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M. Chairman, thank you. | appreciate the opportunity to
testify before this subcommttee today.

Presi dent Bush, Secretary Powell and all of us in the

Adm ni strati on have worked over the last two years to forge
a candid, constructive, and cooperative relationship with
China. As China nodernizes and grows, it is in our
interest to pronote China' s continued economc reform W
want China to be a responsi ble nenber of the world

community, living by global trade and financial rules.
Chi na's ongoi ng focus on narket-oriented econoni c
devel opnent holds promise that it will increasingly

contribute positively to economic growmh in the region

VWhile not mnimzing the significant differences that
remai n between us in inportant areas |i ke human rights,
nonproliferation and Taiwan, | can report to you that the
Adm ni stration's approach to China has resulted in a U S.-
China relationship that carries great potential to be nore
cooperative and productive than in the past.

Let me cite sone exanples where the United States and China
are working closely. China has been a strong partner in
the war on terrorism China voted in favor of UNSCR 1373,
a rare vote under Chapter VII of the UN Charter which



potentially authorizes the use of force, publicly supported
the coalition campaign in Afghani stan, and contributed $150
mllion of bilateral assistance to Afghan reconstruction
foll ow ng defeat of the Taliban. Shortly after 9-11, the
U.S. and China conmenced a counter-terrorismdi al ogue. The
third round of that dialogue was held in Beijing in
February. Wile we recognize that China faces its own
terrorist problens, we have been steadfast and cl ear that
Chi na nmust not use the war on terror to justify any
crackdown on those who call peacefully for greater

aut onony, religious freedom and political rights.

China voted in favor of UNSCR 1441 and has criticized
Irag's failure to destroy its weapons of nmass destruction.
Chi na has stressed its opposition to the DPRK s decision to
wi t hdraw from the Nucl ear Non-Proliferation Treaty, its
concerns over North Korea's nuclear capabilities and its
desire for a non-nucl ear Korean peninsula. It voted to
refer the DPRK s nonconpliance with its | AEA obligations to
the UN Security Council in New York.

Turning to economics, | want to highlight the inportance to
the United States of China's ongoi ng economc
transformation. Not only has this transfornmation resulted
in econom c growmh and expanded commercial ties between our
countries, but it also has contributed to China's political
evolution to a nore |iberal society. Market reforms and
econom ¢ engagenent have unl eashed individual initiative
and entrepreneurship. Foreign direct investnment has both
contributed to econom c growth and exposed China to nodern
busi ness and | abor practices. China's economc growmh is a
bright spot in the gl obal econony and today China accounts
for about four percent of the world econony. Per capita

i ncome has increased at an annual average rate of al nost

ni ne percent since 1980. China attracted $52.7 billion
worth of foreign direct investnent, in 2002 becom ng the
world's top destination for foreign direct investnent.

Chi na today ranks anong the world's hal f-dozen | ar gest
trading nations. It is now our fourth-largest trading

part ner, seventh-|argest export market and fourth-I|argest
source of inports. Total two-way trade between the U S
and China has grown from $33 billion in 1992 to al nbst $150
billion in 2002. Wth growing inports, particularly from
Sout heast Asi an nations, China has becone one of the nost

i nportant engines of growmh for both the region and the
wor | d.



China's entry into the WIO signaled its commtnent to
further open and reformits econony. WO nenbership wll
accelerate China' s econonmc reforns and provi de nore export
and i nvestnent opportunities for U S. conpanies. This wll
translate into nore jobs for Anericans. Mnitoring and
enforcing China's inplenmentation of its WIO commtnents is
a centerpiece of our efforts. For the nost part, we credit
China for making significant progress in inplenenting its
WO commtnents during its first year as a WO nenber.

We do have sonme serious concerns with China's WO
conpliance, especially in the areas of agriculture,
services, intellectual property rights enforcenent as well
as the cross-cutting issue of transparency. W are working
closely with USTR, the Commerce and Agri cul tural
Departnents and t hrough our Enbassy with the Chinese
governnment, to address these concerns. Although progress
is not easy, we remain encouraged that China' s | eaders have
repeatedly confirnmed their intentions to inplenent China's
mar ket access conmmtnents. At the sane tine, when these
intentions do not translate into positive results, we also
stand ready to use nultilateral means, including WO

di spute settlenent, to enforce those comm tnents.

China's econonmc growh has made it an increasingly

i nportant regional and gl obal player. The PRC is pursuing
a Free Trade Agreenent (FTA) with ASEAN. It is pursuing

t he C oser Econom c Partnership Agreenent with Hong Kong
and has explored FTAs with Korea and Japan. China has been
an active participant in APEC for years and served as a
host in 2001. Having acceded to the WO i n Decenber 2001,
it is now playing an increasingly visible role in that
organi zation. In our efforts to successfully conclude the
WO Doha Devel oprment Agenda, the United States has al ready
begun consulting with China on areas of nutual interest -
such as reducing barriers to agricultural trade.

We view China's integration into regional and gl obal

organi zati ons and arrangenents as a positive devel opnent.
Not only is China conmtting itself to play by the rul es of
a different fora, but it has an increasing stake in seeing
that others do the sane. And as its econony and prosperity
becone linked nore closely to relationships with trading
partners, it has a greater stake in peace and stability in
the Asia-Pacific region and the world.



W al so need to be aware that the Chinese nmilitary is a
beneficiary of China's economc gromh. Thus, as we
proceed in our overall bilateral relationship, it wll
remain inmportant that we sustain a nodest mlitary-to-
mlitary relationship with the People's Liberation Arny

wi thin the guidelines established by Congress. This wll
all ow for better understanding of the PLA as it noderni zes,
and will give us lines of conmunication to PLA | eaders so
as to reduce to possibility of m scal cul ation.

O course, integration into the global econony and its
institutions also highlights challenges for the Chinese
governnment. A high level of nonperform ng | oans wei ghs
down its state-run banking system Capital markets are

i mature. Bloated state-owned enterprises are a drag on
growh. Corruption renmains a serious problem |ncone

di sparities between coastal urban and inland rural areas
are rapidly growi ng and Chi nese concerns about urban
unenpl oynent and surplus rural |abor hinder the pace of
econonmc reform China is a net energy inporter and

i ncreasingly dependent on foreign oil. These economc
chal | enges are coupled with other threats. China is

al ready experiencing a rapidly growi ng H V/ Al DS epi demni c.
It faces |large-scale desertification and water shortages,
while rapid industrialization has damaged the environnent.
Successfully dealing with all of these problens will not be
easy.

Responsi bility for these challenges will rest largely with
China's "fourth generation” |eadership. Over the past six
nmont hs Beijing has begun setting this new | eadership in

pl ace, through a partial transfer of power. These |eaders
are younger, nore technocratic and are seem ngly open to
confronting vast econom c and political challenges. W

| ook forward to working with China's new | eadership to
pronote better econom c governance and encourage political
reformin China.

Let ne briefly coment on three other inportant issues we
have with China. Human rights and religious freedomrenain
serious issues of concern. Despite some positive nmonmentum
| ast year and greater signs that China was willing to
engage with the U S. and others on this topic, there has
been sone serious backsliding in recent nonths. W were
encouraged in 2002 by the rel ease of a significant nunber
of political and religious prisoners, and by China's
agreenent to interact with UN experts on torture, arbitrary



detention and religion. However, we have seen virtually no
novenment on these prom ses. W recognize that China stil
has a long way to go in instituting the kind of fundanental
system c change that will protect the rights and |iberties
of all its citizens. Congressional support for our
denocracy, human rights and rule of |aw programs i s hel ping
to pronote just this kind of change. W have not rel axed
our efforts to pronote respect for human rights and
religious freedomin China.

The Chi nese al so have taken sone steps to curb the
proliferation of mssiles and WWD. I n August 2002, China
promnmul gated m ssile-related export controls and in Cctober
2002 issued updated regul ati ons on the export of dual -use
chem cal and bi ol ogi cal agents, in addition to its 1997
nucl ear export controls. Getting these conmtnents is

i nportant, but the challenge is full inplenentation and
effective enforcenent. W |ook forward to working with
China to that end.

Tai wan remai ns one of the nost sensitive issues in U S. -
China relations. Over the | ast two decades, Taiwan has
made trenmendous progress with respect to denocratization
and econom ¢ noderni zati on. Through our unofficia
relationship with Taiwan, the United States will continue
to pronbte Taiwan's story as a success and as a potenti al
nodel for others. President Bush and ot hers have enphasi zed
to China that our policy is consistent and unchanged. W
are conmtted to our “one China" policy and the three
communi qués, as well as to our obligations under the Taiwan
Rel ations Act to ensure Taiwan has an adequate sel f-defense

capability. W do not support Taiwan independence. e
have an abiding interest, above all else, in the peaceful
resolution of cross-Strait differences. We have urged

China to renounce the use of force and open a dial ogue with
Tai wan.

To conclude, the U S.-China relationship remains a work in
progress. Despite difficulties, we have reached the point
where we are today - an unprecedented three presidenti al
visits in alittle over a year, a recognition that China
and the United States have conmon interests on sone of the
nmost pressing matters of the day, and a strong, grow ng
econom c relationship clearly in the interest of both

nati ons and the gl obal econony. A China that contributes
to the cormon sol ution of gl obal problens, that

i ncreasingly shares our conmtnment to world peace,



stability, open narkets, cooperation, and individual
freedomis clearly in our interest.






