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MEMORANDUM 

ACTION 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

This memorandum contains my comments on Secretary Weinberger's 
memorandum on US-China security relationship. (U) 

At last we have this long-overdue strategic look at where we 
are going in our security relationship. I recommend that: 

-- We concur that DOD should chair this study that 
Secretary Weinberger wants. 

-- That the study should concern Option 1, which is the 
only way to go at this point in my view. Option 1 calls for 
a Sino-American entente. (S) 

We have already called for CIA to do a detailed study of Asian 
reactions to military cooperation with China. This becomes 
especially important now as we are being lumped with China at 
the UN Conference on Cambodia. The DOD paper is too breezy on 
possible Malaysian and Indonesian reactions. These countries, 
as well as Japan and Taiwan, would be seriously concerned and 
we must take their views into consideration. (S) 

Second, we are already doing a detailed study on dual technology 
transfer which upgrades the levels, simplifies the procedures, 
and drafts new regulations; so, this aspect is largely under 
control. (S) 

As for military sales themselves, this in my view is the crunch 
issue: We are examining requests from the Chinese for the F-404 
engine, the TOW anti-tank missile, and the Hawk anti-air missile. 
We need to establish guidelines for what weapons systems we are 
going to release to the Chinese, and we must consider in the 
Chinese-American entente optio~ the co-production of these items 
with the Chinese. (S) 

,SJ:..C~ 
Review July 16, 1987 
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There is one striking weakness in DOD's paper: it does not 
deal with Taiwan. In fact, if I am correct, Taiwan is not 
mentioned in the whole paper. I think Taiwan must be factored 
in, both in terms of guidelines for our sale of weapons systems 
to Chi na, if we do it at all, and how we will use arms sales 
to Chi na to facilitate future arms transfers to Taiwan. (S) 

Final l y, the paper does not deal with two important areas which 
should be included: First, the Chinese declining defense budget. 
They are reducing military expenditures; they have dallied with 
Europe for years without purchasing a single weapons system. 
Do they mean business, or are they after token sales just to 
provoke the Soviets? What kind of leverage exists for us in 
military sales in terms of the internal political situation in 
China? Whose hand are we strengthening and how? What do we 
know about the Chinese military men who are handling these 
exchanges? (S) 

No comments were received from Schweitzer, Kimmitt or Pipes. 

RECOMMENDATION: That you sign the interim reponse to Secretary 
Weinberger at Tab I, with copies to Secretary Haig and DCI 

Casey . ,/,~ 

_Approvef-::-- Disapprove 

Attachments: 

Tab I 
Tab I I 

Memo to Sey Weinberger 
Weinberger's memo, 13 July 

cc: Schweitzer 
Ki mmitt 
Pi pes 

-----

_,,,,,,, 



C't:'"l""~ 
~\Cl 

TH2: WHITE HOUSE 

WA S '.-i I N G TON 

MEMORANDUM FOR THE HONORABLE CASPER W. WEINBERGER 
The Secretary of Defense 

SUBJECT: US-China Security Relationship (U) 

Your memorandum on the US-China security relationship was 
received and we are carefully studying it. It was very 
timely, as until now our Administration has not examined 
the implications of expanding our security relationship 
with China, and this is such a serious matter that ~o/. 
should only act after the most careful reflection. K,) 

On initial reading, I believe there are certain other 
elements that should be factored into our study: 

We have to look at the implications for Taiwan. 

We have to do a very careful study of the reactions 
of the ASEAN nations and Japan to the military relationship 
with China. 

We need to analyze carefully the Soviet reaction. 

We have to come to some conclusions about the reaction 
inside China to such a cooperation, particularly how this 
affects the stability of the Vice Chairman Deng and his re
lationship with the Chinese military. Are we strengthening 
the right people inside China?µ/) 

cc: Secretary Haig 
DCI Casey 

SEGRE'P-
Review July 16, 1987 

Richard V. Allen 
Assi stant to the President 
for National Security Affairs 
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THE SECRETARY OF DEFENSE 

WASHINGTON. O .C. 20301 

MEMORANDUM FOR THE COUNSELLOR TO THE PRESIDENT 
ASSISTANT TO THE PRESIDENT FOR 

NATIONAL SECURITY AFFAIRS 

SUBJECT : US-China Security Relationship (U) 

13 JUL 1981 

(S) In the next few weeks, we face a number of 
follow-up actions stemming from Al Haig's visit to China. 
As we deal with these, I believe it is important that we 
proceed with a clear view of where we want to go in our 
overall security relationship with China. And we must 
have an understanding of the specific policies that would 
be required to bring about the desired US-PRC security 
relationship; · · · 

(S) The attached paper sets forth some observations 
and options for dealing with this important issue. I 

· believe we should now start an NSC study with State, DoD, 
possibly ACDA, and CIA participating . Given ,the emphasis 
in the military relationship, DoD might chair this study. 

Attachment 

cc: Al Haig 
Bill Casey 
Eugene Rostow 

Classified by Sec Def 
Declassify July 8, 1987 ECLAS 
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THE SECURITY DIMENSIONS OF US-PRC RELATIONS 
Executive Summary 

I. Introduction. While defense relations were normalized 
by the Carter Administration, it never came to grips with 
where we should go with China in the strategic dimension. 
If we fail to resolve this question as we follow up on 
Secretar y Haig's Chin~ trip, we risk establishing a long
term policy through ad hoc decisions, without regard for 
long-ter m US interests. 

II. Where Are We? We have established defense contacts; 
broadened our strategic dialogue; exchanged intelligence; 
and, modified export control procedures . 

III. What Have We Gained? M~ny believe that the image of 
the relationship we should seek to convey to the Soviets 
should be one with no clear upper limit, with institutional 
structur es in place to permit rapid expansion, but without 
the inevitability of ~xpansion in the absence of Soviet 
provoca t ion. With some fine-tuning and further development 
of the institutional structure, the current relationship 
approaches this balance of potential and restraint. 

IV. Must We Do More? There are strong pressures to do 
more with the Chinese in the defense dimension. These arise 
from the impetus of trip diplomacy, rising Chinese expectations, 
bureauc r atic factors, and the logic of the international 
situation . · 

V. What Are The Immediate Issues? The major unresolved 
issue is whether and, if so, how explicitly we should in
volve ourselves in China's defense modernization process. 
Other d i mensions of the security relationship are · less 
controversial and the associated issues are less urgent. 
However , we need to evaluate whether our interests will be 
advanced by further evolution of the strategic dialogue and 
military-to-military contacts. 

VI. Where Are We Going? While no one can predict with 
confidence the indefinite continuation of the status quo, no 
one predicts a drastic change in China's strategic orientation 
during t he next 10-15 years. It is precisely during this 
near-to mid-term that we need all the helP we can get in bal
ancing the growing Soviet threat. Theref6re, while there is 
need fo r caution to hedge against the possibility of a 
different Chinese orientation in the longer term, we should 
seek in the near-term to maintain or enhance the strategic 
relationship with the PRC. 

DECll.r"lw,,Hr■.:.-
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Regardless of the type of relationship we seek, our 
· decisions on many of the immediate issues may be the same. 
On other issues, however, notably those pertaining to mili
tary s a les and technical assistance, our options place us on 
divergent policy tracks. If we are to produce a coherent 
and coordinated security policy towards China, we should 
addres s first the objective and policy track we should 
pursue. Otherwise, we will find ourselves deriving our 
policy direction after the fact from decisions on the in
dividual issues. 

VII. Alternative Securit /Strate ic Relationshi s. Con
ceptually, there are our basic types of relationship we 
might seek . The first represents a modest leve l of security 
cooperation. The remainder represent progressively higher 
levels of security ties. 

A. Sino-American Entente. This option would focus 
on enhancing the durability of US-PRC relations and their 
potential for cooperative actions. It is not exclusively 
anti-Soviet in focus but it retains China's value as a 
counterweight to the Soviets. No major new US policy ini
tiatives are necessary ; but some changes are required for 
symbolic reasons. These could include defensive arEs sales 
to improve relevance of our policy in Chinese eyes and to 
show that we do not consider China a strategic adv ersary. 
We would be responsive to Chinese requests~ not actively 
promote improvement of Chinese military capabilities. 

B. Deter a Soviet Attack on China. This option is 
based on questionable assumption that Soviets may conclude 
that time is against them and preemptively attack to knock 
China out of the game before its modernizat i on succeeds. To 
increase deterrence of Soviet attack on China, we would need 
to emphasize linkage of US and PRC security (im~lying US 
wil l ingness to fight in China's defense) and to actively 
support improvement of Chinese defensive capabilities. We 
would c onsider sale and coproduction of defensive arms; and, 
technical and monetary asslstance to modernize China's de
fensive weapons industry. 

C. Force Soviets to Devote More Forces to China. 
This wo u ld require that we make the Sov i ets see China as a 
growing threat to them, requiring more Soviet f orces to 
defend t heir border with China. Since China would require 
increased defense guarantees before becoming more provocative, 
Option B would be a pr~requisite. In addition to Option B 
actions , this option would involve the full r ange of US 
assistance for Chinese offensive military capabilities. 

D. Sino-American Alliance. This option would for
malize an agreed division of labor between . US and PRC forces 
for a major war with the Soviets and develop capabilities on 
both sides to implement it. It would involve the near-term 



actions which would lead, in time, to the full range of 
alliance interactions, e.g., combined planning/exercises/ 
operations, security assistance, active suuport for improved 
Chinese defensive and offensive capabilities. 

VIII. Conclusions and Recommendations. The three higher 
level options share the characteristics of active US pro
motion of Chinese military modernization and some degree of 
US commitment to come to China's aid in the event of a 

3 

Soviet attack. In the near-term, this latter factor runs 
counter to our interests in minimizing additional commit
ments for US forces which are inadequate for commitments 
already made. Without severe Soviet provocation, an alli
ance is not politically feasible in either capital. Fur
thermore, the offensive option (C) -- and to a lesser extent, 
the deterrent option (B) -- is extremely provocative in the 
near-term but, because of severe constraints on China's 
modernization, pays no dividends in increased Chinese military 
ca pabilities for several years. There would be few marginal 
gains, if any, from these options over the 10-15 year period 
with which we ·are most concerned. The costs are therefore 
more significant, particularly in terms of ~robable Soviet 
and allied reaction. 

The Chinese are not pressing us for, and indeed may 
oppose, the three higher level options. We should avoid the 
inherent provocation of those options as long as nossibilities 
remain for improvemnt of re1ations with the Sovieis. However, 
should these relations deteriorate to the point where a 
worldwide conventional war· became probable, an alliance with 
the PRC would serve our interests better than the other 
higher level options. 

On balance, this analysis supports a near-term nolicy 
goal of Sino-American entente. We should limit policy 
changes to show Moscow that we intend to act with restraint 
while leaving open the prospect of escalation. Within these 
limits, we should proceed to broaden and deepen the bases of 
support for the US-PRC relationship within all elements of 
the Chinese leadership and to pursue parallel policies where 
we have parallel interests. Such a relationship would 
maintain China as a counterweight to the Soviets, enhance 
the durability of US-PRC ties, and . lay the foundation for 
closer cooperation, if such a step became necessary. 

8 



THE SECURITY DIMENSIONS OF US-PRC RELATIONS 

I. I troduction 

Te US-PRC security relationship gathered considerable 
momentum after the January 1980 visit of Harold Brown opened 
a dialogue between the two defense establishments. But, al
though defense relations were normalized by the Carter 
Administration, it never came to grips with where we should 
go with China in the strategic dimension. If we fail to 
resolve this question as we follow up Secretary Haig's 
visit, we risk establishing a long-term policy through ad 
hoc decisions, without regard for long-term US interests. 

II. Were Are We? 

We have: 

- established a program of high-level and profes
sional c ontacts between our defense establishments. 

- broadened our strategic dialogue to include 
informed discussion of military factors in the global 
strategic balance, regional security issues such as Af
gh~nistan and Kampuchea, and arms contro_l issues. 

.. - exchanged intelligence on matters of mutual 
interes t . 

- liberalized export control procedures for dual 
use technology and agreed to consider sales of military 
weapons to the PRC. 

III. What Have We Gained? 

In rationalizing our policy publicly, we have emphasized 
the fac t that contacts between US and Chinese defense establish
ments a r e a natural by-product of normal political relations. 
The measures taken thus far have given the relationship 
momentum and strengthened the hand of pro- Western elements 
in the Chinese leadership. This has b~en done without 
evoking serious misgivings among the American public, Congress, 
or our major allies. 

At the same time, we have intimated that the relation
ship is somewhat open-ended, capable in response to provoca
tions o f being upgraded to higher levels of defense coooeration. 
The mea s ures we have taken give this credibility. We ha v e 
increased our knowledge of each other's military capabilities 
and laid the foundation for coordination of our policies 
where interests coincide and for exnanded defense cooperation 
if the Soviets challenge our shared · interests. -

DE 
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Many believe that the image of the relationship we 
should seek to convey to the Soviets should be one with no 
clear upper limit, with institutional structures in place to 
permit rapid expansion, but without the inevitability of 
expansion in the absence of Soviet provocation. With some 
fine-tuning and further development of the institutional 
structure, the current relationship approaches this balance 
of potential and restraint. 

IV. Must We Do More? 

There are strong pressures to do more with the Chinese 
in the defense dimension. These arise from the impetus of 
trip diplomacy, rising Chinese expectations, bureaucratic 
factors, and the logic of the international situation. 

The expansion of exchanges of official delegations has 
made trip diplomacy a major contributor to the momentum in 
US-PRC relations. The desire of each delegation leader for 
a significant and successful visit seems inevitably to 
produce an impetus for the US delegation to repay Chinese 
hospitality with tangible expressions of U.S. cooperation 
that stretch and sometimes ~xceed the limits of the dele
gation's brief. 

z 

In turn, the subtle pressures of trip diplomacy have 
served to heighten Chinese expectations, particularly the hope 
for further movement in our technology transfer policies. For 
example, during the Liu-Perry reciprocal visits, U.S. spokesmen 
attempted to explain U.S. policy with respect to dual-use tech
nology and military support equipment sales, and the application 
of that policy to specific items of Chinese interest.. For their 
part, the Chinese probed for the limits of what we were willing 
to do. No commitments were made by the U.S. side, but Perry's 
liberal use of the term "defense technological cooperation" 
certainly left the Chinese with the impression that further 
developments could be expected, in terms of U.S. technical 
assistance if not components or major end-item sales. Secre
tary Haig's announcement of our willingness to consider China's 
requests for weapons will be seen in that light. 

Within the U.S. bureaucracy, ad hoc decision making in 
the absence of a clear idea of how security cooperation with 
the PRC fits into our larger security concerns contributes 
to momentum without clear direction. Pressure to do more 
comes from those who want to enhance China as a counterweight 
to Soviets . . those searching for options to respond to Soviet 
actions elsewhere, and those who want to improve U.S.-PRC ties 
on their own merits. Initiatives are tailored to what the 
traffic will bear rather than to an agreed objective and, as 
a result, may send conflicting signals to the Soviets, the 
Chinese, and our own bureaucracy. 

The international situation provides ready rationales 
for doing more: the momentum of the Soviet arms buildup; 
the invasion of Afghanistan; the Soviet strategic foothold 

/tJ 



in Indochina. Arms sales to China by third countries nrod 
us to follow suit lest we unduly restrict the international 
competitiveness of US business or lose the opportunity to 
influence the course of China's modernization. 

V. What Are The Immediate ·rssues? 

The major unresolved defense issue is whether and, if 
so, how explicitly we should involve ourselves in China's 
defense modernization process. The Chinese have asked us to 
consider assisting them in improving selected defensive 

3 

weapons systems, e.g., antitank, antiair, armored personnel 
carriers, etc. The system on which they have pressed hardest 
is their F-8 interceptor. They have asked us to consider 
sale of the F404 engine, pulse doppler radar, associated 
.fire control systems, inertial navigation systems, and ECM 
equipment. They also asked that we consider sending specialists 
to help them improve their engine designs and/or receive 
their specialists here for technical discussions on improving 
their avionics. Before we renew our dialogue with the 
Chinese, we must reach agreement on the mission areas (e.g., 
antitank, antiair, counterair) for which we would be prepared 
to offer assistance. 

Other dimensions of the security relationship are less 
controversial and the associated issues are less urgent. 
However, we need to evaluate whether our interests will be 
advanced by further evolution of the strategic dialogue and 
mi~itary-to-military contacts: 

- should strategic consultations be expanded to include 
discussion of contingency actions we each might take in 
response to likely Soviet moves? 

- should we allow professional contacts (or technical 
assistance) to evolve into some form of military training 
assistance, e.g., providing training materials or nerrnitting 
attendance at US military technical schools and/or nrofes
sional schools? 

- should we expand current information exchanges into 
routine exchanges of selected classified intelligence infor
mation? 

VI. Where Are We Going? 

If we continue to deal with each issue individually, 
our day-to-day decisions may result in our drifting into a 
relationship which we may later find uncomfortable or ill
suited to our needs. The models we have used in the nast 
for shaping China policy are no longer relevant. We have 
moved beyond evenhandedness. The efficacy of "playing China 
cards" as a means td gain leverage over future Soviet behavior 
is questionable. As our relations with Beijing have normalized, 
bilateral factors weigh heavier in our deliberations, often 
in conflict with those which derive from US-Soviet relations. 

I.I 



However, we cannot develop our relations with the USSR 
and China independently because our fundamental interest in 
the US-PRC relationship is derived from our concerns about 
the global balance of ~orces. And, -as long as Sino-Soviet 
hostility persists, ~hat we do with one will affect our re
lationship with the other. 

Concerns remain about the long-term viability of a 
strategic relationship with China. However, while no one 
can predict with confidence the indefinite continuation of 
the status quo, no one predicts a drastic change in China's 
strategic orientation during the next 10-15 years. It is 
precisely during this near-to mid-term that we need all the 
help we can get in balancing the growing Soviet threat. 
Therefore, while there is need for caution to hedge against 
the po s sibility of a different Chinese prientation in the 
longer term, we should seek in the near-term to maintain or 
enhance the strategic relationship with the PRC. Further
more, China's future orientation will itself be influenced 
by experiences to come as well as by those in the past. 
Excess i ve caution out of fears of eventual US-PRC confronta
tion could become a self-fulfilling prophecy. On the other 
hand, a more forthcoming policy could enhance Chinese per
ceptions of the long-term utility of a pro-Western orien
tation, reducing the risk of eventual confrontation as well 
as favorab l y affecting the near-term global balance of 
forces. 

4 

Regardless of -the type of relationsh ip we seek , our 
decisions on many of the immediate issues may be the same. 
On ·othe r issues, however, notably t hose perta i n i ng to mi
litary sales and technical assistance , our options place us 
on divergent po l icy tracks. If we are to uroduce a coherent 
and coordinated security policy towards China, we should 
address first the objective and policy track we should 
pursue . Otherwise, we will find ourselves deriving our 
policy direction after the fact from decisions on t he in
dividual issues. 

VII. Alternative Security/Strategic Relationshios. 

Conceptually , there are four basic t ypes of relation
ship we might seek. The first represents a modest level of 
US-PRC security cooperation; the others represent progressivel y 
higher levels of security ties. The four alternatives are: 

- Sino-American entente; 

- relationship based on perceived need to deter a 
Soviet attack on China; 

- relationship designed to force the Soviets to 
increase its forces along the Sino-Soviet border, during the 
next 10 years; and, 

- Sino-American alliance. 

~ 
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A. Sino-American Entente 

- What Is It And What Is Its Goal? 

Entente would be a relationship based on mutual 
independence but with pursuit of parallel policies where 
parallel interests exist. Its emphasis is on US-PRC re
lations, their durability, and their potential for coop
erative action. It is not exclusively anti-Soviet in focus 
but it recognizes China's value as a counterweight to the 
Soviets and enhances it to the extent that it reduces the 
probability that the current relationship is subject to 
rapid reversal. 

s 

In an entente relationship we would seek to 
streng t hen and broaden bilateral ties in all areas, i n
cluding defense , in order to build a broad based perception 
in the Chinese bureaucracy that the relationship has utility 
which transcends our anti-Soviet interests. The anti-Soviet 
nature of the understanding would remain latent, and would 
emerge only in response to Soviet actions. We would seek to 
avoid actions which might alter China's current policies 
toward the US, the West in general, and the USSR. At the 
same time, we would seek to present an image of restraint in 
the absence of Soviet provocation, limiting policy changes 
both to avoid gratuitous provocation and to leave open the 
prospect of escalation. 

- What Are The Ouerational Impl i cations? 

Since the aim is not to increase Soviet· concerns, 
major US initiatives are not necessary. However, policy 
changes would be required to illustrate t hat we are not 
treating China as a strategic adversary and to permit US 
responsiveness to more of China's modernization needs. To 
do this, we would be willing to: 

-- Broaden strategic consultations to include 
areas of mutual interest other than anti-Soviet cooperation. 
However, this would not rule out special consultations in 
response to Soviet provocation. 

-- Expand professional defense contacts in func
tional areas of mutual interest to promote better under
standing of each other's system and.broaden supnort for the 
relationship. We would downplay or avoid exchanges with 
combined operational implications except in response to 
Soviet actions. We would be willing to consider some pro
fessional training and familiarization activities of the 
types we provide to other friendly but nonaligned nations. 

-- Expand intelligence and information exchanges 
to include certain categories of classified information 
routinely provided to other friendly but nonaligned nations. 
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Liberalize policies on technology transfers 
and military sales to clearly differentiate between China 
and the Soviet Union and Warsaw Pact. To the extent pos-
sibl e wiihout overly alarming our Asian friends and allies, 
we would seek to treat sales ·to China on a similar basis to 
that used for sales to other friendly but nonaligned govern
ments about whom we have nuclear and regional balance concerns. 
We would be willing to sell defensive arms but our purpose 
would be to improve the relevance of our policy in Chinese 
eyes. That is, our objective would be to influence Chinese 
perceptions of our responsiveness and of the utility of the 
relationship, not to improve Chinese military capabilities 
per se. 

- What Does It Cost? 

The major cost would be felt in US-Soviet relations. 
Despite our statements to the contrary, Moscow remains un
convinced that earlier improvements were not directed at the 
USSR. They would react strongly, particularly to changes in 
our arms sales pol±cies,wl\ieh remove current categorical 
constraints. However, their reaction probably would be 
softened by the fact that Chinese fiscal and technical con
straints will severely limit the effect of the policy on 
actual Chinese military capabilities. Nevertheless, the 
ch~nges could further strain US-Soviet relations and reduce 
the prospects for improving them. 

These changes would heighten concerns in some 
Asian capitals. However, they probably would not cause 
insurmountable problems in our relations with the individual 
states. Reluctant acceptance rather than support would be 
the mo s t likely reaction of Indonesia and Malaysia, who are 
concerned about China as a long term threat. As a minimum, 
they would expect the US to take their concerns into account 
in determining what specific equipment and technology would 
be approved. 

The subtle difference between being more responsive 
to Chinese perceptions of their defense modernization require
ments and promoting Chinese defense improvements would be 
difficult for DoD to implement. Our military sales ~rocedures 
and approach are geared to improve selected capabilities of 
friends and restrict the capabilities of adversaries. This 
approach is neither. 

B. Relationship Based On Perceived Need To Deter 
A Soviet Attack On China 

- What Is It And What Is Its Goal? 

This would be based on the assumption that the 
Soviets, anticipating the success of China's modernization 
with support from the West, may conclude that time is not on 
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their side and move to preempt China while it is still 
relatively weak. A successful Soviet preemptive attack or 
intimidation by credible threats of such attack could remove 
China as ·a factor in the global balance of forces. 

If our goal is to strengthen Chinese deterrence 
of a Soviet attack, we should: 

make the linkage between US and PRC security 
more explici1:. 

assist China to strengthen its defensive 
military capabilities. 

-- avoid improvement of Chinese nuclear or power 
projection capabilities which would make China a greater 
offensive threat to the Soviets and risk provoking that 
which we want to deter. 

- What Are The Ouerational Implications? 

Unlike the previous alternative which focused 
on the symbolic effect of US policies, this one requires 
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active US support for improvement of Chinese military capabilities. 
We would need to: · 

expand the strategic dialogue, explicitly 
emphasizing the linkage of security of the US to that of 
China .... 

increase the level and frequency of defense 
contacts, especially in the defense technology area, and 
train Chinese technicians and managers in US military schools. 

-- increase the level and scope of classified 
disclosure policy as needed to permit transfer of appropriate 
defense technology and intelligence. 

-- sell defensive arms and, perhaps, permit their 
coproduction; provide technical advice, assistance, and 
technology transfers to promote the development of selected 
Chinese defense industries. Assistance would be limited to 
conventional ground forces, short-range tactical aircraft 
(interceptors, ground attack aircraft), air defense forces, 

· C3I, and logistics canabilities. 

-- consider monetary assistance in the form of US 
guaranteed loans for joint ventures, off-setting loans, or 
even FMS credits. 

- What Does It Cost? 

The impact on the Soviets is likely to be 
mixed. It would reinforce Soviet concerns about the wisdom 
of attacking China but they recognize the difficulties we 
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·would face ·in mounting any direct retaliatory actions against 
an attack on China. Since the significant US contribution 
to Chinese defense capabilities would be long-term, they 
could have the opposite effect of that intended--reinforce
ment of Soviet perception th~t time is not on their side, 
provoking them to act now. At the least, such active and 
direct US involvement in improving .Chinese capabilities 
would ensure that Sino-American relations would be a con
tentious issue in our future dealings with Moscow. 

Our friends and allies would be concerned that 
they might get drawn into the Sino-Soviet · dispute on our 
coattails. They would also see this as our assuming ad
ditional commitments which could only be honored at their 
expense. This could undercut our efforts to encourage them 
to do more in the common defense. 

To the extent that we would have to nlan and 
program for involvement in a Sino-Soviet war, this approach 
could reduce the strategic value of the US-PRC relationship 
to us. That value is now based primarily on the premise 
that we do not have to plan against the Soviet forces on 
China's borders. Furthermore, Chinese technological and 
fiscal constraints, the sheer magnitude of the problem, and 
the relatively low priority given defense modernization by 
the Chinese mean that there· can be no quick payoffs. 

All of these costs are given heavier weight by the 
fact that they may be unnecessary. Neither the Chinese nor 
our intelligence community consider there to be a significant 
probability of Soviet preemµtive attack. The apparent 
Soviet strategy is instead to pursue gains in the third 
world rather than concentrating power against their principal 
adversaries. 

C. Relationship Which Would Force The Soviets To 
Increase Its Forces Along The Sino-Soviet 
Border During The Next 10 Years 

- What Is It And What Is Its Goal? 

This would be based on the premise that the 
Soviets must act by 1990 if they are to-take advantage of 
their military advantages. It will take the Nest 10-15 
years to reverse trends in the global balance, so the next 
5-10 years are the most dangerous. Therefore, if we can 
force the Soviets to devote more resources to countering 
China, we can buy the time we need to reverse the trends. 
To do this would require that the Soviets perceive China as 
a growing threat to their security rather than as an obstacle 
to their expansion. 

- What Are The Operational Implications? 

Since China would be unwilling to assume a more 
provocative stance against the Soviets without increased 
guarantees for its own security, the previous alternative is 
subsumed in this one. In addition, we would: 

.- --- ... --.---------·-
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-- encourage the Chinese to modernize their 
military more rapidly and assist them by underwriting some 
of the costs, perhaps through FMS credits. 

-- . sell offensive weapons and technology and 
provide associated technical assistance. 

-- take a strong anti-Soviet stance in our 
declaratory policy and insist that the Chinese do likewise. 

What Does It Cost? 

This option would have a lasting adverse effect 
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on US-Soviet relations. It would almost certainly provoke 
Soviet retaliatory actions in other areas of the world and 
would increase greatly the probability of a Soviet preemptive 
attack on China before the program could reach fruition. It 
would spell the end to even the marginal US commitment to 
reviving detente and provoke an adverse reaction from~Euronean 
allies for whom that prospect is a basic element of Policy. 
Asian allies on China's periphery would be alarmed at the 
improvement of Chinese powe~ projection capabilities. 
Taiwan, of course, would be appalled. 

There are other significant dangers: 

-- - We may pay the price of fashioning such a 
policy only to find that the Chinese refuse to nlay. They 
have. been very cautious about deliberately provoking the 
Soviets. If they perceived our true purpose and its dangers 
to them, it could have an adverse effect on US-PRC relations. 

-- We may simply provoke a net increase of 
Soviet total military capabilities with no degradation of 
their capabilties in other areas of the world. This was the 
pattern of the Soviet buildup of its Far East forces in the 
sixties and Sovietologists contend that it is the most 
likely Soviet reaction. (The counterargument is that the 
Soviet economy cannot continue to support increased levels 
of defense spending). If this were ihe result, we would 
exacerbate our strategic problems in the event the Soviets 
were able to reach an accommodation with China permitting a 
redeployment of forces. · 

D. Sino-American Alliance 

- What Is It And What Is Its Goal? 

An alliance would be anti-Soviet in orientation 
and be based on the assumption ~hat US and PRC security 
interests converged to the degree necessary to support a 
mutual security agreement. Its goal would be to develop an 
agreed division of labor between US and Chinese forces in 
the event of a major war with the Soviets and the capa
bilities on both sides to implement it. 

~ 



• 

10 

- What Are The Ouerational Implications? 

-- Strategic consultations and defense contacts 
should move into more explicit discussions of military plan
ning and capabilities leading to combined planning/operations. 

-- Intelligence and information exchanges like
wise should evolve toward establishing the basis for combined 
planning. 

-- All categorical constraints on technology 
transfers and military sales should be removed, placing 
China in the same category as Western countries in our 
export control policies. We should begin active assistance 
for Chinese defense modernization, including arms sales, 
although we could initially limit this to defensive weapons. 
This would establish the basis from which to expand support 
to include all .. areas, offensive and defensive, in which we 
mutually agree that the Chinese should contribute to the 
common defense. 

-- US planners must determine what the US would 
need to do to assist the Chinese if the Soviets attack and 
if the attack were to escalate to the nuclear level. We 
would need to address the programming requirements of de
veloping a credible capability to implement these µlans 
before we enter negotiations with the Chinese. They are 
sure to ask before committing themselves to an alliance. 

-- We would also need to develop a concept of 
what we would expect the Chinese to do in the event of a 
NATO/Warsaw Pact conflict and of what Chinese actions would 
be required to assure us that they would do what ~hey say. 

- What Would It Cost? 

The impact of an alliance on the Soviets and our 
allies could be less severe than the previous, offensive, 
option to the extent that they see the alliance as a restraint 
on unilateral Chinese actions. However, formalization of 
the anti-Soviet coalition would have a lasting adverse 
effect on US-Soviet relations and would raise suspicions in 
Asian capitals that the agreed division of labor might 
include an agreed delineation of US and Chinese spheres of 
influence in Asia. 

VIII. Conclusions and Recommendations 

The three higher level options share the characteristics 
of active US promotion of Chinese military modernization and 
some degree of US commitment to come to China's aid in the 
event of a Soviet attack. In the near-term, this latter 
factor runs counter to our interests in minimizing additional 
commitments for US forces which are inadequate for commit~ents 

18 
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already made. Without severe Soviet provocation, an alliance 
is not politically ·feasible in either capital. Furthermore, 
the offensive option (C)--and to a lesser extent, the deterrent 
option (a)--is extremely provocative in the near-term but, 
because of severe constraints on China's modernization, pays 
no dividends in increased Chinese military capabilities for 
several years. There would be few marginal gains if any, 
from these ·options over the 10-15 year period with which we 
are most concerned. The costs are therefore more significant, 
particularly in terms of nrobable Soviet and allied reaction. 

As - contingency options for use if there is a drastic 
deterioration in relations between the free world and the 
Soviets, the deterrent and offensive options (Band C) fall 
short of our needs. The offensive option simply would not 
produce the intended result. The deterrent option implies a 
US commitment to China's defense without extracting re
ciprocal commitments from China. We should avoid the nro
vocation inherent in the three higher options as long as 
possibilities remain for improvement of relations with the 
Soviets. However, should these relations deteriorate to the 
point where a worldwide conventional war became probable, an 
alliance with the PRC would serve our interests better than 
the other higher level options. 

The Chinese are not pressing us for, and indeed may 
oppose, the three higher level options. We can and should 
delay actions which push us in these directions. This means 
specifically that we should not undertake actions designed 
to actively promote improvements in Chinese military capa
bilities. This does not mean that we should oppose all 
actions which have this result, e.g., sale of defensive 
arms, but that we not delude ourselves as to our symbolic 
purpose in taking them. 

On balance, this analysis sup~orts a near-term policy 
goal of Sino-American entente. We should limit policy 
changes to show Moscow that we intend to act with restraint, 
while leaving open the prospect of escalation. Within these 
limits, we should proceed to broaden and deepen the bases of 
support for the US-PRC relationship within all elements of 
the Chinese leadership and to pursue parallel policies ·where 
we have parallel interests. Such a relationship would 
maintain-China as a counterweight to the Soviets, enhance 
the durability of US-PRC ties, and lay the foundation for 
closer cooperation, if such a step became necessary. We 
should: 

- Broaden the strategic dialogue and consult on a more 
regular basis. 

- Expand defense exchanges but avoid combined planning 
implications. 

- Expand intelligence and information exchanges to 
include some classified disclosures. 

§_E.CRITi 



- Liberalize technology transfer and military sales 
policies to clearly differentiate treatment of China from 
that of the Soviet Union and Warsaw Pact. 

- Permit sales and technical assistance for carefully 
selected Chinese defensive weanons imnrovements as a means 
of being responsive to at least some of China's perceived 
higher priority needs, e.g., antitank and antiair weapons. 
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Sino-American entente is a deliberately modest defense 
relationship, strong on symbolism but restrained in terms of 
specific technology and arms transfers. As a policy goal, 
it will be subject to strong pressures: from US businessmen 
seeking to expand their share of the China market; from the 
Chinese, whose thirst for modern technology will keeo us 
continually at the outer boundaries of our policy; and, from 
our own bureaucracy, which will have difficulty in dealing 
with the subtle limits and symbolic purposes of our policy. 
It is a policy objective that recognizes that the process is 
more important than the product, and it will require clear 
understanding of its purpose and firm control of its imnle
mentation. 



NSC/S PROFILE 

TO ALLEN 

KEYWOOffi: CHINA P R 

INTELLIGENCE 

UNCLASSIFIED 

FRavt LILLEY 

ECCNOMICS 

SUBJECT: CIA ANALYSIS OF CHINESE ECCNOMY 

S11??l 
ID 8104199 

RECEIVED 15 JUL 81 18 

DOCD\'ffi 15 JUL 81 

------------------ -- ----------- ---------------------------------
ACTION: FWD TO PRES Fffi INFO 

COMMENTS 

REF# 

DISPA'ICH 

FOR ACTION 

ALLEN 

LCXi 

OOE: 17 JUL 81 STA'IUS X FILES 

FOR CG1MENT 

NSCIFID 

FOR INFO 

GREGG 

BAILEY 

------------

V J 

W/ATTCH FILE e.lJ- (C) 



MEMORANDUM 

THE WHITE HOUSE 

WASHINGTON 

July 24, 1981 
INFORMATION 

MEMORANDUM FOR THE PRESIDENT 

FROM: RICHARD V. ALLEN 

SUBJECT: The Chinese Economy 

-----

~ti.1'67-
The _I>r ~sident~_!las sccr1_ 

4199 

Recently you had occasion to quote Prime Minister Lee Kuan Yew, with 
whom you discussed the attitudes of China's leaders toward economic 
reform. 

Although the Chinese have adopted some innovations to increase 
productivity, their economy is still mired in Marxist socialism and 
there is not much chance they can extract themselves from this by 
the end of the century. There will be reforms, but at the same time, 
the huge, cumbersome single-party structure will continue to dominate 
the political economy. 

China's post-Mao leadership is convinced that the country's disap
pointing economic performance sterns in large part from its too
centralized and overly bureaucratic economic system. To stimulate 
productivity growth and improve economic efficiency, Peking (Beijing) 
has adopted a series of experimental reforms featuring greater use of 
material incentives, competition, and market forces in conjunction 
with central planning. 

Although there is support for the changes, considerable resistance to 
reform still exists, especially among local party and government 
bureaucrats who have a vested interest in the communist establishment. 

.l2 

Prospects for continued economic reform in China over the decade are] 
favorable. Within that period the revolutionary old guard will pass 
from the scene, taking with it the bulk of resistance to change. 

The role of the market and private economic activity in China will 
almost certainly not, however, play more than a supplemental role 
in the overall economy. Even the most zealous reformers would never 
agree to transfer ownership of state capital to the private sector 
and eliminate central planning. Capitalistic incentive systems and 
changes in economic organization may succeed in raising productivity 
and eliminating waste; but, barring another revolution, the Chinese 
economy will remain fundamentally socialist. 

cc: The Vice President 
Ed Meese 
Jim Baker 
Murray ·weidenbaum 
Martin Anderson (n I l-3j (f =if51qsQ__ 

Ryj 3[1Jll3 



Reforming China's Economy 

Although Mao Zedong paid considerable lip service to the 
need for China to learn from the capitalist West, deep-seated 
fears of "capitalist restoration" prevented China's leaders 
from seriously experimenting with economic reforms during the 
Maois t era. Since the Chairman's death in September 1976, 
however, China's new leadership has moved steadily to tear 
down old economic taboos by introducing -- in selected areas 
a number of reform measures based on wider use of material 
incent ives, competition, and market forces in conjunction with 
central planning. 

The road to reform in post-Mao China has been neither smooth 
nor direct. Not until Deng Xiaoping's rehabilitation in 
Augus t 1977 did proponents gather sufficient strength to 
tackle the twin obstacles of leftist political opponents and 
conser vative economic policymakers. While Deng and his allies 
set out to eliminate their political enemies -- a process that 
has led to Hu Yaobang's promotion to the party's chairmanship 
just l ast month -- Deng's reformist colleagues began to criti
cize China's version of the overly centralized Soviet economy, 
chargi ng that Beijing needed to loosen its control over the 
Chinese economy in order to increase efficiency and productivity. 

After months of debate, one of the party's leading propagandists 
published a lengthy article on economic reforms in the authori
tative People's Daily in October 1978. Arguing that China must 
pay attention to "objective economic laws" (which bore more than 
a faint resemblance to Adam Smith's "invisible hand") he urged 
the study of Western capitalist economic systems and the imple
mentation of badly needed reforms, such as decentralization of 
economic decisionmaking and the removal of party and government 
interference in economic affairs. 

By year-end 1978, the reformers had convinced a number of key 
people within the Chinese leadership that declining productivity, 
wasteful use of investment resources, and generally poor manage
ment stemmed from their economic system -- borrowed from the 
Soview Union -- which had become too centralized and overly 
bureaucratic. To promote more efficient practices, the reformers 
proposed to: 

o Expand management's rights, to give enterprises a 
freer hand in matters of personnel, finance, raw 
materials procurement, and marketing. 

o Rely more heavily on market forces to regulate the 
economy and introduce greater competition into the 
marketplace -- both under the "guidance of the state 
plan." 

o Empower workers to form "workers' congresses" in 
economic units to decide on "major" issues and to 
recommend the recall of incompetent mangerial 
personnel. 
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o Establish an "independent" banking system to grant 
loans for investment and working capital on the 
basis of creditworthiness. 

o Reform the tax system to, among other things, reduce 
the tax burden on collective (nonstate) enterprises 
and to promote rational use of capital goods. 

o Allow free markets to exist in cities and in the 
countryside for the sale of certain non-rationed 
agricultural goods. 

o Broaden the range of production decisions made by 
individuals or small groups of peasants and enlarge 
the allowable acreage for private plots. 

Having succeeded in putting together an economic reform package, 
the reformers then faced the most difficult task yet: implemen
tation. Deng Ziaoping has managed to place trusted associates 
in influential party and government posts in Beijing and the 
provinces. These officials are, if anything, even more prag
matic than he and possibly even more supportive of reforms. 
There are other interest groups that clearly support current 
reforms. Foremost are the peasants, who stand to benefit sig
nificantly as they acquire new freedom to engage in various 
kinds of sideline production and commercial activities, to 
participate in many cases in de facto private farming, and to 
earn substantially higher incomes. Large numbers of workers 
and managers, in a position to earn higher incomes under the 
proposed changes, should also be pro-reform. 

Yet, despite the apparent wealth of support, there remains, 
especially among party and government bureaucrats, considerable 
resistance to reforms. Career bureaucrats are opposed to re
forms for several reasons. First, many feel that reliance on 
the market or on "capitalism" is repugnant and tantamount to 
"revisionism." Second, party leaders also oppose reforms on 
the grounds that loosening up the economic system will lead 
to similar changes in the political system, threatening the 
paramount role of the party. Finally, public officials resist 
implementation of reforms for practical reasons. As bureau
cratic generalists, these officials stand to lose power over, 
and eventually may be replaced by, professional managers or 
entrepreneurs who can more effectively solve complicated 
logistics problems or coordinate the activities of hundreds 
of factories. 

Even t hough career bureaucrats who resist reforms are typically 
low-ranking officials, their numbers more than make up for their 
relatively low status. In a country of China's vast size, the 
footdr agging of millions of local cadre presents an enormous 
problem. While reformers in Beijing need the support of these 
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officials to carry out reforms, local officials lack incentives 
for doing so. Since there are few more professional or better 
trained cadre available to replace existing officials, Beijing's 
reformers have little choice for the time being but to let the 
foxes guard the henhouses. 

In addition to bureaucrats, some factory workers are bound to 
oppose reforms. Competition means closing inefficient factories 
and laying off unproductive workers. After three decades of 
benefitting from the "iron rice bowl" -- guaranteed lifelong jobs 
in state-owned enterprises -- many Chinese workers understandably 
feel intimidated by the potential threat of a layoff. 

Since late last year, Beijing has postponed further expansion of 
its reform experiments. But once the current stabilization pro
gram shows progress in reducing the rate of inflation, attention 
will increasingly shift toward problems with productivity and 
waste -- and economic reform. In the industrial sector the scope 
of the experiments now in progress probably will not greatly ex
pand during the next year or so, but experimentation with reforms 
in the countryside will almost certainly increase. By the mid-
1980s it is likely that a significant share of China's peasants 
will be engaged in a system of farming that bears little resem
blance to Mao's concept of revolutionary collective farming. 
Farming on private plots will continue to expand and rural free 
markets to flourish. 

Over the longer term -- five to ten years -- reforms in both 
industry and agriculture could change the Chinese economy 
considerably. With the passing from the scene of most of the 
revolutionary old guard, the bulk of the ideological resistance 
to introducing market forces should be removed. In addition, 
ten years of political reforms should result in the training 
of a core group of new-style officials who to a greater degree 
see themselves as economic managers, rather than political 
bureaucrats. 

Nevertheless, markets and private economic activity almost cer
tainly will not play more than a supplemental role in China's 
economy -- but this does not mean that their contributions will 
be inconsequential. In the consumer goods producing and dis
tributing sectors, where market-related reforms may be widely 
applied, their impact on efficiency and productivity could be 
considerable. In the producer goods sector, where reforms will 
probably be less far-reaching, even minor changes that encourage 
more efficient use of capital assets would greatly benefit the 
wasteful Chinese economy. 

China's presently tiny private sector may grow exponentially 
over the next decade, but it is highly unlikely that it would 
even remotely approximate the size of the state sector. Even 
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the most zealous reformers would never agree to transfer state
owned capital to private ownership. Chinese agriculture in 
organization and practice may come to resemble more closely 
private farming; but private ownership of land will remain 
forbidden. Although "capitalist" incentive systems and new 
economic institutions may help raise productivity and elimi
nate waste, Beijing's Marxist leadership will not abandon 
its reliance on central planning and state ownership of the 
means of production. Changes elsewhere in the system may 
alter the nature of Chinese socialism, making it more pro
ductive, but it will likely remain a thoroughly socialist 
system. 

L., 
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MEMORANDUM 4199 

NATIONAL SECURITY COUNCIL 
A HASS 

July 21, 1981 

ACTION 

MEMORANDUM FOR RICHARD . ALLEN 

FROM: LILLEY ~ 

SUBJECT: lysis of the Chinese Economy 

The attached port prepared by CIA at my request is a short, 
hard-hitting piece which explains the basic elements and dynamics 
of the Chinese economy. You suggested that the President might 
want to inform himself on the Chinese economy, so I have prepared 
an executive summary, as well as the back-up paper by CIA. This 
has been redone per your request. 

RECOlflMENDATION: 

That you approve and pass the attached memorandum (Tab I) to the 
President, with copies to the Vice President, Messrs. Meese, Baker 
and Weidenbaum. / 

Approve I ---"-- Disapprove -----

~u' 
Attachments 
Tab I Memo to President 

Tab A Back-up paper 

cc: Don Gregg 
Norman Bailey 
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VA HA SEE! 
MEMORANDUM 

NATIONAL SECURITY COUNCIL 

ACTION July 15, 1981 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

. ALLEN 

Analysis of the Chinese Economy 

The attached report prepared by CIA at my request is a short, 
hard-hitting piece which e xplains the basic elements and 
dynamics of the Chinese economy. You suggested that the 
President might want to inform himself on the Chinese economy, 
so I have prepared an e x ecutive summary,as well as the back-
up paper by CIA. ~ l,, f~ • /' · ~-v 'f/-4 'c-1- , 
RECOMMENDATION: That you approve and pass the attached 
memorandum to the President, with copies to the Vice President, 
Messrs. Meese, Baker and Weidenbaum. 

Approve -----

Attachments 

Tab I 
A 

Memo to President 
Backup Paper 

cc: Don Gregg 
Norman Bailey 

Disapprove -----

~ 
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DEPARTMENT OF STATE 

Washington, D.C. 20520 

July 20, 1981 

MEMORANDUM FOR MR. RICHARD V. ALLEN 
THE WHITE HOUSE 

8121682 

Subject: Chinese "Sources" on Importance of U.S.-China 
Strategic Relationship 

Attached is the Associated Press item that 
John H. Holdridge mentioned to you on Saturday. 

The PRC officials' statements basically track the 
Secretary's conversations in Peking. While setting forth 
the Chinese position on Taiwan arms sales, they indicate 
that the strategic side of the relationship is where their 
fundamental interest lies. 

Attachment: 

As stated. 

L. Paul Bremer, III 
Executive Secretary 
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