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Notice

The attached document contains classified National Security Council
Information. It is to be read and discussed only by persons authorized by
law.

Your signature acknowledges you are such a person and you promise you
will show or discuss information contained in the document only with
persons who are authorized by law to have access to this document.

Persons handling this document acknowledge he or she knows and
understands the security law relating thereto and will cooperate fully with
any lawful investigation by the United States Government into any
unauthorized disclosure of classified information contained herein.
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SUBJECT: National Security Study Directive on U.S. Relations r\”
with China and Taiwan ) -
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THE WHITE HOUSE

WASHINGTON

SECRET SENSITIVE
December 7, 1982

n

MEMORANDUM FOR“THE VICE PRESIDENT = breyq I\
~THE SECRETARY OF STATE - \WQM'
“"THE SECRETARY OF THE TREASURY -
~THE SECRETARY OF DEFENSE =~ Armiuge e
V"THE SECRETARY OF COMMERCE — Lawsm

o

The President has directed that a review of U.S. relations with
the People's Republic of China (PRC) and Taiwan be undertaken. (87

The purpose of this Study is to make a fundamental reexamination

of our objectives with respect to the PRC and Taiwan and their
objectives toward the U.S., to review the developments in our
relations (including our economic relations with Hong Kong),
particularly the changes in the last year, and establish the policy
guidelines that will govern our relations with these entities for
the next few years. (S)

The State Department, in close coordination with the National
Security Council Staff, will handle the scheduling and management
of the Study. Working Groups, chaired by the appropriate agencies,
will be created to deal with specific topics addressed by the
Study. (8)

This review should result in a draft National Security Decision
Directive for review by the National Security Council no later than
March 15, 1983, and an interim report by January 15, 1983 (prior to
the Secretary of State's trip to the PRC). (8)
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One final caveat: The fact that this Study is being done is sensi-
tive and it is important that it does not leak. Public knowledge
of the Study could complicate our relations with the PRC and Taiwan.
I am counting on the heads of the departments and agencies involved
to ensure strict control over the documents disseminated and to
limit knowledge of access to them to the few personnel who have a

justifiable need-to-know. (&9
W(iggzgigzzgggéé\

FOR THE PRESIDENT:

Attachment
NSSD 12-82
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THE WHITE HOUSE
WASHINGTON
NMATTIONAL SECURITY STUDY December 7, 1982 -

DIRECTIVE 12-82

U.S. RELATIONS WITH CHINA AND TAIWAN (3)

Introduction

This National Security Study Directive establishes the Terms of
Reference for completing a comprehensive review of U.S. relations
with China and Taiwan. (S)

Objective of Review

To define U.S. objectives with respect to the People's Republic of
China and Taiwan, to analyze their objectives towards the United
States, and to produce a National Security Decision Directive (NSDD)
on the subject, "U.S. Relations with China and Taiwan." ($)

Scoge

The Study will be comprehensive and address the multiple aspects of
our relations to include, at a minimum, the following topics:

Global and Regional Setting (Action: NSC)

U.S. global objectives and policy objectives in Asia which create
the setting in which our policies toward China and Taiwan must be
determined. Priority attention must go to our policies towards the
USSR and Japan, although our objectives in the Third World, Korea

and Southeast Asia are also important. (&) Wol it /H icd
o~ WO awTZ ol ridae

. 4l ; J¢
Objectives and Expectations (Action: State) Sk”‘“*‘/%gr

What are our long-term objectives with respect to both China and
Taiwan? What should we expect from our relationships? What do the
PRC and Taiwan want from us? What are the prospects for China's
modernization program? Is it really in our interest to help modern-
ize China? To what extent can we? Should we have a technical
assistance program for China? To what degree can we realistically— ,
expect to influence the PRC towards a more liberal form of govern- °
ment over the next 20 years? What is the likelihood of a serious
improvement in Sino-Soviet relations and what would be the implica-
tions for the U.S.? What are Soviet objectives in China and what
contingencies are they planning for? What are the likely implications
for the U.S. of succession problems 1n both the PRC and Taiwan? What

Whit are (i o‘r)‘{%d"w,b w Se V‘W

E What Riwd % ¢y hovoov aptbmgh- r do we »vmw"r /é / 5 Inies
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is the likelihood that the Taiwanese will take over the Nationalist
government on Taiwan, and what would be the effect on U.S. policy?
What are the implications of PRC policies toward Hong Kong and Macao
for Taiwan and for U.S. policies in the region? What are our near-
term objectives and what should be the timetable fdr the management
of our relations with China and Taiwan over the next two years?

Political/Diplomatic Relations (Action: State) &ym/htqu

-- Review the domestic political considerations in the PRC and
Taiwan impacting on their policy towards the U.S.

-- Inventory PRC foreign policy objectives, and ours, to deter-
mine areas of common interest, and differences. What new initiatives
might the U.S. take? What effect would better (or worse) US-PRC
relations have on our relations with Korea, Vietnam and ASEAN?

-- US-Taiwan relations as a constraint on US-PRC relations; and
the US-PRC relationship as a constraint on US-Taiwan relations. (&

(- 7)
Financial, Tax and Investment Issues (Action: Treasury) ovvu U

What is the most important financial assistance required by the PRC
from foreign sources? What is the likely evolution of PRC policy
towards the use of credit? What should Ex-Im Bank and OPIC policy
towards the PRC be? What do we want .to achieve with the PRC in
negotiations on tax and investment issues? What is China's role

in the IMF and IBRD? How can we use China's membership in those
organizations to encourage China to play a responsible role in the
international economic system? What is the appropriate role for the
US-PRC Joint Economic Committee? (&f

La w0 Ray -
Trade, Export and Import Issues (Action: Commerce and US&R)

-- What are the prospects for future U.S. trade with the PRC,
Taiwan and Hong Kong? How can we increase U.S. agricultural and
non-agricultural exports to all three areas? What constraints on
U.S. trade with the PRC are imposed by hard currency and credit
considerations? What are the prospects for U.S. participation in
major development projects? For a greater U.S. role in industrial
cooperation?

-- What are the patent and copyright problems with the PRC
and how can we resolve them? What should be the role of the US-
China Joint Commission on Commerce and Trade? -To what extent is
China likely to become a competitor in the international market-
place and what are the implications for Taiwan, Hong Kong and the
U.S.? What are the implications of a Free Trade Zone in Taiwan?

-- What position should we take with respect to possible Chinese
accession to the General Agreement on Tariffs and Trade (GATT)?
With respect to the Multifiber Arrangement (MFA)? With GSP? How
well is our bilateral trade agreement with the PRC working?

SECRET fania
= BEGRET - oL
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-- What are the present and likely future major import problems
in our trade with China, Taiwan and Hong Kong and what can be done
about them? The PRC has a substantial deficit in its trade with the
U.S. Yet, from the Chinese perspective, they are faced with increas-
ing restrictions on expanding exports to the U.S. What impact does
this perception have on our overall bilateral relationship? What is
the likely future impact of our restrictions, import relief provisions,
antidumping and countervailing duty laws? What are the prospects in
the textiles and apparel sector? What can be done to lessen the
unfavorable impact of these restrictions? (87

"
Nuclear Issues (Action: State) -

What are the problems in reaching a satisfactory agreement with the
Chinese which will advance U.S. non-proliferation goals and at the
same time permit the U.S. to sell the PRC nuclear power equipment?
How can these problems be solved? How can we encourage China to
join the IAEA? (S)

Technology Transfer (Action: OSTP) —KvwWﬂ/kmM“W

What are China's technology needs from foreign sources? What is
its ability to absorb foreign technology? Does our existing policy
of control over the export of dual use technology to China support
our overall objectives with regard to China? Are these controls
about right, or should they be liberalized or tightened up?

Science and Technology Relations (Action: OSTP) R i

The Science and Technology Agreement with the PRC and the 17 proto-
cols under it appear to be one of the most successful areas of
exchange and cooperation. Should it be expanded? What are the
lessons from this experience which might help us improve our exchange
in other areas such as economic, commercial, and industrial cooper-
ation? What is the appropriate role of the US-PRC Science and
Technology Commission? (€}

Cultural Relations (Action: USIA)

What are the real benefits and problems in our student exchange .
programs? What are the future prospects? In other cultural areas? %)

Military Relations (Action: Defense) A taae

-- Review the progress so far of our effort to establish mili-
tary contacts with China. Discuss areas of possible cooperation
(ship visits, observer exchanges, educational exchange, etc.).

What should our objectives be in this important area, and what can
we realistically expect?

- BECRET oLy Z e
| NS <



?
Arms Transfers (Action: State and Defense) ‘

What should our policy be towards arms sales to the PRC? Security
assistance? Related matters? How can we manage afms sales to
Taiwan in a manner consistent with the Taiwan Relations Act and in
accordance with the provisions of the August 17 US-China Joint
Communique? (&) ’

Intelligence (Separate Annex) (Action: CIA) Gries

Taiwan (Action: State) fuvum

How can we enhance the quality and improve the substance of our
unofficial, people-to-people relations with Taiwan while minimizing
the risk that Taiwan will again become a major divisive factor

in US-China relations? What are the prospects for Taiwan and

the PRC working out their problems and achieving a "peaceful
resolution"? (&)

Hong Kong (Action: State) ﬁy“

What are the prospects for an agreement between China and the U.K.
over the future of Hong Kong and what will its most important
features probably be? How is this development likely to affect
stability and investment in Hong Kong? Will there be a flight of
capital and if so to what areas? How will these developments
affect U.S. economic relations and trade with Hong Kong? (&)

Administration

This Study will be conducted by an Interagency Group, chaired by
the Assistant Secretary of State for East Asian and Pacific Affairs.
It should include representatives from the Departments of Defense,
Treasury and Commerce, the Central Intelligence Agency, the Office
of Management and Budget, the U.S. Trade Representative, the Joint
Chiefs of Staff, the U.S. Information Agency, the Office of Science
and Technology Policy and the National Security Council Staff. (89

The scheduling and managing of the Study is the responsibility of
the Department of State, in coordination with the National Security
Council. Working Groups chaired by the appropriate agencies will
be created to deal with specific topics addressed by the Study. ()

The organization of the Study, including whether to integrate the
questions on Taiwan and Hong Kong with those on China, or treat
them as separate sectlons, is left to discussion and decision in
the IG. (8)

A report for consideration by the National Security Council should
be prepared no later than March 15, 1983. An interim report
summarizing the Study's preliminary conclusions and recommendations

‘ ‘ NS <
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should be prepared for consideration by the National Security
Council in mid-January 1983, prior to the Secretary of State's
trip to China, Japan and Korea in late January. H;)

Dissemination of this NSSD, subsequent study material, and the
resulting NSDD should be strictly controlled and handled on a
need-to-know basis. ;SY

&T_ o L@f / 5 copies
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THE WHITE HOUSE

/
_-SECRET WASHINGTON
‘ SENSITIVE
ACTION December 6, 1982
MEMORANDUM FOR THE PRESIDENT
SIGNED
FROM: wiLLiam p. crark (Y&
" SUBJECT: National Security Study Directive on U.S.

Relations with China and Taiwan }S%/

Issue

There have been substantial changes in the factors affecting the
U.S. relationship with the People's Republic of China (PRC) over
the past year. No comprehensive study of U.S. objectives with
respect to the PRC has been done since the spring of 1977. The
forthcoming exchange of high-level visitors (Secretary of State
and Chinese Premier) makes a fundamental review of U.S. policy
towards the PRC, and the related areas of Taiwan and Hong Kong,
desirable. (&)

Facts

The US-PRC Joint Communique of August 17, 1982 on Arms Sales to
Taiwan capped almost a year of difficult and sometimes bitter
negotiations. During the same period the Chinese initiated a
major reorganization of their government, launched a reform of

the Communist Party, and embarked on a more independent foreign
policy which includes moves to reduce tensions with the USSR,
distance themselves more from the U.S., and identify more with the
Third World. £§}

On the U.S. side, we have a new Secretary of State and a new
Assistant Secretary for East Asia and Pacific Affairs. Secretary
Shultz will probably visit China (along with Japan and South Korea)
in late January, Secretary Weinberger would like to visit China

in 1983, and PRC Premier Zhao Ziyang will probably visit the U.S.
in the summer of 1983. Moreover, it appears the PRC will be
assigning a new Ambassador to Washington, and Taiwan a new
Director of the Coordination Council for North American Affairs,
both probably in January 1983. Both will be more dynamic than their
predecessors and will probably bring new and possibly more aggres-
sive agendas for their relations with the U.S. ($)

Discussion

These developments, together with the potential seriousness of any
real improvement in Sino-Soviet relations, the potential succession
problems in both the PRC and Taiwan, and a host of burgeoning economic

SECRET™
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problems and opportunities in our relations with the PRC, make

it desirable to undertake a review of our relations. We need to
examine the question of the direction the relationship should

take and at what rate. We also need to reexamine how we can reassure
Taiwan of our commitment to them, and improve US-Taiwan relations,
without overly endangering our relationship with the PRC. 457’9n

We believe the study should be comprehensive and address all aspects
of our relations including political and foreign policy, economic
and trade, scientific and technological, cultural and military.

The study should make a fundamental examination of our objectives
toward the PRC and Taiwan, and also our economic relations with
Hong Kong, and establish clear guidelines for U.S. policies towards
these entities which bear the imprint of this Administration and
govern our relations over the next few years.

RECOMMENDATION:

OK NO

5/4QE1 That you sign the attached NSSD.

Attachment:
Tab A NSSD 12-82

cc: The Vice President
Ed Meese
Jim Baker
Mike Deaver

Prepared by:
David Laux
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NATIONAL SECURITY COUNCIL

T o: John Poindexter Nov. 30,1982
Bud McFarlane

From: David Lam?//

Subject: NSSD on China

1. I've madethe changes you suggested in

the proposed NSSD on US Relations with China
and Taiwan and the new version is attached,
now ready to go to the Judge and forward to
the President.

2. Gaston and Paul Wolfowitz will convene

and co-chair the first meeting as Bud suggests,
but won't set a date for it until we get the
President'sr” - - signature on the NSSD. The
NSSD will then be handed out at that first meeting,
the need for tight security will be emphasized,
and the organization of the IG and its working
groups settled, We want to have this far enough
along so that an interim report can be provided
for Secretary Shultz's use on his trip; he leaves
late January.

S R, SRR i s 5 sttt L wam: sommimseremmasiiator gy sk,
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MEMORANDUM
- NATIONAL SECURITY COUNCIL
SEC . SENSITIVE
November 30, 1982
ACTION
MEMORANDUM FOR WILLIAM P. CLARK SIGNED
FROM: DAVID LAU
SUBJECT: National Security Study Directive (NSSD)

on U.S. Relations with China and Taiwan -8)

Gaston Sigur and I have been discussing for some time the need for
a National Security Study Directive (NSSD) on United States Rela-
tions with China and Taiwan. We have also discussed the idea
informally with people at State, CIA, Defense and other agencies,
as well as with other members of the NSC staff. The uniform
consensus is that such a study is badly needed. No such compre-
hensive study has been done since April 1977. A8y

In the wake of the August 17, 1982 Joint Communique, and with the
appointment of a new Secretary of State and now a new Assistant
Secretary for East Asia, we think a fundamental look at U.S. policy
towards both the PRC and Taiwan is needed to establish clear guide-
lines which bear the imprint of this Administration. (S}

The likely schedule of events in US-PRC relations over the next year
or so makes it important that we define our basic objectives in

that relationship relatively quickly. There is a major exchange of
high-level visitors between the US and PRC scheduled for 1983,
beginning with Secretary Shultz's trip to China, and both the PRC
and Taiwan will be assigning new and more dynamic representatives to
Washington in January. (S)-

In addition to the political issues, there are a host of burgeoning
economic problems, as well as opportunities, in our relations with
the PRC and Taiwan. Moreover, we now have three bilateral commis-
sions with the PRC, all scheduled to hold meetings in the next

nine months or so. The Joint Economic Committee, chaired on the
U.S. side by Treasury Secretary Regan, will meét in Washington
December 13-15, 1982. The new Joint Commission on Commerce and
Trade, chaired on the U.S. side by Commerce Secretary Baldrige, will
probably meet in Beijing in May 1983. The Science and Technology
Commission, chaired on the U.S. side by the President's Science
Adviser and OSTP Director, Dr. George Keyworth, will probably meet
in China in the summer of 1983. A comprehensive review of our
relations and objectives should help us plan for all of these
specific developments within an overall perspective. (S)—

SECREF—
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We think it is important that the study examine our relations with
Taiwan and not just the PRC, since our policies toward both are
inextricably related. We believe the study should be comprehensive
and address the multiple aspects of our relations duch as political
and foreign policy, economic and trade, scientific and technological,
cultural, and military. We also think serious consideration should
be given to having a separate, highly classified intelligence annex.
Moreover, the study should also look at our relations with Hong Kong
and Macao. We have never made a rigorous examination of our policies,
which are essentially economic, toward those entities. The PRC
considers them both a part of China; and the arrangements the PRC
makes with respect to Hong Kong and Macao have important implications
for Taiwan as well as for U.S. policies in the region. 487

We think the study should begin as soon as possible, with an eye to
having it far enough along by the time of Secretary Shultz's trip

to China in late January, that the principal conclusions will be
emerging and will be useful to him in planning the specific objectives
of his own trip. We do not think it is reasonable to expect to com-
plete the study at that time, but we do think our objective should
be to complete it by the end of March 1983, so that the conclusions
can be used to govern our objectives and treatment of PRC Premier
Zhao Ziyang during his probable visit here in the late spring or
summer of 1983. The findings should also have a major bearing on
whether we recommend that the President make a trip to the PRC in
late 1983 or 1984. 45)

We think it is important that the State Department have the primary
responsibility for the organization and management of the study and
chairing the Interagency Group that will do the work, but that close
coordination with the NSC will be required. State will obviously
have the major role in the drafting of the political and foreign
policy portions, but the judgments to be made will involve some
highly political considerations which we think make it advisable
that it be closely coordinated with us. The first meeting will be
hgld in the White House Situation Room, jointly chaired by Gaston
Sigur and Paul Wolfowitz. The NSSD will be handed out there.
Interagency Group meetings thereafter will be chaired by the new
Assistant Secretary for East Asian and Pacific Affairs. Dr. George
Keyworth has agreed to have OSTP chair a key section of the study

on technology transfer. We think this is an ideal way to handle a
difficult problem, given the importance of the issue and the differ-
ences of view between the departments involged.

This whole package is Zgncurred in by Gaston/ 51 , Norman Bailey,N177
Henry Nag, Dick Boveri®’ and Walt Raymondf and the Terms of Reference
have been concurred in by State's East Asia Bureau. (&)

RECOMMENDATIONS

That you approve the idea of the NSSD, that you sign the attached
memorandum which forwards the NSSD to the President, and that after
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the President signs the NSSD, that you sign the~attached transmittal
memorandum to the various agencies concerned

The idea of the NSSD: Approve 6isapprove
That you sign the memo zp//

to the President: - Approve Disapprove
That you sign the trans-

mittal memorandum to the 17///

agencies concerned: Approve Disapprove

Attachments
Tab I Memorandum to the President
A NSSD
Tab II Transmittal Memorandum to the Agencies

SECRET -
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DEPARTMENT OF STATE - /
24s- (73
Washington, D.C. 20520
TEERET April 13, 1983
FROM: EA - Thomas P. Shoesmith, Acting
TO: NSC - Dr. Gaston Sigur
CIA - Mr. David Gries
DOD - Mr. Richard Armitage
JCS - Como. Jack Darby
S/P - Mr. Philip Kaplan
P - Mr. Darryl Johnson
SUBJECT: Next NSSD Meeting on China

the next
15 at 2:30 in the EA Conference Room (6210).
discussion at the meeting,
document.
the meeting.

CC.

%’—C\S\tvm S \ »

This is to confirm our oral notification of April 12 that

EA/C - Mr.
EA/RA/TC - Mr.

William F. Rope
Donald Ferguson

SECREY
DECL :0ADR

DEC~A‘ IFIED

Dopartmmt of State

G' lidelines,
;x Date

discussion of the NSSD on China will be held on April
Attached,
is the first draft of the final

A separate annex on Taiwan will be distributed at

for

Jwgfl 1997
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US-China Relations: Policy and Prospects

OVERVIEW: OBJECTIVES AND EXPECTATIONS

The US has derived substantial benefits, both stretegic and

bilateral, from rapprochement with the People's Republic of

China (PRC). It is essential to preserve and enhance these

gains by striving to build a stable, enduring relationship with

China, while continuing unofficial, people-to-people relations

with Taiwan.

We have several bkroad, long-term objectives:

Q@M:M
A. We want an essentially Western—q;ieaté%-China which

remains a favorable factor in the US geostrategic equation.

B. Globally, we want to avoid reversion to past hostility,

ensure that we continue to have no need to expend resources

confronting China,
that enables us to

Ocean/Persian Gulf

C. Regionally,

stabilizing factor

and retain the force posture flexibility
meet new commitments in the Indian

or elsewhere.

we want China to act as a constructive,

in Asia. We also want to ensure that

Beijing retains strong incentive to pursue a peaceful approach
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to Taiwan.

D. Bilaterally, we want to take advantage of substantial
human and economic opportunities in a manner that will serve
both US business and financial interests and give us greater

influence over the direction of China's future development.

Building the type of enduring..broad=hased.relationship we

want with China will require steady efforts on both sides. It
would be unrealistic to expect to attain all of our objectives

—

in the short term. Our governmental, social, and economic

systems are véry different. It will take patience,
persistence, and ingenuity on both sides to promote smoogh
interaction. There are also a number of difficult bilateral
issues between us--foremost of which is Taiwan. If viewed
separately, many of these issues (e.g., Hu Na asylum case,
textiles, outstanding US claims on old bonds issued by the
Chinese) would probably be seen as minor irritants; however,
taken as a whole, they have had a much more damaging cumulative
effect that has reinforced doubts within the Chinese leadership

regarding the value we place on good US-China relations.

What is essential now is that we lay the framework for
steady progress. We should concentrate on those areas where
progress can be made now (e.g., trade, exchanges) or where
bilateral irritants can be reduced (e.g. technology transfer),
while keeping an open posture toward those areag——strategic and

military--where progress is likely to be less rapid.
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In order to achieve our broad objectives, we should:

A. Build on the progress made during Secretary Shultz's
8
trip to China to reviveh"strategic dialogue" through which we
have in the past been able to coordinate policy and contingency

planning in sensitive areas.

B. Seek, gredually, to revive defense contacts and build a

4 ‘/jigééstituencizjn the People's Liberation Army (PLA).

/

C. Encourage China's continued integration into
multilateral political and economic institutions fostered by

the West over the past forty years. -

D. Support continued growth of Sino-Japanese ties and
further constructive interaction between the PRC and ASEAN,
particularly in search of a favorable Kampuchean settlement and

development of peaceful regional: cooperation thereafter.

M,{igi;Beek to use our China relationship to promote an

eventual settlement in Korea.

F. Promote resolution of our bilateral differences in ways

that preserve the principles and fundamental interests of both

sides.

G. Further expand bilateral ties that have been of great

economic and social benefit to both our peoples.

_SECGRET



H. Work to increase understanding of our federal system and

raise consciousness of the sensitivities and constraints of

both sides.

I. Use our opportunity to educate thousands of Chinese

elites to build in China a body of US-trained technocrats and

teachers.

We should recognize that there are limits to our ability to
influence China. Our shared concern over Soviet expansionism
and aggression and the value China derives from its ope&ing to
the West offer a wide scope for increasing cooperation.
However, China is a highly nationalistic country with a long
tradition of self-reliance, and it will want to maintain a
substantial degree of foreign policy independence. Moreover,
despite the rapid expansion of academic, cultural, scientific,
and other exchanges and tourism between our two countries, we
have very little direct access to, or influence on, the bulk of

China's one billion people.

WHAT DOES CHINA WANT FROM US?

Our ability to build an enduring relationship with China
will depend#, in large part, upon the benefits the Chinese

perceive they derive from that relationship. Four main

-
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considerations underlie China's desire for good relations with

the US: the need to protect PRC security; a strong, highly

emotional desire for recognition, legitimacy, and equal status

Z s

with the world's major nations; acceptance of the principle of

-

PRC sovereignty over Taiwan and assurance that we will not

promote Taiwan's permanent separation from China; and Beijing's
desire for US support for its efforts to modernize in industry,
agriculture, S&T, and the military.

A ‘"f"ﬁ

NIV

Since E%! K1551ngé§ first sald‘ésé U§3would view with grave
concern any Soviet military move against China, PRC leaders
have taken this element--and the strategic relationship that

developed--as the foundation of US-China relations, u51ng it to

o~ B M‘\\ e
—

justify comprbmises over Taiwan. (This remains true,) but some
in Beijing now question our attitude toward China and value as
a strategic associate. China has not changed its long-term
view of the Soviet threat; but it sees Moscow as badly bogged
down and unlikely to start hostilities soon. Thus Beijing
feels that--perhaps with appropriate modifications in its
posture vis—-a-vis Moscow--it can downplay relations with the US

if dissatisfied in sensitive bilateral areas.

Foremost among the latter are the quest1ons of how we treat

e ———

Chlna and handle relatlons w1th Talwan. China wants us to

ISR N
———

—

accept its full legitimacy and recognize, or at least not

contest, its claim to soverelgnty over Taiwan. It will work
mpm—— s N T S ————

hard to hold US-Taiwan contacts to the limits Qf past psjghiqa

agreements and insist on strict implementation of the two most

. _SEGRET-
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recent communiques guiding our relations with China and Teiwan

(Normalization and August 17, 1982).

Since the legitimacy issue is deeper than just Taiwan,

Beijing will continue to seek reassurance of US respect. It

w111<§§§é£§2khat we accord China the same "friendly country"”

: =S S ————— 5 A S v M i S M T

treatment we grant all non- adversary natlons.

o St e

Finally, China wants our sc1ent1flc, englneerlng, business,

e — S ———— T ———————— = o
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and financial expertlse as well as d1rect cap1tal 1nvestment,

————— a2 TS -
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development loans, and unimpeded market access to earn foreign

exchange.

OTHER KEY FACTORS AFFECTING THE OUTLOOK FOR US-CHINA RELATIONS

Certain factors over which the US has a less direct
influence could also affect the prospects for US-China

relations.

Sino-Soviet Relations. The Soviets seek——through renewed

r—————
e e —

talks with Beljlng——to block further US-Chinese strategic

e ——

allgnment and roll ‘back our galns of the 19705. Long—term

e R

Chinese fear of Moscow and Soviet preference for tokenism over

substance rule out swift progreSﬁ:iElngeturn to the 1950s.

i e ey

Each side has new interests--in Europe, Asia, and
elsewhere--which that would jeopardize; but the further the
process goes, the greater the potential harm. Moscow

contingency planners could gain less reason to fear
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Western-Chinese cooperation; mutual troop reductions could
enable Moscow to redeploy west or southwest, and China could
redeploy toward Korea or Taiwan. Those Chinese leaders who
advocate a harder line on Taiwan and Hong Kong could be
strengthened. If US policies were perceived to have stimulated
the foregoing, our standing in Japan and elsewhere in Asia and

with European allies could be adversely affected.

The PRC Succession Process. A transition to a new Chinese

leadership less associated with US-China rapprochement is under

- »

way. Deng Xiaoping's coalition is making sweeping internal
reforms requiring complex compromises and limiting policy
flexibility on controversial issues.L/Deng, himself, appears to

be having serious doubts about the direction of US China policy

P

and may no longer be willin o make command decisions<99\ﬁhe
W__,../"'\’-" e N — N —— e ——
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tough US-China fasues.?) 4| st
It is essential that we seek to establish rapport with the

emerging Chinese leadership and to demonstrate the value of the

P

relationship. Secretary Shultz's visit to China was the first

step in this process. Other high-level exchanges will follow
shortly, including visits to China by Secretary Baldrige and
Presidential Science Advisor Keyworth. In addition, the
President has invited Premier Zhao to visit the US this year,
and he has accepted in principle. Reluctance by the Chinese to
set a specific date for Zhao's visit probably stems from their
concerns about the value we place on the relationship and our

intentions on Taiwan issues, as well as from their

2 -
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dissatisfaction with certain US actions (e.g. the Hu Na asylum
case) which they interpret as unresponsive to Chinese interests
and sensitivities. Once Premier Zhao has visited the US, an 7

depending upon the state of US-China relations, the President

may wish to consider a visit to China.

China's Modernization Program. Regardless of how much

assistance and support China receives, and despite ambitious

reforms in process to move China away from the Stalinist/Maoist
approach to a more flexible, mearket-oriented mixed economy, it
probably cannot achieve its modernization target of quadrupling

GNP by the end of the century. While there may be notable

successes, e.g. in petroleum, growth will be retarded by severe
bottlenecks and sw In 2000, China will 54";%(
remain a very poor country, much like it is today. Whether

China's leaders are able to generate and sustain economic

growth in the range of 6-8% annually with modest but steady

improvement in living standards will be an important key to

political stability.

Success of China's modernization program is in our

i iy

interest; and continued improvement in agriculture, market

orientation, and other aspects of the economy are all

desirable. A friendly, modernizing China will be more likely

R i S

to be one with which we can obtain our objectives. Long-term

e o e cmemtr e

US security needs are more likely to be served if we are

perceived by China as helping its modernization efforts than if

we are seen as an obstacle to that development. We do not have

e et et S b .
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the resources for a major foreign ajd effort. However, our
technology transfer decisions will be of great symbolic
importance; and modest foreign and technical assistance
programs--within parameters broached with the Congress--could
have a favorable impact on specific Chinese programs and

Chinese perceptions of the US.
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TAIWAN: OBJECTIVES AND EXPECTATIONS

In addition to its interest in good relations with the

People's Republic of China, the US continues to have a deep

concern for the security and prosperity of the people of

Taiwan. Our objectives with respect to Taiwan are twofold:

A. To enhance prospects for continued peace in the Taiwan

Strait; and

B. To preserve unoffiﬁ%l commercial, cultural, and other

contacts between the American people and the people on Taiwan.

US-China rapprochement, by increasing Chinese incentives to
pursue a peaceful policy toward Taiwan, has gone far toward
promoting peace in the Taiwan Strait and the security of the
people of Taiwan. We can preserve this gaiann;yugxw'

-

cfupulously aﬁIETEESby our undertakings in the Shanghai

p——
—————

Communlque, the Joint Communlque on the E;établlshment of

et st m———

D1plomat1c Relatlons, and the US- Ch1na J01nt Commun1que of

August 17, 1982, wh1ch codlfy a long—term US-China

Vet————. i

(7,//—(EEEEEEEEEEE§§\based on decllnlng US off1c1al ‘and military
|

involvement w1th Talwan 1n exchange for a peaceful approach by

Beijing toward Ta}wan.

In this process, there has been a degree of intentional
ambiguity in our position on Taiwan. This ambiguity has enabled

us to develop a relationship with China while continuing a

ot Y i o W .
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broad range of activities with Taiwan--something which no other
country except Japan has been able to do. The ambiguity buys
time in which Taiwan and Beijing may arrive at some form of
reconciliation in which the PRC's peaceful approach will, in
effect, be confirmed, while Taiwan's claim to be the government
of all of China will be further muted, and both sides will

continue to adhere to the concept of "one China."

Because of this ambiguity, however, it was probably
inevitable that Taiwan would continue to be an irritant in
US-China relations. While Beijing and Taipei both understand
why we must preserve our carefully crafted approach, they
continue to pressure us to take their sides or accept their
positions. Beijing will continue to object to any US acts that
appear to convey officiality on our relations with Taiwan
(indeed, to Beijing, the very stress we put, publicly, on our
feelings for the people of Taiwan, carries with it a sense of
officiality). For its part, Taipei's unwillingness genuinely
to accept the unofficial nature of the US-Taiwan relationship
will continue to cause the Taiwan authorities to do all they
can to portray it in ways that suggest officiality. This
tension will represent a continuing irritant in US-China

relations.
To achieve our objectives, we should:

A. Continue to promote a broad range of ecbnomic, cultural

and other unofficial relations between thg‘U.S. and Taiwan.
[ sy
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Taiwan already has bréad access to the US market and financial
community, and it has ten unofficial offices in the US through
which it conducts a wide range of business with the American
people. In addition, Taiwan representatives have ready access
to all but the most senior US officials outside the State
Department, and US officials below the rank of Deputy Assistant
Secretary travel frequently to Taiwan, in an "unofficial"
capacity, to provide technical advice and manage a broad range

of bilateral programs. These activities should be continued.

Adboe, Yo
B. Serupuiousty,ébide by our communiques with China

regarding the unofficial nature of our relations with Taiwan.
These documents are critical not only to maintaining hérmony in
the US—China relationship but also to the long-term security of
the people of Taiwan. The PRC is unlikely to object to the
broad range of activities we conduct with Taiwan so long as

they do not appear official.

C. Be firm with Taipei in insisting on the unofficial

framework of the relationship and avoidance of publicity, while
seeking to convince the Taiwan authorities that their interests
are best served by concentrating on the substance of the

relationship and that efforts to inject appearances of

oEEiciality, or to publicize sensitive aspects, will be

e o ez
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counterproductive.
D. Maintain our long-standing position that differences

between Taiwan and the PRC are matters for the Chinese people,

sl
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on both sides of the Taiwan Strait, to resolve, and that the
only U.S. interest is that any resolution be peaceful. A PRC
attempt to impose a solution on Taiwan, or a move by Taiwan
toward formal independence from the mainland, would be
seriously destabilizing to the Asian region, damaging to
American interests in Asia, and could raise the question of

U.S. involvement under provisions of the Taiwan Relations Act.

Looking toward Taiwan's future, Chiang Ching-kuo's health
is failing, and most estimates are that he will not last more
than five years, and perhaps less. No individual is clearly in
line to succeed to Chiang's power, but the successor government

~

will continue to be mainlander/KMT-dominated.

Although it is concelvable that natlve Talwanese might be

in a p051t10n to take over the government 1n ten or, more

llkely, twenty years, that is extremely unlikely within the

foreseeable future.m What is nore_llkely, in the mid—term, is a

growth in the number of Talwanese in pos1t10ns of power as the

older malnlanders d1sappear from the scene, resulting in a

IR
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gradual change in the power balance. We would not expect any
government in the foreseeable future to create for us problems
of major dimensions, such as a formal declaration of

independence from mainland China.

It is also unlikely, in the near term, that Taiwan would

P ——
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agree to even a loose p011t1ca1 assoc1at1on w1th ‘the PRC. Even

if some in the aging KMT leadershlp were to find ‘such an option

-
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attractive, it would be strongly opposed by most of the people

(perhaps violently by some), who want to maintain the status

guo with respect to the PRC.

Thus, the issue of Taiwan's ultimate future is not likely
to be resolved in the near term, and we must be prepared to
deal with Taiwan in a manner that will preserve our long-term
objectives toward both China and Taiwan. Whatever the course
6f Taiwan's future political development, stability will
require a clear perception of continued US friendship and
support. A fear that Taiwan is being abandoned, or pushed into
an accommodation with Beijing, would rapidly affect Taiwan's

economy and severely undermine its political stability. -
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POLITICAL/DIPLOMATIC RELATIONS

China's domestic and foreign policies are aimed at
strengthening its national security and improving its economic
well-being. The Deng reformers who lead this effort, however,
must overcome resistance from conservatives opposed to the
concept of material incentives or to Western influence and

assistance in China's modernization program.
}_((J\ Py
foor v et S
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There is general agreement in—€hdima that Soviet and - d
Soviet-proxy expansionism represents the greatest potential
CQ,_‘,O\ (sa
threat to China's immediate security@ a;)q Beijing's strategy,
in Asia and elsewhere, aims at countering Soviet aggression and

Cr\

. Vv~ A (0
states. This approach has(assisted

encouraging the development of friendly, non-threatening
f?bs and allied efforts to

contain the Soviets on the Furasian land mass and in Africa;
- ‘{1 AJ:'{."/M""
reduced the danger of war in Korea; buttressed Thai and
+o Pl

Pakistani security; and previded a comparatively more moderate

option to Third World states.

US-China foreign policy differences are more tactical than
substantive. Our common opposition to Soviet expansionism
produces congruent positions with regard to Kampuchea and
Afghanistan. Both countries also share a common interest in
preserving peace on the Korean peninsula--an area where our
support for opposing governments could otherwise lead to a

conflict of interest. China's differences with the US on other
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issues, such as the Middle East, Africa, and Latin America

?\
spring from China's concern that the US effort may be /

’

ineffective and thus provide the Soviets with opportunities as

————— S =
well as from a desire to enhance China's image with the Third

World.

KEY AREAS FOR MANAGEMENT AND/OR OPPORTUNITY IN US-CHINA

RELATIONS

A. Technology Transfer (to be modified after the

interagency working group completes its work). For the Chinese
leadership, technology transfer is second to Taiwan as an issue
__}IMV_ N 4(_4!:),7. oc)..-u'w\-,%. . . _ _
é%.ﬂs—good~farth;4n the relationship. Since normalization, we
have gradually liberalized our export control policy toward
China, most recently in your June 1981 decision to make
available to China technology approximately twice the level of
that we make available to the Soviet Union. While this has
enabled China to have access to more advanced technology than

Fas V74

it had in the past, the Chinesgﬁgerceive our policy as

discriminatory fand question whether we see them as an enemy

'~ rather than a friifsfsiﬁéé we accord them very different

} treatment than we accord virtually all other non-Soviet bloc

/ nations, including Yugoslavia and India QiLL_ -f . 7 )é:\
i 7 A A / /
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The Chinese regard access to dual use technology as

i p— .. . S= . .
iw7 <E£i£££§§:}o their industrial and military modernization, and

they had expected normalization to produce greater

liberalization in our policy. They have been greatly

ettt —— - =
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disappointed with the slow progress in the availability of high

technology products and processes. Some Chinese have indicated
that, in the aftermath of the August 17 communique and the very
high level of arms sal s}égzigaged for FY83 and FY84, China's
pro-US elements need decisive US movement to liberalize export
control policy with China in order to justify to hardliners

future moves on China's part to improve relations with us,

including a visit by Premier Zhao.

/},»‘( < 1;(9)[’ W c‘r‘)f}wp/ wel/ )
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There is widespread agreement within the Adminisfration

i "N TS N A N PR s b AN -
that the present system not work, both because of s

differences in interpretation of the current guidelines and

'\/

because of bureaucratic inertia. An interagency group hdas been
established to draw up options, ranging from maintaining -
current policy but seeking better implementation, to

establishing special foreign policy controls that would enable

China to be placed in the same category as most other nations

without losing control of key technology of concern, to

removing virtually all restrictions. (Recommendation pending

outcome of interagency review of this issue.)

B. Trade Issues. Trade between the US and China has

rapidly increased since normalization. This has resulted in
substantial opportunities for US business as well as problems,
particularly in the area of textiles. In the near term,
bilateral trade is expected to grow by at least the rate of
China's overall trade development, which we anticipate will be

around five percent per year. The longer-term future of
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US-China commercial relations will be heavily dependent upon

and resolve our differences,

how we pursue these opportunities

as well as on the success of China's plans for rapid economic

developmen;: .17 ) M P com }c(, 10 ‘f Aaesin, "4\1«!7/;1 J")Cﬁeﬂ/( /fvwz,'r/»v s P
_ vt ) / /
A% |
v China is the sixth largest market for US agricultural
has booa,

products and/¢he number one destination for US wheat. We
expect further albeit limited growth in US agricultural exports
for the immediate future, provided that trade disputes in other

areas (such as textiles) do not spill over into this area.

The success of US efforts to expand industrial exports will
be highly dependent upon the willingness of US firms to -join in
China's new program for promoting foreign involvement in
various forms of cooperative enterprise and the competitiveness
of US financing. It will also be influenced by our willingness
to continue to liberalize our export control policy so that US

firms can compete effectively with other international

suppliers.

Efforts will be required on both sides to resolve the
inevitable problems resulting from the expanding trade
relationship. Issues such as textiles, which bear directly
upon the domestic economic well-being of both countries, will
not be resolved rapidly. Although the prospects are fairly
good that we will be able to resolve our current differences
with China on levels of textile imports, this problem will

recur--as it does with other textile producing nations--as
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China seeks to expand its share of the US market.

Other problems result from China's internal practices.
China suffers from a nonconvertible currency, cumbersome

bureaucratic procedures, lack of office and living space for

foreign business representatives, an absence of basic

commercial legislation and a refusal to disclose laws and

regulations that affect foreign business operations.

In order to derive maximum benefit in our trade relations

with China, we shouldra/ul/m’at/hu‘{u J”u ‘Q//o‘%“37 *’/J’t%i "é/t’/lfh"f!i

1. Find ways to play a constructive role, beneficial to

US trade interests, in China's modernization program:

a. Join with the Chinese in identifying several of the
construction projects that China has identified in its new Five
Year Economic Plan that would be undertaken as "American
projects" through the combined efforts of US government,
industry, and financial institutions acting under an industrial

cooperation agreement with China.

b. Negotiate a bilateral industrial cooperation
agreement and take advantage of China's interest in
refurbishing its industrial facilities by offering coordinated,

industry-wide improvement programs.

2. Remove China from emigration requirements of Section 402

iy [ a0
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of the Trade Act because of its performance in this area,

seeking multiyear or permanent MFN for China.

3. Utilize the US-China Joint Economic Committee and the
newly created Joint Commission on Commerce and Trade to promote
the resolution of trade problems and to increase Chinese

understanding of the benefits of adopting interantional trade

practices.

4. Work closely with China to convince it that US import
controls are fair and that it is in China's interest to

exercise prudence in developing new markets.

5. Support, but not encourage, China's membership in the

GATT..  Integration-of China, with iéétiéf§é}'ﬁﬁhmarkéf“‘

developing economy, would be difficult, and seeking to make it

eligible for GSP could encounter serious difficulties in the

Congress, drawing the future of this program into further doubt.
6. Support any decision by the PRC to join the Multi-Fiber
Agreement, which could, through its multilateral character,

assist us in seeking solutions to our differences over textiles.

C. Finance, Investment, and Tax. To meet long-term

inancial needs, China can draw on three foreign sources:
ilateral export credit and concessional assistance programs:;
nternational lending institutions; and private capital

arkets. While the first two sources can offer constructive

%_
.‘5.'- - er"’ '3 -




N

S—

inr‘fﬂcL)l '1‘

e » l‘
(,z*llﬁbqn o-’f“ A =-‘t

financial programs with China, their resources will not suffice
to meet China's long-term financial needs, and China will have

to utilize private financial resources more in the future.

The US has already taken a number of steps to build a solid
framework for financial ties. The US Eximbank has loaned China
$125.6 million. China has been made eligible for Commodity
Credit Corporation credits, and under the Trade and Development
Program (TDP), technical exchanges and pre-feasibility studies

have been funded. China has also borrowed from US private

banks.

China has expressed interest in joining the Asian

Developmeht Bank, the last major world economic 1nst1tut10n to -

e e

which it does not belong. As a member of the United Nations,

China is qualified to join. However, China has asked that
Taiwan first be expelled from the organization since only the
PRC can be the legitimate representative of China. Our position
is that China's membership would be a constructive step and
that, in line with our recognition of the PRC as the sole legal
government of Chlna, we would support its appllcatlon A&-the_ﬁ‘

A P~ N

same’fTﬁETNéFﬂ§80 sense of the Congress resolution requires

that we seriously review our support for the ADB if Taiwan is

expelled. @&her Bank members are likely to support China's 7

position when the issue comes to a he?EzZE;erefore, £ = is/ﬁégﬂf/[hﬁz;i
in the US interest to press for an immediate solutioéE] We are ;; ?;
consulting with other Bank members to see whether it might be k::f:’
possible to preserve a role in the Bank.égr the—peopte—of- beﬁjifﬁ,
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Taiwan.

The Administration has also proposed the amendment of
outdated legislation, which could lead to China's eligibility
for foreign aid. While we are not contemplating any bilateral
assistance program for China, its participation in small-scale,
already existing multilateral technical assistance programs
could reap substantial benefits in the relationship at

virtually no cost.

In the area of tax, both governments are seeking to clarify
differences in the two tax systems. In the area of investment,
there are good opportunities for US firms, particularly in
energy, transportation, and mining. The Overseas Private
Investment Corporation (OPIC) has active programs in China.
Negotiations on a bilateral investment treaty will begin in

June.

While government-to-government dialogue is required to
complete the framework for expanding relations in these areas,
the major bilateral resouce flows in the future will come, on
the US side, from the private sector rather than through

government channels.

We should:

A. Seek to

financial systenm.

l;



B. Continue to make available to China loans from US
government institutions and encourage lending from private
capital markets; attempt to find ways of providing more
competitive financing for US exports and to increase funds for
feasibility studies (perhaps through increased Trade and

Development Program funding).

C. Continue to seek amendment of the Foreign Assistance Act
to make China eligible for foreign assistance, and consider
Chinese participation in small, already existing, multilateral

technical assistance programs.

D. Seek to complete a comprehensive bilateral income tax

treaty and a bilateral tax treaty. /,,¥Q?c%4
prieely f \ J%Lr} ’
v { Tow . veq

D. S&T Relations. S&T q96§ération is one of the most m\\

r
rapidly expanding areas gf/US—China cooperation. The two sides |
‘ Vuih——’!
have already concluded technical cooperation in 17 fields) Six
more, including telecommunications and cartography, are under

consideration. Work is well along in such fields as

agriculture, marine science, medicine, and seismology.

Both sides derive substantial benefits from this element of
the relationship. Aside from the scientific benefits, the US
gains commercial benefits from individual exchanges and
projects (e.g. hydropower). We also gain longer-range
political benefits from exposure of Chinese academic elite to

US influence during their studies here. The Chinese gain

: =
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v exposure to Western science and technology and training for

modernization.

As with other elements of the relationship, the S&T program
is not without problems, which we must work to resolve. The
Chinese have pushed for more activity and greater commitment of
resources than US agencies can offer. This problem may be
alleviated if we are successful in removing current Foreign
Assistance Act restrictions, thereby making China eligible for

a variety of low-cost, centrally-funded programs in the S&T

areae.

Other problems, such as divergences in interests and the
difficulty in gaining access to Chinese academic institutions

and resources, are being addressed through the Joint Commission

on S&T cooperation.
We should:

1. Seek to continue the present pace of measured growth.
One particular opportunity for a symbolically important new

initiative is %a(t e space area, where, at an appropriate time,
;uol\ ds o vinF b  Clse preqmigy,
wé)could invite the Chinese to nominate a payload specialist

-

V4£ ' {Mffor training for a future Space Shuttle flight.
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2. Continue to press for resolution of difficulties in the

program through appropriate S&T channels.
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E. Nuclear Cooperation. Earlier this year you decided that

the US should pursue peaceful nuclear cooperation with China on
the basis of adequate non-proliferation assurances and other
conditions related to Chinese nuclear export practices and
cooperation with Pakistan. Formal discussions with the Chinese

on this subject will resume in the early summer.

We should:

1. Encourage the Chinese to adopt the principles of
non-proliferation and control over exports which other nuclear
powers, including the Soviet Union, support. With agreement on
this point, conclusion of a nuclear cooperation agreement, and
visitation of.Chinese nuclear facilities--whether for

"maintenance" or "inspection"--should be possible.
2. Over the long term, also encourage Chinese membership in
the IAEA and explore the possibility of its joining the

Convention on the Physical Protection of Nuclear Materials.

F. Cultural Relations. Educational and cultural exchanges

provide a unique opportunity for long-term US influence on
China. They expose a significant element of the young Chinese
elite to American society, values, and know-how, and offer the
most effective means of replenishing the steadily dwindling
reservoir of Chinese possessing direct personal links with the

US developed before 1949. Within China, they are an integral

part of the modernization program.

-
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Close to 2000 Americans have studied or done research in
China since normalization, and several hundred American
professors have visited China to give short courses and
lectures. There are over 92000 Chinese scholars in the US at
this time, about equally divided among officially and privately
sponsored students. Official and privately-sponsored cultural

exchanges have also expanded rapidly.

. — X
{p” Educational and/{ until recently,) cultural exchanges have

‘AN;}H% been relatively free of friction%{ The only significant area of
X

w US grievance is in access by US scholars to research resources
Y Froim tu Ui pornt of view V?wﬂ!{v\.
j’d in China. ,@lthough there have been only a handful of, political

v (\ tn ¥ (AS. by Chimose st 1

;l&\”J asylumﬁgequestsl‘this issue has become a significant irritant )
%

\\\

in cultural and sports exchanges between the US and China

(4

0 because of the widely publicized case of Chinese tennis player

Co st snihanyer. yoike Ha_sost-do g0, 15rQumr haw bees ¢ gl fnaﬁ(

Hu Niband could spread into the educational area in the near I .
.- e T ———— = DR .
future, as the time approaches for many Chinese students to 37/367
. T T —— ——— el
V@“’ return to the more constricted atmosphere in China. v’
s /bﬁdp

~Considerations of "face" and national image make approval of
political asylum, with its public US assertion of political
persecution in China, a sensitive issue in Beijing. The Hu Na

case has highlighted the disruptive potential of this issue.

We should:

1. Encourage growth in academic exchanges and resumption of

cultural and sports exchanges.
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2. Deal with requests for political asylum with as little
publicity as possible, making clear to the Chinese that the US
has a strong commitment to maintaining our tradition as a place
of refuge for the persecuted and oppressed. We should also

stress the overall benefits of the bilateral exchange program.

G. Military Relationship. The long-term US objective for

the military aspect of the relationship should be to set in
place institutional mechanisms that would permit rapid
expansion of US-China security cooperation should our mutual
interests be threatened by Soviet or Soviet-proxy actions. For
the near term, however, we should expect no dramatic progress
in this aspect of the relationship. The Chinese are taking a
cautious approach to military cooperation, and prospects for
progress in this area will be determined by progress in the
overall relationship. We have made clear to the Chinese that
the ball is in their court, and we should not push ahead with

major new initiatives in the absence of an indication of

Chinese interest.

Current US policy on arms sales permit the full range of
technology transfer to China, including coproduction, for
enhancement of conventional defensive capabilities but
prohibits transfers that would significantly improve Chinese
offensive and power projection capabilities. We would also not
sell the Chinese weapons that would unduly alarm our allies and

friends, threaten Taiwan, or gratuitously provoke the Soviets.
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For now, the current policy guidelines for arms transfers
are adequate, particularly given the low level of Chinese
interest in military cooperation or sales. We have recently
approved several applications for technical presentation on
defensive systems, such as antitank missiles and armored
personnel carriers, including some involving the possibility of
eventual co-production; but it is uncertain whether these

presentations will lead to actual sales.

Although Chinese military modernization efforts cannot hope
to overcome the Soviet Union's growing qualitative advantage in
arms, our interest lies in helping China improve the quality of
itsAdefgpsive weaponry so that, at least, it remains a credible

fﬁ? f~kﬁcounterwei;;2§3 It is also in our interest for China to look to
’ \;ﬁé Wéstwfs;wthe technology it needs to improve its defenses.
The Chinese have little to spend on military modernization and
they are shopping for the best they can buy. They will not be
impressed with our responsiveness if we offer them only

second-rate technology for the types of arms we say we are

) willing to sell.

We should:

1. Seek, as relations improve, a gradual, step-by-step

approach to expanding strategic dialogue and military
exchanges, including a visit by Secretary Weinberger to China

and a visit by the PLA Vice Chief of Staff to the US.
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2. Be as responsive as possible on arms sales to China,
bearing in mind our own security needs and the concerns of our

friends and allies in the region.

H. Arms Control. A recent Chinese public statement that we

have common approaches on arms control issues suggests that
there may be opportunities to bring the Chinese more fully into

the arms control theater. We should:

1. Continue to brief the Chinese on INF and other arms
control issues, with the objective of increasing Chinese
understanding of, and support for, our approaches.

2. Seek to encourage the Chinese to join existing arms
control treaties, particularly those of highest priority to us
(e.g., the Biological Weapons Convention) or where the Chinese

have expressed interest (e.g, the Antarctic Treaty).

HONG KONG

Since Prime Minister Thatcher's visit to China in
September, the UK and China have engaged in talks in Beijing on
Hong Kong's future. Both sides wish to reach an agreement that
will not be disruptive. China benefits greatly from Hong Kong,
earning as much as a third of its foreign exchange there,
enjoying a large trade surplus, and gaining considerable

waA”“27/ '

management expertise./)The UK also benefits from Hong Kong both

economically and as a secure base for British firms doing



business with China and East Asia.

There has been no early movement in the talks as both sides
have multiple interests at stake. The British seem to be
resigned to returning sovereignty of the colony to China

ultimately, but they feel some obligation to protect the

interests of the Hong Kong people. Moreover, they see
analogies with the legal status of the Falklands and
Gibraltar. The Chinese, determined to uphold the goal of
national reunification and conscious of the implications for
Taiwan, dismiss the treaties and have emphasized their
intention to regain sovereignty over all of Hong Kong.

Worries about the future have contributed significantly to
sharp declines in the Hong Kong stock market, the value of the
Hong Kong dollar, and property values. Uncertainty over the
future is likely to remain a disruptive factor in Hong Kong's
economy, although the worst of the post-Thatcher visit jitters

have subsided. .

Apart from substantial commercial and business ties, the US
has certain defense and intelligence interests in Hong Kong, as
a listening post and as a strategic port of call for the Navy.
These could be terminated by a change in the colony's status.
However, many of these operations are regional in nature and
could be transfered elsewhere in the area, although at a high

cost and with considerable disruption. In addition, a sizeable

number of Hong Kong residents can claim ties to the US, and a
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panic in Hong Kong could cause a surge of people seeking

eventual admission into the US.

The principal US interest of the US in Hong Kong's future

vts

is in maintaining the stability and economic viability /of the

;:} The British have shown interest in engaging the US in

the effort to promote b*igvorable outceme;* An approach from

the Chinese for the same reason is possible. There is little

to be gained, however, from injecting ourselves into an issue
that is viewed by the Chinese largely as an internal matter, by
the Third World as a vestige of colonialism, and in which no
vital US strategic interests or principles are at risk.
Moreover, US involvement could result in a hardening of the

Chinese approach to both the Hong Kong and Taiwan issues.

We should:

A. Be careful to avoid any direct involvement in the talks

on Hong Kong's future.

B. Continue to hold to the present line of optimistic and
public support for a mutually agreeable settlement of Hong

Kong's status.



