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US-China Relations: A New Round of Talks

Nicholas R. Lardy says that the upcoming Strategic and Economic Dialogue will focus heavily on mutual charges of
hacking and cyber espionage.
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Steve Weisman:  In the second week of July, a delegation of Chinese cabinet members and leaders will be in
Washington for the Strategic and Economic dialogue with their counterparts in the Obama
Administration. This will follow by a few weeks the summit meeting between Presidents
Obama and Xi [Jinping] out in California.

Nicholas Lardy, senior fellow at the Peterson Institute for International Economics is here
with me, Steve Weisman, to assess what can be accomplished at this S&ED Meeting. Nick,
there’s been some difficulties even in recent days and weeks with China over the cyber
issues. Let me ask first, what will be the objectives of the two sides when they meet for this
semi-annual meeting?

Nicholas Lardy: I think on the Chinese side it will not be dissimilar from the past. They continue to be
making continued good relations with the United States a very high priority. Of course
they like to show via TV at home that they are being treated with the respect that’s due of
a great power. So I think they are not looking for a lot in terms of deliverables, but I think
they do feel they have something to gain from a meeting that is seen as being successful.

Steve Weisman: And for the United States?

Nicholas Lardy: I think for the United States the primary objective is to make progress on the cyber issue.
There’s no doubt that that is a very high priority for the Administration. The Chinese and
the U.S. have agreed that there will be a special working group with quite a number of
experts on both sides that can hopefully make some progress on this issue. So I think that’s
the main thing they’re hoping for. There will be, of course, a discussion of economic issues
as well, but I think cyber is near the top of the list.

Steve Weisman: ~ Well let’s talk about cyber. The United States has been embarrassed by the disclosures of
Edward Snowden from the NSA [National Security Agency]. He seemed to be directing
some of his disclosures at the Chinese by giving interviews saying that the U.S. had
engaged in the kinds of or similar kinds of cyber espionage, if not attacks on China that the
U.S. has charged that the Chinese were doing on the U.S. How much of a distraction do
you think those disclosures are and will be?

Nicholas Lardy: I don’t think we’ll know for sure until we see what comes out of the S&ED, but my
impression is that the Chinese are willing to have the working group meet. Some of the
media in China, of course, have criticized the United States strongly for seemingly doing
to China what the United States accused China of doing to the United States. But I don’t
think there have been any high level official statements along those lines, or they have been
fairly muted. So I think they still want to make progress.
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You know the real challenge here is that the United States has been primarily concerned
about cyber-attacks on the intellectual property of American firms. I think implicitly the
U.S. is saying, “We understand that there will be attacks against intelligence and the U.S.
government and defense related things, but attacking the intellectual property of major

U.S. firms should be off limits.”

I think it’s a very delicate line to try to argue, but I think, although they haven’t explicitly
acknowledged the kind of attacks that Snowden has talked about, I think the U.S. view is
going to be, “This is part of normal state-to-state relations, everybody spies on everybody
else, but going after commercial secrets is going over the limits”.

Maybe it’s just me, but doesn’t that seem like the average person might think that was
backwards? It’s OK for you to steal our national security secrets and designs of weapons,
but if you steal the secrets of Google or Apple, that’s too far?

I agree. I think many people will see that as a line that’s drawn very arbitrarily and perhaps
not in the right position. But I certainly think that’s what the U.S. government view is.
Historically governments have spied on each other by traditional means and in recent
decades by electronic means. This is nothing new and we probably think we can defend
against that reasonably well. But the loss of commercial secrets has a potentially very high
economic cost and it goes beyond the conventional state-to-state intelligence gathering
against other states.

Since the S&ED is supposed to be on economic ties and in theory the Chinese have
intellectual property of a commercial nature that they might want to protect, at least you
can start on something that both sides care about.

I think so. I think that is the starting point. We'll see how far they get in that discussion.

You've been talking with people in the Administration and you've just come back from
China. On the security side, where the issue is that China wants a kind of special
relationship recognizing that both the U.S. and China are the world’s two leading powers.
Are the Chinese using that to say to the United States, “Please stay out of Asia and out of
our disputes with our Asian neighbors and certainly out of our seaways and you don’t need
to have bases here. This is our sphere of influence.”

I certainly don’t doubt that there could be a considerable number of people in China --
some in official positions, some in the military -- who probably have that view: that China’s
the great power in Asia and that we should recognize it as their special sphere of influence.
But I don’t have the sense that this is the policy of the top Chinese leadership.

I think they don't like to say it out loud or too often, [but] U.S. military presence has

some positive features from their perspective. For example, it probably means the prospect
of Japan acquiring nuclear weapons would be substantially less as long we maintain a
significant defense presence in East Asia. So there are some pluses and as I say, they don't
like to advertise those very often, but I think there is no national policy in China of kind of
displacing the U.S. from East Asia.



Steve Weisman:  In an analogous situation, they don’t want South Korea to feel cornered by North Korea, so
that it becomes a nuclear armed state.

Nicholas Lardy:  It’s a delicate balance though for the United States. The United States, behind the scenes,
has been urging both the Japanese government and the Chinese government to cool the
rhetoric and tone things down in the disputed islands that have flared up in recent months.

Steve Weisman:  But it has toned down a little bit.

Nicholas Lardy:  Yes, I think it has backed off a little bit, although I think both sides are still having more
aggressive quasi-military patrols in the region which would still pose some risk. But the
verbal dimension of it certainly has diminished somewhat in recent weeks. But that’s
an area where I think we've tried to play a very, very even handed approach, saying that
we're not taking sides in the basic underlying dispute about sovereignty over these barren
islands, but that we think it would be in everybody’s interest to postpone decisions about
sovereignty and reduce the risks of some kind of military confrontation as a result of an
accident or miscalculation.

Steve Weisman: ~ Thank you Nick.

Nicholas Lardy: ~ Thank you.




