactive networks. Networks require
standards, rules and principles for interoperability. China has spent more time thinking about
how to push these networks in directions that support their national interest. The US needs to
spend more effort on a parallel exercise.

6. What are your recommendations for Congressional action related to the topic of your
testimony?

First, it would be best if we do not make China a partisan issue. China is a long-term challenger
with formidable capacity. Its authoritarian system is inimical to ours; it disposes of vastly
greater resources than the Soviet Union ever did; and it has a coherent approach to how it
deploys its exceptional capabilities. We need a steady and consistent long-run strategy to
counter China.

An effective strategy requires the cooperation of our allies, most of whom are just as alarmed at
China’s aggressive and assertive policies as we are (especially in the wake of the coronavirus
experience). In the long run, the most effective response to today’s China will be to show them
that their assessment of the window of strategic opportunity is wrong, and that they will not
succeed in achieving their aims by dividing the world into a group of weak, declining, and
squabbling powers. China needs to see that they face an outside world with exceptional
innovative and technological capabilities, that is capable of cooperating to produce fair and open
global systems. We must ensure that China sees that it cannot hope to achieve unfair advantage
inside those systems, and realizes it will be unable to prosper fully outside those systems as well.
At that point, there will be an excellent chance that China will return to their traditional
pragmatic opportunism, re-assess their options, and change their approach. However, this
positive outcome requires a stronger effort on our part.

Second, the US should develop a much more coherent strategy on the development of
cooperative and open standards to govern massive information networks, particularly those that
regulate smart infrastructure and communications networks. New 5G networks are creating
dramatic new technological opportunities as computing moves to “the edge” and semi-
autonomous networks spring up in local settings. The US needs to develop those standards as
part of the expansion of 5G in any case. Doing so in an attractive, open and international way
will have multiple benefits. It will prevent the default global expansion of the Chinese internet
ecology driven by Chinese infrastructure investment and expansion of Chinese e-commerce and
payments networks. It can provide an attractive alternative to Chinese systems particularly in
Asia, where many countries adhere to democratic values and/or are wary of overbearing Chinese
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influence. Having a national standards strategy with outreach would give other countries access
to open systems for infrastructure, financial transactions, and internet. This effort would also
help protect privacy and internet security.

Such an effort is not primarily a matter of hardware, although hardware plays a role. It is
primarily a question of creating and enforcing new standards that allow cooperating nations to
participate in and reinforce a secure and open network of networks. There is still time to achieve
this, and it must be done if we ourselves are to reap some of the benefits of the new technological
revolution. It should be an important objective of our international negotiations, as we seek high
quality agreements with like-minded countries that include cooperation on regulatory principles
for service delivery and fair competition. This should become a national strategic priority of the
United States.

Third, we need to make a greater effort to follow the money and create new agreements to
control and regulate government spending. China has spent—and often wasted—Iliterally
hundreds of billions of dollars on industrial policy initiatives in the past fifteen years, with zero
accountability. It is not the case that the outcomes from this expenditure have been generally
successful and threatening to the United States. In fact, there have been very few unambiguous
successes, and many notable failures. China has spent around $200 billion on semiconductor
manufacturing over the past twenty years without narrowing the gap with the United States. This
would never be accepted in a country where there was transparency and public oversight over
how tax revenues were spent. Still, these recurrent programs, no matter how wasteful, distort the
investment decision-making of companies all over the world, create loss-making companies that
destroy industry-wide profitability, and handicap healthy innovate approaches everywhere in the
world. This expenditure harms our interests whether it fails or succeeds.

The WTO today has elaborate protocols that govern how much a country can subsidize
agriculture, placing government support into “green box” (permitted), “yellow box” (subject to
quantitative limits), and “red box” (prohibited) subsidies. However, there are virtually no
limitations on direct or indirect subsidies of industry (so long as subsidies do not go specifically
to the export process). We should begin work immediately on a far more restrictive set of
protocols to limit the aggregate amounts and types of subsidy to industry and service providers,
perhaps along the lines of what already exists in agriculture.
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OPENING STATEMENT OF DAVID FINKELSTEIN, VICE PRESIDENT AND
DIRECTOR, CHINA AND INDO-PACIFIC SECURITY AFFAIRS DIVISION, CNA

COMMISSIONER LEWIS: Dr. Finkelstein will speak about the military aspects of the
China-U.S. competition. Dr. Finkelstein?

DR. FINKELSTEIN: Good morning, and thanks for the opportunity to participate and be
in such distinguished company.

I was asked to address some of the larger order issues associated with the military
dimensions of U.S.-China competition. And of course, the views | offer today are strictly my
own.

First, there is a significant military component to the U.S.-PRC strategic competition.
But as some of the Commissioners have already pointed out, it's important to remember that this
competition is not defined by its military dimensions alone. Rather, it is taking place on multiple
fronts:-- diplomacy, technological innovation, trade and economics, and so forth. Ultimately
perhaps, this competition is about whose institutions, whose processes, and especially whose
values will most greatly influence the international order going forward.

Second, the military component to this rivalry is not new. It goes back decades.
Sometimes it has been in the forefront. Recall that the two countries have experienced both
conflict and crises, and sometimes it has operated quietly in the background, such as during
periods of defense cooperation.

Recently, of course, military competition has become more prominent. This is the result
of increasing mutual distrust, as related in each country's strategic documents; a result of PRC
military modernization continuing apace; and a result of Beijing employing the military element
of national power more assertively, certainly close to home.

Third, the military competition is most intense in the Indo-Pacific region. Operationally,
this is where the U.S. military predominance in maritime and aerospace domains is intercepting
with the PRC's expanding offshore reach and increasing military capabilities. This is the one
theater in which the possibility of a conflict, a kinetic engagement, or an unintended military
incident is acknowledged by both sides.

The military competition in the Indo-Pacific is fundamentally a contest between two
operational visions. Former Defense Secretary Gates put it succinctly when he said the U.S.
seeks to, quote, ensure that America's military will continue to be able to deploy, move, and
strike over great distances in support of our allies and our vital interests.

For its part, China's apparent vision is to ensure that no potentially hostile military,
especially that of the U.S., can operate with impunity in the vicinity of the PRC, and that no
military can engage the PLA or intervene in its operations without taking on great risk.

And of course, the military competition, especially in the Indo-Pacific, has a significant
political-military dimension. Both militaries are being employed as one means among many to
shape the regional architecture to achieve larger political, economic, and security objectives.
Consequently, there is a competition underway between military diplomacies that is not to be
ignored.

Of course, beyond the Indo-Pacific, there is a nascent global dimension to military
competition, but for the moment at least, it is predominantly political-military in nature,
encompassing issues such as access, shaping regional perceptions, and building partnerships.

A fourth major point touches on whether China characterizes the U.S. as a military
adversary. This is a question the Commission specifically asked me to address.
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And | point out, as Commissioner Kamphausen did earlier, that for many years Beijing's
assessments of U.S. intentions toward the PRC at a strategic and political level have been highly
cynical and predicated upon assumptions of hostility toward the CCP. Those steeped in PRC
materials are familiar with the litany of judgments, chief among them being that the U.S. intends
to contain China, intends to Westernize and split China, and that the U.S. will never accept the
legitimacy of CCP rule.

At an operational level, publicly available information suggests that the PLA views the
U.S. military as a potential operational adversary mainly in the context of maritime-centric
contingencies around China's periphery. For example, the Taiwan contingency or scenarios in
China's near seas involving U.S. allies.

One also presumes PLA planners likely account for the possibility of a range of contacts
between PRC and U.S. forces, some hostile, some possibly not, in various Korea peninsula
scenarios. | point out that the recent reorganization of the PLA was accomplished in part to
better position the PLA to engage in contingencies around China's periphery. Moreover, trends
in PRC weapons developments suggest the U.S. serves as the pacing threat.

The last major point, allies and partners. One can never underscore enough that working
with allies and partners is critical to achieving a host of strategic objectives shared between the
U.S. and many countries in the Indo-Pacific and beyond. We should assume Beijing will seize
on any daylight between Washington and its allies and partners to undermine confidence in U.S.
political reliability as well as raise questions about the efficacy of the U.S. Armed Forces as a
credible security guarantor. We simply cannot take our allies and partners for granted.

So, to sum up and summarize, first, U.S.-PRC's strategic competition will continue to
have an important military dimension, but it would be mistaken to view it as the dominant or sole
dimension.

Next, military competition will be the most intense in the Indo-Pacific. This demands
that the two sides focus on risk reduction and confidence-building measures in order to minimize
miscalculations that could lead to unintended confrontation or conflict. We need to keep the
lines of communication open.

Third, the two competing operational visions will persist, and of course, the U.S. must
continue making the investments necessary to maintain its operational advantages. In this
regard, the inclusion of the Pacific Deterrence Initiative in the Senate Armed Services
Committee's version of NDAA '21 is very encouraging.

Fourth, we take our allies and partners for granted at great risk. They must be assured
that the U.S. will be a good partner for them and not just ask that they be good partners for us.

And finally, over the long term --and this is, indeed, a long game --prevailing in strategic
competition with China will require more than just military prowess. It will also demand an
economically strong, technologically innovative, and cohesive America at home. It will demand
a respected America abroad whose values resonate, and an America that embraces its traditional
leadership role in the international system.

Thanks.
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Introduction

Commissioner Kamphausen, Commissioner Lewis, and other distinguished members of
the Commission, many thanks for the opportunity to participate in this important hearing
focused on Chinese views of strategic competition with the United States and China’s
perceptions of the United States as a strategic competitor.

| have been asked to address some larger-order issues about the military dimensions of
the US-China strategic competition. These include:

e How we should think about the military dimensions of US-China strategic competition
¢ Whether China characterizes the United States as a military adversary
e How the Chinese military assesses its performance

Four preliminary comments are in order. First, when discussing “China’s perceptions,” we
are actually talking about the perceptions of the ruling Chinese Communist Party (CCP).
Second, elucidating Chinese views and perceptions does not imply endorsement or
agreement. Third, some aspects of these issues cannot be answered with high levels of
confidence based solely on publicly available information. And fourth, the views
expressed today are strictly my own.

The military dimensions of US-China strategic competition

The Commission asked me to address how we should think about the military dimensions
of the US-China strategic competition.

Key Points: There have always been military tensions in the US-PRC
relationship. In recent years, these tensions have increased as mutual
strategic distrust has heightened and tension points between the two
governments have grown. While significant, the military dimensions are not
the sole defining aspect of this rivalry, which ranges across various issue
sets.

Over the course of seven decades, the relationship between the People’s Republic of
China (PRC) and the United States has had periods of cooperation, contention, crisis,
and even conflict. Since the 1990s, relations have been characterized by cooperation in
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some areas and contention and competition in others. Today, the relationship has
devolved so that the competitive dimensions are more pronounced and more contentious
than they have been in many years, overshadowing cooperative endeavors between the
two countries.

There is an important military component to the US-PRC strategic rivalry. However, the
competition between the two should not be defined solely by its military dimensions.
Rather, US-PRC rivalry is taking place on several fronts: on the diplomatic front for
traction in international affairs, for leadership in technological innovation, in trade and
economics, and so forth. Ultimately, perhaps, the two are competing for whose institutions,
whose processes, and—especially—whose values or preferences will most greatly
influence the international order going forward. Moreover, this competition is taking place
in the context of two economies that are still deeply intertwined.

The military component of this rivalry predates the current downturn in relations, going
back decades. In retrospect, there have always been military tensions in the relationship.
Sometimes the military dimensions have been in the forefront, and sometimes they have
operated in the background. Recall that within one year of the founding of the PRC, the
two countries were at war in Korea (1950-1953). However, during the 1980s, the US and
China engaged in extensive military cooperation against two former common antagonists:
the Soviet Union and the Socialist Republic of Vietnam.?!

Military tensions in US-China relations have become more prominent in the past few
years. This is primarily the result of increasing mutual strategic distrust on a host of issues,
Chinese military modernization continuing apace, Beijing employing the military element
of national power to assert itself, and the US defense establishment refocusing attention
on the Indo-Pacific region. Overall, military tensions are reflective of larger strategic
tensions, but are the most acute in Asia.?

Military competition in the Indo-Pacific region

Key points: US-PRC military competition is the most intense in the Indo-
Pacific, where a contest between two operational visions is taking place.
The Indo-Pacific is where traditional US military predominance in the
maritime and aerospace domains and China’s expanding offshore reach
and increasing military capabilities are intersecting.

! During the US’s conflict in Vietnam (1965-1975), Beijing provided military support to Hanoi’s forces, and there have
been various crises with military components, such as the Quemoy-Matsu Crisis (1954), the Second Taiwan Strait
Crisis (1958), and the two Taiwan Strait crises in 1995 and 1996. See David M. Finkelstein, The Military Dimensions
of US-China Security Cooperation: Retrospective and Future Prospects, (Alexandria, VA: CNA, August, 2010).

2 For an overview of key issues in the US-China defense and security relationship, see Phillip C. Saunders, Randall G.
Schriver, and David M. Finkelstein, “The Military and Defense Dimensions of US-China Relations,” in Joint US-China
Think Tank Project on the Future of US-China Relations: An American Perspective, (Washington, DC: July 2017.
Unpublished conference report, Center for Strategic and International Studies).
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Operationally, US-China military competition is the most intense and most pronounced in
the Indo-Pacific region. In this theater, more than in any other, the possibility of conflict,
a kinetic engagement, or an unintended military incident is acknowledged by both sides.
PRC forces are the most efficacious in this theater since they operate close to home
under the umbrella of their land-based assets. The Indo-Pacific is also where the military
forces of the two nations are operating in proximity, where mutual strategic distrust is the
greatest, and where the risk of miscalculation is the highest.?

The military competition between China and the US in the Indo-Pacific is fundamentally
a contest between two operational visions. Former Defense Secretary Robert Gates put
it succinctly for the American side when he stated that the US seeks “to ensure that
America’s military will continue to be able to deploy, move, and strike over great distances
in defense of our allies and vital interests” in the region.* For its part, China’s apparent
vision is to ensure that no potentially hostile foreign military—especially that of the United
States—can operate in the vicinity of the PRC with impunity and that no military can
engage the People’s Liberation Army (PLA) or intervene in its operations without
confronting great risk.

To achieve its operational vision, China is developing military capabilities that expand its
strategic depth beyond its shores while seeking to degrade American military advantages.
The PLA is also transforming itself to be better postured to fight as a joint force offshore.
Chinese analysts focus on the maritime, aerospace, cyber, and outer space domains as
playing prominent roles in this contest of capabilities.®

The activities associated with these two competing operational visions are currently the
essence of the military competition between China and the United States. These two
competing operational visions are driving force modernization decisions, deployment
decisions, organizational and doctrinal developments, technological innovation, regional
military diplomacy, and myriad other issues within the respective defense establishments
of the US and the PRC.

3 This reality is why the Pentagon has made confidence-building measures and risk reduction the most important
dimension of US-China military relations and why the PLA speaks of making US-PRC military relations a “stabilizing
factor” in the overall relationship.

4 Robert Gates, “Remarks by Secretary Gates at the Shangri-La Dialogue, International Institute for Strategic Studies,
Singapore,” June 3, 2011, https://archive.defense.gov/Transcripts/Transcript.aspx?TranscriptlD=4831. Secretary
Gates made this comment in the context of Air-Sea Battle regarding concerns about anti-access and area denial in
the region.

5 PLA analysts also see the electromagnetic spectrum, artificial intelligence, autonomous vehicles, hypersonics, big
data, and quantum computing as playing critical roles in future warfare and, by extension, forming part of the
technological dimensions of US-China military competition. China’s National Defense in the New Era (Beijing: State
Council Information Office, July 2019). Hereafter, China’s National Defense in the New Era.
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US-China military competition in the Indo-Pacific also has a significant political-military
dimension. The civilian leadership in both countries is employing their militaries to support
other governmental entities in shaping the region to achieve political, economic, and
security objectives. This includes promoting their respective visions of how regional
security affairs should be managed and organized. Cognizant of the operational (and
political) advantages that accrue to the US from its alliances and defense partnerships,
China is also employing political, economic, and military means to attempt to weaken
those relationships. Consequently, the military competition between the Pentagon and
the PLA also engenders competing military diplomacies.

The military competition in the Indo-Pacific also has a perceptual component of competing
narratives. Each defense establishment is advancing its own narrative of its roles and
capabilities, as well as the roles and capabilities of the other, in the region. For their parts,
the countries in the region are assessing US and PRC military capabilities as well as
making judgments about the political will of Washington and Beijing to stay engaged
diplomatically, economically, and militarily. These assessments have the potential to
affect the policy choices of third parties.

The global dimensions of US-China military competition

Key point: For the near term, the nature of US-China military competition
outside the Indo-Pacific region will be predominately political-military.

The global dimension of the US-China military competition has garnered more attention
over the past decade, primarily because Chinese national security interests have
expanded geographically to comport with globalized economic interests. This expansion
has in turn impelled the PLA’'s emergence as an incipient expeditionary force. The
Commission’s hearing on February 20, 2020, entitled “China’s Military Power Projection
and US National Interests” covered many of the issues and implications associated with
the PLA’s increasing global presence.

For the near term, the nature of US-China military rivalry outside the Indo-Pacific region
will be predominately political-military. It will focus largely on issues such as securing
access for military forces (places and bases), shaping regional perceptions, seeking
influence, pursuing sea lane (SLOC) protection, and especially strengthening or building
regional security partnerships (military diplomacy). Over the longer term, should the PLA
develop the capabilities to project and sustain conventional combat power far from home
(which is currently an extremely challenging proposition for Beijing), the nature of the
military competition outside the Indo-Pacific could take a very different form.

A strong military for arich nation

Key point: Beyond the issue of the US-China dynamic, the Chinese party-
state views the possession of a strong and capable military as an end in
itself; it is integral to the “China dream” of the “great rejuvenation of the
Chinese nation.”
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Since the turn of the century, Beijing has devoted considerable resources to transforming
the PLA into a military that can serve the needs of a rising China. The party-state has
come to view a strong, capable PLA as a critical prerequisite for validating China’s
transition to major power status in the international system, and as necessary for securing
interests close to home and beyond.® To accompany the party’s mid-century goal of
becoming a fully developed nation, Beijing has declared it also aspires to field “a world-
class military” by that time.” The imperative of a “strong military” (38 %) for a rising China

is a leitmotif of the Xi Jinping era. The “China dream” is also the “dream of a strong
military”—rhetoric reminiscent of Japan’s Meiji modernizers (1868-1912) who called for
a “rich nation and strong military” (fukoku kyohei; = E5: ).

In addition to the rising importance of the armed forces in general, Beijing’s
unprecedented emphasis on maritime security, and especially the need to build a
powerful navy, represents another significant transformation in Chinese thinking about
military affairs that feeds into the larger US-China competition.® The increasing size,
expanding operational reach, and improving capabilities of the PLA Navy provide visible
symbols of potential coercive power in China’s neighborhood, brings it into contact with
operating US forces and those of other militaries in the region, and facilitates the PLA’s
presence far from home.

The US as a strategic and political challenge and potential operational adversary

The Commission asked me to address whether China “characterizes the US as a military
adversary,” and how such views of the US have evolved over time.

Key points: Strategically, the US has long been viewed by the party-state
with suspicion; it is seen as determined to challenge a host of Beijing’s

5 The party’s evolving concepts of the role of the military can be traced over time. For example, Hu Jintao issued his
“Historic Missions of the Armed Forces in the New Period of the New Century” in 2004. Among other things, it
highlighted the need for an expeditionary PLA to secure China’s expanding economic interests. By 2008 the PLA Navy
was conducting its first anti-piracy patrols off the Horn of Africa. By mid-decade, the PLA Navy promulgated a new
naval strategy with an out of region component (“near seas defense, far seas protection” IT;E51H, IL/EiF 2). A
significant statement of intent was included in the work report of the 18th Congress of the CCP (2012), which
declared, “Building a strong national defense and a powerful armed forces that are commensurate with China's
international standing and meet the needs of its security and development interests is a strategic task of China's
modernization drive.” In 2017, the PLA Navy established its first overseas naval base in Djibouti.

7 The Chinese have been vague on what exactly this means, but one can surmise that the aspiration is that the PLA
will be ranked among the most operationally capable militaries of the world along with the US, Russia, UK, EU, and
Japan.

8 The 2015 edition of Beijing’s defense white paper declared, “The traditional mentality that land outweighs the sea
must be abandoned, and great importance has to be attached to managing the seas and oceans and protecting
maritime rights and interests.” While visiting unidentified PLA Navy installations on May 24, 2017, the following was
attributed to Xi Jinping: “Building a strong modern navy is an important symbol of building a world-class military, a
strategic support for building [China into] a maritime power, and an important part of realizing the Chinese national
dream of a great rejuvenation.” https://www.xuexi.cn/lgpage/detail/index.html|?id=2886891037448290706.
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objectives at home and abroad. Operationally, PLA planners undoubtedly
envision scenarios in which the two militaries could come to blows.

The US as a strategic and political challenge to PRC national objectives

Since the founding of the PRC, the United States has figured prominently in how the
party-state assesses its external security as well as challenges to its political security—
meaning the security of the CCP. Party-state officials have long been cognizant that few
nations besides the United States possess the wherewithal and potential to either thwart
or advance Beijing’s various foreign and domestic interests. This remains the case today.

For many years, long predating the current downturn in relations, the party-state’s
assessments of larger-order US aims and intentions toward China have been highly
cynical and predicated upon assumptions of hostility towards the CCP. Among others,
these assessments include:

e The US intends to “strategically contain” China’s rise;

e The US intends to “Westernize China” and keep it divided,;

e The US intends to keep Taiwan separated from the mainland;

e The US refuses to accept the legitimacy of the CCP;

e The US is instigating “color revolutions” aimed at weakening the regime;
e The US is using military alliances to encircle the PRC;

e The US is impinging on Chinese “core interests”; and

e The US is putting military pressure “on China’s doorstep.”®

Notably, as the PLA launched its unprecedented reform enterprise after the Third Plenum
of the 18th Central Committee in 2013, these party-sanctioned judgments, and others,
were deployed and promulgated for the consumption of the Chinese armed forces as one
reason among several why a very painful and dislocating set of military reforms was
necessary.9 Specifically, the PLA claimed that hostile foreign forces posed a potential

9 PRC government officials have no problem publicly calling out the United States by name when specific policies
cause displeasure, such as Taiwan arms sales or freedom of navigation operations. Traditionally, however, the public
statements of PRC government officials and publicly released PRC government documents rarely mention the United
States by name in connection with the judgments above. Instead, oblique references are used and euphemistic
phrases are enlisted—phrases such as “hostile Western forces,” “certain Western countries,” “some large foreign
countries,” “some countries from outside the region,” “some hegemonic nations,” and the like. Nevertheless, it is
usually clear from context that the United States is being referred to. As US-PRC rancor over COVID-19 has ratcheted
up, these diplomatic niceties seem to be breaking down.
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threat to China’s sovereignty, to China’s aspirations for modernization, and possibly even
to the regime itself.** Consequently, at a strategic and political level, the PLA leadership
and the PLA political work system, following the party’s lead, portray the United States to
the Chinese defense establishment as having fundamentally malevolent intentions, and
have done so for many years.

The United States as an operational opponent for the PLA

Key point: Publicly available materials suggest that the PLA views the US
armed forces as an operational adversary mainly in the context of
contingencies around China’s periphery.

Beyond Beijing's larger order strategic and political concerns about the minatory
intentions of the United States, one can infer from public domain materials that the PLA
also views the US military as a potential operational opponent to be planned against, at
least in various contingencies around China’s periphery in the Indo-Pacific.

One group of PLA analysts wrote that the most likely threat of war for China is a conflict
in the maritime domain, and so the PLA must prepare “to face relatively large-scale and
high intensity local wars in the maritime direction under the backdrop of nuclear
deterrence.” Putting a finer point on this judgment, they claim the main axes for possible
conflict are “in the eastern and southern maritime directions. In these directions, real and
potential operational opponents are the most prominent and the threats are also the
greatest, especially the existence of a powerful, adversarial military alliance.”1?

0 For a full analysis of the various catalysts motivating the ongoing reform of the PLA, see David M. Finkelstein,
“Breaking the Paradigm: Drivers Behind the PLA's Current Period of Reform,” in Chairman Xi Remakes the PLA:
Assessing Chinese Military Reforms, Joel Wuthnow et al., Editors, (Washington DC: National Defense University Press,
2019), pp. 45-83.

11 As examples, see: Commentator article in Qiushi, "Strive to Build a People's Army That Obeys the Party's Command,
Is Able to Fight and Win, and Has a Good Style —Celebrate the 87th Anniversary of the Founding of the PLA," No. 5,
July 31, 2014; Huangiu Wang, "Admiral Sun Jianguo: China is in Danger of Being Invaded; Using Struggle to Seek a
Win-Win for China and the United States," March 2, 2015; Jiefangjunbao commentator article, "Take the Endeavor
for Winning at War as the Greatest Duty —Second Talk on Seriously Studying Chairman Xi's Important Speech During
His Meeting with Responsible Comrades at Various Departments of the CPC Organ,” January 13, 2016; Jiefangjunbao
commentator article, "Peace Must Be Backed Up with Great Power—First Talk on Studying and Implementing
Chairman Xi's Important Speech at the Plenary Meeting of the PLA Delegation,” March 15, 2014; and Jie Xinping:
"Start the New March in the Course of Military Strengthening and Development—Deeply Study and Implement
Chairman Xi's Important Expositions on National Defense and Armed Forces Building,” Jiefangjunbao, February 17,
2014.

12 pLA Academy of Military Science Military Strategy Department, Science of Military Strategy, (Beijing. Military

Science Publishing House, December 2013), pp. 100-101. FE A R BN ESR F IR EERIRER, (KIEZ¥) (t
. EERZFH AR, =8, 2013) . This volume is often cited by foreign analysts of the PLA; however, although

the authors are highly credible military professionals whose views are respected within the Chinese defense
establishment, the volume does not represent official PRC or PLA policy.
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What “maritime direction” contingencies involving US forces might that include? Certainly
these would include a Taiwan contingency, which is still considered the PLA’s priority
planning scenario (the “main strategic direction,” in the parlance of the PLA).3
Presumably, assumptions about US military intervention factor into the PLA’s Taiwan
plans.* These contingencies would also presumably include the maritime disputes that
involve China in the South China Sea and the East China Sea since two US allies are
involved—the Republic of the Philippines and Japan. Of note, within the last two years,
the US secretaries of state and defense have publicly stated that any attacks on those
allies over contested claims in the South and East China Seas are covered under US
defense treaty obligations.® These contingencies might also include unplanned kinetic
engagements between PRC and US naval or air forces in China’s near seas resulting
from the escalation of a notional incident in which the two militaries operate in proximity.
Beyond maritime contingencies, PLA planners likely account for the possibility of a range
of contacts between Chinese and US forces—some hostile, some possibly not—in the
various scenarios attendant to the Korean Peninsula, scenarios ranging from regime
implosion in the north to full out north-south conflict.

Overall, the sense one gets from publicly available materials (an admittedly constrained
dataset) is that the PLA views the US armed forces as an operational adversary mainly
in the context of contingencies around China’s periphery, and that they view the US armed
forces as both a contingency-based (scenario-specific) and capabilities-based (combat
power) threat. Certainly, the types of capabilities the PLA is developing would suggest
the same.

13 For an explanation of the PLA doctrinal concept of “strategic directions” and contingency planning, see David M.
Finkelstein, “China’s National Military Strategy: An Overview of the ‘Military Strategic Guidelines’” in Roy
Kamphausen and Andrew Scobell, Editors, Right-Sizing the People’s Liberation Army: Exploring the Contours of
China’s Military (Carlisle, PA: Strategic Studies Institute, US Army War College, September 2007), pp. 69-141.

14 0n May 20, 2020, the PRC Ministry of National Defense spokesperson made the following statement in denouncing
Secretary of State Pompeo’s congratulatory message to Taiwan President Tsai Ing-wen on the occasion of her
inauguration: “The Chinese People's Liberation Army (PLA) has the strong will, full confidence and sufficient
capability to thwart any form of external interference and any separatist attempts for ‘Taiwan independence.””
(Emphasis added.) http://eng.mod.gov.cn/news/2020-05/20/content 4865380.htm.

15 During a visit to Manila in March 2019, Secretary of State Pompeo stated: “As the South China Sea is part of the
Pacific, any armed attack on Philippine forces, aircraft, or public vessels in the South China Sea would trigger mutual
defense obligations under Article IV of our Mutual Defense Treaty.” During a visit to Tokyo in February 2017, former
Defense Secretary Mattis said, “The Senkaku Islands are under the administration of the government of Japan, and
fall within the scope of article five of the Japan-US Security Treaty.” See, respectively, Financial Times, “Pompeo
Assures Philippines of Mutual Defence in South China Sea,” March 1, 2019, https://www.ft.com/content/d7bee564-
3bf8-11e9-b72b-2c7f526ca5d0; and “Joint Press Briefing by Secretary Mattis and Minister Inada in Tokyo, Japan,”
February 4, 2017, https://www.defense.gov/Newsroom/Transcripts/Transcript/Article/1071436/joint-press-
briefing-by-secretary-mattis-and-minister-inada-in-tokyo-japan/.
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Chinese assessments of progress

The Commission asked me to offer high-level comments on how the PLA assesses its
progress in meeting its objectives.16

Key points: While acknowledging its many shortcomings, the PLA seems to
believe it is making progress in becoming a force capable of credibly
engaging in regional conflicts around its periphery. However, the question
of how the PLA assesses its own progress may be less relevant than how
other countries in China’s neighborhood assess PLA progress.

The PLA acknowledges it is still grappling with operational and systemic issues that have
long bedeviled it as a warfighting organization and institution. At the Commission’s
hearing on February 7, 2019, Lieutenant Colonel Dennis Blasko (USA, Ret.) provided
testimony entitled “PLA Weaknesses and Xi's Concerns about PLA Capabilities.” That
testimony addressed myriad problems the PLA bemoans it faces within its force.’

Challenges the PLA acknowledges it faces include (but are certainly not limited to):

e Tactical-level units (“grassroots units”) whose operational capabilities are not up to
standard

e Commanding officers whose operational judgments are wanting
e Problems integrating new equipment into units
e Training that is less realistic than it should be

e The quality or educational levels of some officers and non-commissioned officers
(NCOs) and the NCO system itself

e The efficacy of the Professional Military Education system

e Policies and processes that are outdated or that inhibit the generation combat power

There is no reason to believe that these or other such challenges have gone away
altogether, since the PLA continues to discuss them. Yet, the PLA would argue they are
working on these and other self-perceived shortcomings as part of the ongoing reform
enterprise. Over the past year and a half, PRC and PLA media reports have touted
redoubled efforts to improve the realism of combat training.® In November 2019, the

16 This issue stretches the limits of public domain information, and one should be wary of reaching firm
conclusions.
17 https://www.uscc.gov/sites/default/files/Blasko USCC%20Testimony FINAL.pdf.
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Central Military Commission met specifically to deal with problems in “grassroots units.”*°
The PLA media is currently giving coverage to the “Third Big Campaign” (£ = K% %) of

the military reform effort, which is aimed at making much needed changes to the “military
policy system” (EZ= BRI E).2° Although information describing these challenges and

mitigating initiatives reside in the public domain, it is extremely difficult to validate either
the depths of the problems or the claims of success in addressing them. Over the years,
however, the PLA has shown itself to be a learning organization.

From a higher-order perspective, the PLA does not yet consider itself an across-the-board
operational peer of the US armed forces, or likely of other highly advanced foreign
militaries. That is the PLA’s implied objective set for mid-century. Nor has the PLA
announced, at least to date, that it has achieved its key objectives set for the year 2020,
which are (1) “basically achieving mechanization,” (2) “making significant progress in
informatization,” and (3) enhancing “strategic capabilities.”?! They still have a few months
to make that assessment.

Nevertheless, the PLA seems to believe it is making progress in retooling itself—
institutionally, organizationally, doctrinally, technologically, and with weapons and
platforms—to become a force capable of credibly engaging in regional conflicts around
its periphery, especially in an information-intensive fight in the maritime domain. At the
recently held National People’s Congress (May 2020), PLA delegates acknowledged
achievements to date, not just the ongoing challenges.?? Certainly, US government

18«4 24 S B4 S19R 58 FE BB # — 4 51 [m 3R A\ (“Furthering the Study and Implementation of Xi Jinping
Thought on Strengthening the Military”), November 8, 2019, http://www.81.cn/xue-xi/2019-
11/08/content 9673004.htm.

P ERRKRZFAPVEDFNARBERZRLEAH S LEIE”) (“Military Representatives Enthusiastically
Promote the Comprehensive Progress and Mastery of the Grassroots Construction in the New Era”), May 28, 2020,
http://www.81.cn/jmywyl/2020-05/28/content _9823471.htm.

20 The PLA refers to the reorganization of the national- and theater-level leadership and command and control
systems as the “First Big Campaign” of the reform, and the restructuring and rebalancing of the services and their
units as the “Second Big Campaign.” ”IR{Z! ZEFANREE =& BRI ERT 7" (“Hold Firm! The Victory of
the "Third Campaign" of Military Reform is Ahead”), November 20, 2018, http://www.81.cn/xue-xi/2018-
11/20/content 9351678.htm. This third major tranche of reforms is intended to update a sweeping set of policies,
regulations, directives, standard operating procedures, and business practices that govern how the PLA functions
both operationally and administratively. It is a huge undertaking, and PLA commentators state that changing policies
and practices may actually be tougher than changing organizational structures.

21 China’s National Defense in the New Era. Coverage of comments by Xi Jinping and PLA delegates at the National
People’s Congress in May 2020 suggested that the COVID pandemic may be negatively impacting progress in some
areas.

% See, for example,” } T MM EREMH B HR——FEARRZ AP IWE R U EFHNEAREH# TR
(“Fighting to Win the Arduous Battle of Reforming and Strengthening the Military——Miilitary
Representatives to Enthusiastically Carry out the Deepening National Defense and Military Reform to the
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assessments of PLA capabilities in the public domain paint a picture of a force whose
operational reach and overall capabilities across the services continue to improve.?3 At
bottom, the PLA does not have to be an operational peer of the US military across the
board to cause serious problems for the US military, especially in scenarios around
China’s periphery.

From the perspective of US-China strategic competition, the question of how the PLA
assesses its own progress may be less relevant than how other countries in China’s
neighborhood assess PLA progress. ?* The PLA already has one of the fastest
modernizing militaries in the region. It possesses the biggest navy, with some 300 ships
and with a second aircraft carrier commissioned in late 2019, and it has the largest air
force. If a country shares a land border with China, it is aware that ample ground force
units are available to Beijing, even with the recent downsizing of the PLA Army. These
realities alone already put a good deal of potential coercive power—and potential combat
power—in Beijing’s hands relative to most countries in the region, regardless of where
the PLA is on its timetable for modernization. This is also why US reliability as a partner
is being perpetually assessed by countries in the region, which brings us to the issue of
allies and partners.

Alliances and partnerships in the Indo-Pacific

The Commission invited me to address any other matters | believe important to the topic
of US-China strategic competition.

Key Points: As US-PRC rivalry plays out, much is at stake for the countries
of the Indo-Pacific—especially for US defense partners and allies. Beijing

End”), May 18, 2020, http://www.81.cn/jfibmap/content/2020-05/18/content 261687.htm. “When
talking about the new situation of a strong military and revitalizing military that has been set in motion since the
18th Party Congress, military representatives deeply felt that our military has made historic strides, achieved historic
breakthroughs, and reaped historic results—from the scientific and efficient [nature] of the [new] leadership and
command system to the optimized and highly capable [nature] of [the military’s] size, structure, and force
composition, and from the comprehensive leaps in the modernization levels of weapons and equipment to the
continual improvements of the policy system. The [military’s] appearance has been reshaped by reforms.”

23 Office of the Secretary of Defense, Annual Report to Congress: Military and Security Developments Involving the
People’s Republic of China 2019 (May 2, 2019). See especially Chapter 2, “Force Modernization Goals and Trends.”
The key judgments in this chapter include the following: “In 2018, the PLA continued to implement structural reforms,
make progress on fielding indigenous systems,” and “PLA capabilities and concepts in development are
strengthening China’s anti-access/area denial (A2/AD) and power projection capabilities.”

2 |n its National Defense Program Guidelines (NDPG), Japan assessed that China has achieved “rapid improvement
in its military power in qualitative and quantitative terms” and that these improvements, along with a lack of
transparency, “represent a serious security concern for the region including Japan.” National Defense Program
Guidelines for FY 2019 and Beyond, December 18, 2018, https://www.mod.go.jp
/i/approach/agenda/guideline/2019/pdf/20181218_e.pdf.
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will be quick to exploit any daylight between the US and its regional partners.
We need to remind ourselves that US allies and defense partners are vital
and simply cannot be taken for granted.

Today, countries in the Indo-Pacific, including some US allies and partners, are watching
tensions in the US-China relationship with intense interest and varying degrees of
nervousness. Much is at stake for them. Some find themselves in the uncomfortable
position of looking to China for their economic security while looking to the United States
for their military security. Consequently, many Indo-Pacific countries are engaged in
hedging, and none are keen about the prospect of having to choose between the two
countries as problems between Beijing and Washington play out and potentially
intensify.2®

Meanwhile, Beijing continues to decry US military alliances as remnants of the Cold War.
It assumes the only purpose of US alliances and partnerships is to contain China. As a
result, Beijing will seize on any daylight between the US and its partners to undermine
confidence in the political reliability of the United States. This includes China exploiting
US rhetoric and potentially contentious issues between the US and its allies. While doing
so, its diplomats and other officials will continue to propound the need for “new type
security partnerships.”28

Beijing also seeks ways to question the efficacy of US military forces in order to degrade
confidence in Washington as a security guarantor. This tactic was on full display this
winter and spring in the PRC media’s portrayal of the impact of COVID on US forces in
general and in the Indo-Pacific in particular.

We should assume that China will continue to put pressure on allies or partners who
support US military initiatives that Beijing views as detrimental to its interests. China’s
economic and political actions against Seoul in 2017 in response to its decision to allow
the US to deploy THAAD?’ missile defense batteries in the ROK is a good example. All

25 In the May/June 2020 edition of Foreign Affairs, Singapore Prime Minister Lee Hsien Loong underscored these
dilemmas for the countries of the Asia-Pacific region. See “The Endangered Asian Century: America, China, and the
Perils of Confrontation,” Foreign Affairs, June 4, 2020 <https://www.foreignaffairs.com/articles/asia/2020-06-
04/lee-hsien-loong-endangered-asian-century>.

26 See Alice Ekman, “China’s ‘new type of security partnership’ in Asia and beyond: a challenge to the alliance system
and the ‘Indo-pacific’ strategy” , March 26, 2019, El Cano Real Instituto,
<http://www.realinstitutoelcano.org/wps/portal/rielcano_en/contenido?WCM_GLOBAL_CONTEXT=/elcano/elcan
o_in/zonas_in/ari35-2019-ekmanalice-china-security-partnership-asia-and-beyond-challenge-aliance-system>

27 Terminal High Altitude Area Defense
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of these approaches by China will require continual whole of US government efforts to
reassure allies and partners.

Concluding comments

Looking forward, it is clear that a competition-dominant dynamic will define US-China
relations for some time to come. This dynamic will include a significant military component
that has both operational and political-military dimensions. However, we should keep in
mind that these defense dimensions will not singularly define relations between the two
countries, or the contentious issues that must be managed. Military rivalry will be but one
set of challenges that include economics, diplomacy, technology, innovation, and trade
that will demand attention. Additionally, the possibility of US-PRC cooperation should not
be dismissed when doing so serves US national interests.

Geostrategically, military issues will be the most pronounced in the Indo-Pacific. In that
part of the world, it will be critical for both the US and the PRC to focus on risk-reduction
and confidence-building measures in order to minimize miscalculations that could lead to
unintended confrontation or conflict. In recent years, across administrations, the US
Department of Defense has made risk management a mainstay of its approach to
relations with the PLA. The Commission might consider assessing the range of efforts in
place or underway, including their efficacy and (especially) how the PLA has engaged on
these issues.

The contest between the two competing operational visions for the Indo-Pacific discussed
earlier will persist. In response, the US must continue making investments, pursuing
technological innovation, and adjusting operational concepts to maintain its traditional
operational advantages, credible deterrence, and ability to reassure allies and partners in
the face of a modernizing PLA. This imperative is captured in the 2018 Summary of the
National Defense Strategy. The question is whether such a focus can be sustained given
competing demands and constrained resources. In this regard, the inclusion of the Pacific
Deterrence Initiative (PDI) in the SASC version of NDAA 21 is encouraging. 28

Political-military issues must be given equal attention as operational concerns, especially
US relations with allies and partners in the region. US allies and partners are critical to a
host of strategic-level objectives shared between the US and many of the countries in the
Indo-Pacific region. Along with key institutions such as the Association of Southeast Asian
Nations (ASEAN), US defense partners represent a network of like-minded nations that
can undergird the regional order, and that can set norms and rules to provide a bulwark
against challenges to that order. Operationally, allies and partners will remain critical
enablers of the access and sustainment that US forces need to overcome what Pacific
planners refer to as “the tyranny of distance.” The US takes allies and partners for granted

28 See “Fiscal Year 2021 National Defense Authorization Act, Senate Armed Services Committee”
https://www.armed-services.senate.gov/imo/media/doc/FY%2021%20NDAA%20Summary.pdf
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at great risk. They must be assured that the US is a good partner for them, not just that
they are good partners for the US.

Over the long term, prevailing in long-term strategic competition with China will require
more than maintaining American military prowess. Among other things, it will also demand
an economically strong, technologically innovative, and cohesive America at home; a
respected America abroad whose values resonate; and an America that embraces its
traditional leadership role in the international system.
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OPENING STATEMENT OF JOHN POMFRET, AUTHOR AND FORMER BEIJING
BUREAU CHIEF, WASHINGTON POST

COMMISSIONER LEWIS: Thank you, Dr. Finkelstein.

We'll now hear from a person who was actually in China during the Tiananmen Square
occurrence. John Pomfret of California will address the ideological and diplomatic relations and
competition between the United States and China. Mr. Pomfret?

MR. POMFRET: Thank you very much. It's a great honor to appear with such
distinguished colleagues and actually old friends.

On November 29th, 2012, two weeks after his appointment as the new General Secretary
of the Chinese Communist Party, Party Leader Xi Jinping visited the vast National Museum of
Chinese History on Tiananmen Square. Xi and the rest of the grim-faced Standing Committee of
the Politburo toured an exhibition titled The Road to Rejuvenation about China's history from the
Opium War to the present day. It was there that China's new leader revealed his, and by
extension the Communist Party's, profoundly tortured view on the United States.

As he stood at the threshold of an exhibition that offered not a single word of praise for
any of the Westerners who had helped China modernize over the last 200 years, Xi declared that
the Chinese dream constituted a great revival of the Chinese nation. That the President of China
and the head of the Communist Party would couch his hopes for his country in quintessentially
American terms, a dream, at the doorstep of a deeply xenophobic exhibition, illustrates the
messy complexity of China's response to, and its view of, its strategic competition with the
United States.

China's power, as we've noted, has immeasurably increased over the last 50 years of
economic reforms. But if anything, since the rise of Xi Jinping in 2012, the Communist Party
has acted as though the threat posed by the United States is intensifying, not decreasing, across a
vast array of fields, including ideology, diplomacy, standard-setting in the technological realm,
the military, and the media.

China is engaged in a full-scale strategic competition with the United States. Chinese
thinkers and spokespeople like to accuse Westerners, particularly Americans, of what they call
Cold War thinking. But years before a growing percentage of Americans had begun to worry
about the strategic challenge presented by Beijing, China's government had already entered a
new Cold War with the United States.

Scholars can legitimately debate when the Chinese government joined this battle. There
are those who posit its beginning with Xi's rise in 2012. Others find the 2008 financial crisis as a
trigger for greater Chinese ambition. | personally look to the Tiananmen Square crackdown of
1989 as a key inflection point that allowed a powerfully anti-Western, anti-liberal faction within
the Communist Party to rise to prominence, defeating a more open wing led by deposed Party
Chief Zhao Jiang.

To be sure, throughout the 1990s, there were those at the heart of China's system—-the
name of China's then-Premier Zhu Rongji comes to mind—-who continued to push for a more
pluralistic China. But within Chinese security services, the People's Liberation Army, and its
state-owned enterprises—-I guess you could call these China's versions of the deep state—--a
paranoid, virulently anti-American view of the world took root. From my perspective, Xi's rise
constitutes not so much an abrupt change in policy, but a declaration of victory of one world
view over another and the end for now of any hope for a more liberal China.

China's government views its strategic competition with the United States as rooted in a
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battle between two ideologies, China's version of Leninism versus Western liberalism. China
has been opportunistic in fighting this battle. China's aggressiveness increased considerably
following the global recession of 2008, when China saw the United States as a wobbly power.

Similarly, during today's fight against COVID-19, China has sought to draw a distinction
between its system and what it claims to be its successful suppression of the pandemic with the
chaotic approach of America's democracy.

China has launched a battle against Western ideas both inside and outside of China. In
April 2013, the General Office of the Chinese Communist Party issued a communique ordering
heightened vigilance against American ideas. The communique, called Document No. 9, listed
seven political perils, including universal values and a free press. The document described
China's ideological situation as, and | quote, a complicated, intense struggle. This struggle has
now spread to Chinese universities where university presidents have been tasked to wage war on
American-inspired ideas.

The Party under Xi has come up with all sorts of slogans to take this ideological battle
with Western ideas to the international arena. In 2014, Xi began floating the idea of the China
Solution, "Zhongguo Fang-an", to the problems of the world, which involve adopting a
combination of China's authoritarian political system and China's mercantilist economic system.
Soon after, Xi proposed another idea which he called "a community of common destiny for
mankind."”

These proposals mark a shift from the old communist doctrine of hiding China's strength
and biding China's time to one that involves stepping in where the U.S. steps back. It stresses
China's role in shaping international organizations and initiatives, insisting on China'’s right to be
heard in global affairs.

So, China has invested billions of dollars in building this right to be heard across the
world, creating a massive media organization called the Voice of China, which incorporates TV,
radio, print, and social media. Parenthetically, on June 11th, Twitter announced it had deleted
almost 170,000 accounts tied to a Chinese operation to spread false information about the
COVID-19 virus, political dynamics in Hong Kong, and other issues.

In the diplomatic arena, these days China's representatives are now eager to attack the
United States. China's media has portrayed these diplomats as what they call Wolf Warriors,
practicing wolf diplomacy, a reference to a 2015 Chinese action movie.

Following the slaying of George Floyd in Minneapolis in May, Chinese spokesmen
began appropriating Floyd's dying words, "l can't breathe,” when asked to respond to U.S.
criticism of Chinese moves in Hong Kong and elsewhere.

Cyberspace is another important battlefield, the Chinese view. China has a radically
different perspective on the internet and cyberspace than the one generally advocated by the U.S.
Government. China has used diplomatic efforts to enshrine the concept of what it calls cyber-
sovereignty in international organizations. This position is in direct contrast to the American
vision that cyberspace should remain an open, global platform.

It's not clear to me how successful Beijing is going to be as it seeks to advance across a
broad front that spans the South China Sea, the virtual realm, space exploration, the North and
South Poles, just to name a few arenas where it has joined in strategic competition against the
United States.

China's soft power has taken a significant hit from its woeful handling at the outset of the
coronavirus pandemic. China's wolf diplomacy has alienated governments, media, and the
general population across a significant portion of the globe. China's efforts to create a computer
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chip to rival U.S. products have also so far failed. And Chinese analysts have actually warned
about what they call strategic overdraft.

However, it would also be a mistake to underestimate China’s ability to rise to this
challenge. China's government has a remarkable capacity to surprise its competitors, including
those in the United States.

Thank you for your time.
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The Chinese View of Strategic Competition with the United States

On November 29, 2012, two weeks after his appointment as the
new general secretary of the Chinese Communist Party, Xi Jinping,
along with the rest of the all-powerful seven-member Standing
Committee of the Politburo, visited the vast National Museum of China
in Tiananmen Square. Cloaked in th