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LETTER OF TRANSMITTAL

DecEMBER 10, 1984.
To the Members of the Joint Economic Committee:

Transmitted herewith for the use of the Joint Economic Commit-
tee, Congress, and the general public is a study of East-West tech-
nology transfer policy entitled “East-West Technology Transfer: A
Congressional Dialog With the Reagan Administration.” This study
was initiated in 1983 when a set of questions were sent by the com-
mittee to Cabinet officers and agency chiefs on a wide range of
East-West technology trade issues.

The resultant dialog provides a comprehensive policy statement
of the administration that can now be made available to interested
parties. After receipt of the administration’s responses, a workshop
was organized, in concert with the Congressional Research Service
[CRS], to discuss and analyze the dialog with administration offi-
cials. In June 1984, an opportunity was afforded to the administra-
tion to update its responses. No substantive changes were indicated
in the responses received by the Committee.

The study contains a series of Joint Economic Committee ques-
tions, administration responses, background analyses provided by
the CRS of the Library of Congress, and supporting documents.

The rationale for the new direction of export control policy under
the Reagan administration is explained in-some detail. This study
should be of great assistance in interpreting current and future ad-
ministration actions in this area as it represents the most compre-
hegsive policy statement on the issue made by the administration
to date.

The study was directed and edited by Chris Frenze and Richard
F. Kaufman of the committee staff, and John Hardt, with the as-
sistance of Donna Gold, of the CRS, Library of Congress. We are
deeply grateful to the Congressional Research Service for its many
valuable contributions to this project.

Sincerely,
RoGer W. JEPSEN,
Chairman,
Lee H. HAMILTON,
Vice Chairman,
Joint Economic Committee.
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FOREWORD

By Senator Roger W. Jepsen, Chairman and Representative Lee
H. Hamilton, Vice Chairman

United States export control policy is a fairly good barometer of
USS. foreign policy and the state of international relations. During
the era of detente, U.S. export controls were relaxed significantly.
Current U.S. technology trade policy in large measure reflects the
international climate ushered in by the Soviet invasion of Afghani-
stan. The diplomatic response of the United States and its allies to
this and other actions of the U.S.S.R. and other Soviet bloc nations
has generally included a tightening of export controls. Conversely,
gradually improving relations between the United States and the
Republic of China have occasioned a relaxation of U.S. export con-
trols to that country, particularly on high technology and dual-use
items. Apart from the issue of East-West relations, technology
transfers to underdeveloped nations can have grave implications,
especially with respect to nuclear energy technology. The problem
of nuclear proliferation raises a number of disturbing questions
concerning the possible use of nuclear technology for military pur-
poses, or intentional or unintentional transfer to terrorists.

The following question and answer dialog between the Congress
and the administration is intended to inform Congress, business,
academe, and the public of current U.S. policy regarding East-West
technology transfers. The administration’s responses were received
in 1983. A workshop with administration officials was subsequently
held to go over some of the answers. In June 1984, Cabinet officers
and other respondents of our inquiry were provided an opportunity
to update their responses as the document went to press. We are
satisfied, therefore, that the replies contained in this volume repre-
sent current administration views.

The dialog itself is divided into 15 sections, covering a wide range
of East-West technology transfer issues. This is probably the most

.comprehensive statement of current U.S. policy in this area to

date. Two appendixes provide additional information: the first, pro-
vided by the administration, includes a compilation of selected
legal and illegal acquisitions of Western technology affecting Soviet
military technology, and other material on technology transfers.
The second appendix consists of commentaries on the dialog by the
staff of the Congressional Research Service of the Library of Con-
gress. There is also a bibliography of relevant sources prepared by
the Congressional Research Service.

The administration’s responses reflect the more restrictive U.S.
export control policy initiated in the last 3 years. Throughout the
dialog, the administration emphasizes the need for strict preven-
tion of technology transfer potentially harmful to U.S. national se-
curity. The main objective of national security controls is to pre-
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serve the lead of the United States and other advanced industrial
nations in high technology and related equipment and not provide
technology transfers that would directly and significantly enhance
the military capability of potential adversaries.

National security controls are applied to the export of goods or
technology which would make a significant contribution to any
country or group of countries which could be detrimental to U.S.
security. While recognizing that export controls undercut business
interests, the cost is viewed as worth the contribution to national
security. The administration explains that control of militarily crit-
ical technologies has been effective in delaying their use by poten-
tial adversaries, principally the Soviet Union. It cites a number of
examples where the Soviet use of Western technologg has harmed
national security, for example, by permitting the Soviets to in-
crease the accuracy of their missile guidance system for interconti-
nental ballistic missiles.

The administration indicates that export controls will continue
as a tool of foreign policy. The maintenance of oil and gas equip-
ment export restrictions imposed after the invasion of Afghanistan
is an example of the use of export controls as instruments of for-
eign policy, though this technology is also known to have some
military applications. The effectiveness of export controls and trade
sanctions to signal disapproval or raise the cost of an action or
policy of another country is defended. The administration acknowl-
edges that the economic impact of such measures depends on the
cooperation of alternative suppliers. It is clear, for instance, that
the efficacy of the Siberian gas pipeline sanctions was undermined
by the willingness of other nations (and competitors) to supply the
necessary equipment.

In several places in the dialog, the administration notes the im-
portance of international cooperation for the effectiveness of U.S.
export control policy. Consequently, it is not surprising that the ad-
ministration has placed a high priority on revitalizing CoCom.
While many harmful transfers have been halted by this organiza-
tion, the administration views CoCom controls and enforcement
procedures as inadequate. Continued progress within CoCom ap-
pears to offer the prospect of more coordinated export control poli-
cies among the western industrial nations.

Although needed, both foreign policy and national security con-
trols must be applied in ways which do not unnecessarily under-
mine the benefits to the United States of East-West trade. A fine
balance must be struck between foreign policy and military consid-
erations on the one hand, and economic benefits on the other.
While virtually everyone concedes the importance of some form of
export control, the obvious question is how far to go. It is clear that
all exports of militarily critical technologies can be prevented by
simply stopping all technology trade with the Soviet bloc; however,
most would consider the costs excessive and unnecessary to protect
national security. Less extreme and expensive export control policy
can well shield national security while permitting the United
States to benefit from trade with the East.

Even after the principles and criteria of technology transfer
policy are agreed upon and established, great practical difficulties
arise in implementing them. The problems of dual-use technologies,
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diversion, extraterritorial enforcement, alternative sources of
- supply, to name a few, are far from being solved. The extent of un-
.certainty and the gray areas in the application of technology trade
controls often make interpretation of the policy .difficult. It is
hoped that this dialog will contribute to public understanding of
current policy.

East-West Technology Transfer: A Congressional Dialog With the
Reagan Administration is one of a series of Joint Economic Com-
mittee publications that have included East-West Commercial
Policy: A Congressional Dialog With the Reagan Administration,
February 1982, ‘and Issues in East-West Commercial Relations,
January 1979.
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EAST-WEST TECHNOLOGY TRANSFER: A CONGRESSIONAL
DIALOG WITH THE REAGAN ADMINISTRATION

Committee Questions and Administration Responses
SecTION 1. BACKGROUND FActs ABOUT EAST-WEST TRADE

TRADE SHARES

Question la. What portion of Western trade with East European
cméntries, the Soviet Union, and non-European CMEA members is
U.S. trade?

Answer. U.S. share of Western trade in 1981 was as follows:

[in percent)
USS. share of—
Exports Imports Turnover
Western trade with: -
Eastern Europe 89 6.3 11
USSR 9.6 16 56
Non-European CMEA 0.6 0.6 0.6
WESTERN * AND U.S. TRADE WITH CMEA, 1981
[In billions of dollars]
*Easte Europe USSR Non Eurcpean
Western exports 2 213 250 517
U.S. exports 3 19 24 0.01
(U.S. share) (8.9%) (9.6%) (0.6%)
Western imports 2 19.0 25.3 508
U.S. exports 3 1.2 04 0.005
(U.S. share) (6.3%) (1.6%) (0.6%)
Western/CMEA turnover 2 40.3 50.3 528
U.S. turnover 3 31 28 0.016
{U.S. share) (1.7%) (5.6%) (0.6%)

1 When retemnﬁ to trade with Eastern Europe and the USSR, “Westem” is defined as the countries of Western Europe (includi Yu%m
and Turkey), North America, and Japan. When referring to trade with noa-European CMEA, “Western” is defined as the members of 0 CD, that is,

the oountnes of Western Europe (including Turkey but excludmg Yugoslavna) North America, plus Japan, Australia and New Zealand.
2 Source: Economic Buftetin for Europe, vol. 34, United Natiol

3 Source: FT 990, Hightights of US. and Import Trade U.S. Bureau of Census, December 1981.
+ Mongolia, \ﬁetnam, and Cuba—Mongolian data not ava
5 Source: Statistics of Foreign Trade, Monthly Bulletin, December 1982, 0.EC.D.

TRADE PRODUCTS

Question 1b. How much of West European and U.S. trade with
Eastern Europe and the Soviet Union is: (a) agricultural; (b) indus-
Q)
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trial; (c) high technology; (d) energy products and equipment and
technology? _

Answer. (a) and (b) The distribution of West European and U.S.
trade with Eastern Europe and the Soviet Union in agricultural
and manufactured goods is shown in the attached Tables 1 and 2.

(c) In 1981 Western Europe, Canada and Japan shipped approxi-
mately $3,340 million worth of high-technology items®' to the
U.S.S.R. and Eastern Europe; these items amounted to 10.2 percent
of their total exports to the area. In the same year, the U.S. export-
ed some $119 million worth of high-technology items to the
U.S.S.R. and Eastern Europe, or 2.8 percent of its total exports to
the area.

(d) Data are not immediately available as to the amount of West-
ern exports embodying energy-related technology to the U.S.S.R.
and Eastern Europe. The figure has probably been relatively small
in most years, except when the U.S.S.R. bought a large number of
gas turbines from the West to drive its new gas export pipeline.

As to energy products and equipment, the largest components in
East-West energy trade are Soviet sales of oil and natural gas to
Western Europe and Western sales of large-diameter steel pipe to
the U.S.S.R. Soviet orders for Western large diameter pipe and oil
and gas equipment totaled $7.4 billion over the 1976-80 period, dis-
tributed among the countries shown in the attached chart. They
thus accounted for up to 10 percent of all Western sales to the
U.S.S.R. over the period. Western purchases of Soviet oil and gas in
1980, on the other hand, came to some $17 billion, or around 70
percent of Soviet exports to the Developed West; this amounted to
only 4-5 percent the total estimated value of Western consumption
of oil and gas in that year, however.

TABLE 1.—WEST EUROPEAN TRADE IN AGRICULTURAL COMMODITIES * AND MANUFACTURED
GOODS, 2 1980 '

[In milligns of U.S. dollars)

Totat Agricult iral Manufactured

West European exports to Eastern Europe 16,870 2,489 13,208
Percent of total 100 15 -8
WeswS$European exports to US.S.R 14,725 2,239 12,093
Percent of total 100 15 82
West European imports from Eastern Europe 16,510 2,226 8,969
Percent of total 100 13 54
West European imports from US.S.R 21,489 606 2,884
Percent of total 100 3 13

29‘ Agricuftural Commodities are defined here as consisting of SITC 1-digit commadities 0, 1, and 4, plus SITC 2-digit commodities 21, 22, 26, and
2 Trade in manufactured goods is defined here as afl trade included in SITC 1-digit commodities 5 through 8. It thus excludes trade in energy
materials (SITC category 3), the principal component of trade not accounted for in the table. :
Source: Trade by Commodities, Market Summaries, Exports and Imports, January-December 1980, GECD.

! As defined in a study published by the U.S. Department of Commerce International Trade
Administration in February 1982, entitled “Quantification of Western Exports of High-Technolo-
gy Products to Communist Countries.” The items so defined are reproduced in Table 3.



TABLE 2.—U.S. TRADE IN AGRICULTURAL COMMODITIES * AND MANUFACTURED GOODS,2 1981

(ir millions of U.S. dollars}

Total Agricultural Manufactured
U.S. exports to Eastern Europe 1,904 1,514 256
Percent of total 100 80 13
U.S. exports to USSR 2,339 1,665 559
Percent of total 100 n 24
U.S. imports to Eastern Europe. 1,207 217 818
Percent of total 100 18 *..END OF
BAD MAG
TAPE
BLOCK*68
U.S. imports from U.S.S.R 347 13 187
Percent of total 100 4 54

dg—j;lra:iein icultural commodities is defined as all trade included in the U.S. Department of Agriculture “Agricuttural or Nonagricuitural Code” 1-
category 0",

. 'Iraiemmanufactumdgwdssdefmdasaﬂmmmdmwmuesurﬁil-dimwtmndimsthmusltthusexdudahadem
-energy materials (SITC category 3), the principal component of trade not accounted for in the

Source: Trade Status with Communist Countries, Sept. 10, 1982, Department of Commerce.

TABLE 3.—HIGH-TECHNOLOGY ITEMS

SIe Description

... Jet and gas turbines for aircraft.

.... Nuclear reactors.

... Caiculating machines (including electronic computers).

Statistical machines (punch card or tape).

Parts of office machinery (including computer parts).

Machine tools for metal.

... Glass-working machinery.

... Pumps and centrifuges.

Parts and accessories for machine tools.

Balls, rofler or needte-roller bearings.

Cocks, valves, etc.

... Telecommunications equipment (excl. TV and radio receivers).

... X 13y apparatus.

Primary batteries and cells.

Tubes, transistors, photocells, efc.

Electrical measuring and control instruments.

... Electron and proton accelerators.

Electrical machinery, n.e.s. (including electromagnets, traffic control equipment, signalling apparatus,
efe).

... Aircraft, heavier than air.

Aircraft parts.

Warships.

Special purpose vessels (including submersible vessels).

Optical elements,

Optical instruments.

Image projectors (might include holograph projectors).

Measuring and control instruments, n.e.s.

Photographic film.

... Gramphones, tape recorders, etc. (videorecorders).
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Soviet Orders for
Western Large Diameter Pipe and .
Oil and Gas Equipment: 1876-80

8§74 Blllion

Source: U.S. Government Estimates'
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TRADE BALANCE

Question Ic. Does Western Europe 2 have a trade surplus or defi-
cit with the Warsaw Pact Nations? Does the United States have a
trade deficit or a surplus?

Answer. In 1981, Western Europe incurred a $4.6 billion trade
deficit with the Warsaw Pact nations. A $1.1 billion surplus with
the East European Warsaw Pact nations was counterbalanced by a
$5.7 billion deficit with the U.S.S.R. This continued the trend
begun in 1979, of overall deficits with the Warsaw Pact nations.
Prior to 1979, Western Europe had consistently enjoyed trade sur-
pluses with the Warsaw Pact Nations.

In 1981, the U.S. enjoyed a $2.8 billion surplus with the Warsaw
Pact nations. Of this, the surplus with the Soviet Union totalled
i$2.1 billion, while the surplus with Eastern Europe was $700 mil-

ion. .

U.S. SUBSIDIARIES

Question 1d. To what extent is West European trade with CMEA
members comprised of U.S. subsidiaries? '

Answer. The most recent survey showing sales of U.S. subsidiar-
ies in Western Europe is one published by the Bureau for Economic
Analysis in 1977 entitled “U.S. Direct Investment Abroad,” 1977. It
indicates that sales in that year by majority-owned U.S. subsidiar-
ies in Western Europe to the U.S.S.R. and Eastern Europe amount-
ed to $2,544 million—almost exactly equal to U.S. domestic exports
to the area, which were $2,542 million. Otherwise stated, sales by
U.S. subsidiaries in Western Europe to the U.S.S.R. and Eastern
Europe in 1977 accounted for around 11 percent of all Western Eu-
ropean OECD exports to that area in that year, which came to
$23,103 million.

SECURITY-SENSITIVE HIGH TECHNOLOGY

Question le. What portion of West European trade with the
Warsaw Pact group is in security sensitive high technology?

Answer. To the extent that currently existing export controls can
be said to be effective, no portion of West European (or Japanese)
trade with the Warsaw Pact is in security sensitive high technology
items. All such items would be blocked from shipment to the
Warsaw Pact by rules mutually applied by member nations of the
Coordinating Committee (COCOM)—all the NATO nations except
Iceland, plus Japan. Clandestine organization of course has to be
taken into account. From the West’s viewpoint, there may be diver-
gence of opinions as to what “security sensitive” high technology
consists of, and such matters have to be worked out in COCOM. In
any case, the changing nature of technology causes the concept of
security sensitivity to be subject to continually renewed examina-
tion.

2 Here the term “Western Europe” refers to the countries of Western Europe, including Yugo-
slavia and Turkey.

Sources: For European data, the Economic Bulletin for Europe, vol. 34, United Nations. For
U.S. data, the FT 990, Highlights of U.S. Export and Import Trade, U.S. Bureau of the Census.

39-387 0 - 85 - 2
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DUAL-USE TECHNOLOGY

Question 1f. How does West European dual-use technology com-
pare in quality and quantity with U.S. dual-use technology in gen-
eral? Is the highest quality West European dual-use technology
produced by U.S. subsidiaries?

- Answer. West European dual-use technology is in general on a
par with U.S. dual-use technology. Much but by no means all of
this is produced by U.S. subsidiaries.. The trend in recent decades is
illustrated by the electronics area. Twenty years ago, the United
‘States was the clear leader in computers and in microelectronics

. .generally. At that time, several multinational U.S. firms estab-

lished - subsidiaries in Western Europe. Today, many European
firms which are not U.S. subsidiaries compete with U.S. firms in
this area.

EUROPEAN PURCHASES .OF SOVIET ENERGY

- Question 1g. Will European purchases of Soviet energy supplant
European purchases of energy from developing countries?

Answer. West European purchases of energy from the Soviet
Union are not likely to supplant in a significant way purchases of
energy from developing countries in the next two decades.

Total West European imports of all types of energy from the
Soviet Union are not likely to increase significantly over the next

-- decade and perhaps beyond under current arrangements. West Eu-
. ropean imports of Soviet gas are scheduled to increase rapidly.
- However, imports of Soviet oil are likely to decline, because the So-

- viets will probably not be able to market as much oil for hard cur-
rency as they do at present. This is because Soviet production will
probably continue to stagnate or decline, while domestic oil needs
.Aincrease and the need to supply the basic oil needs of Eastern
Europe continues.

As demand rises in Western Europe for new gas to replace or
augment current supplies in the 1990’s, competition for sales will
probably take place chiefly between the Soviet Union and Norway.
.Gas from Nigeria, Cameroon, Qatar, Iran, and Canada may also be
available. European purchasing decisions will presumably include
-pricing, security, and political considerations. In negotiating gas
purchases two years ago, the West Europeans considered Soviet gas
snl;;plerior to. Nigerian and Algerian gas in terms of price and reli-
ability.

SEcTION 2. OUTLOOK FOR TECHNOLOGY TRANSFER

SHARES OF TOTAL TRADE TURNOVER

Question 2a. What share of U.S. total trade turnover and U.S.
GNP is U.S. trade with the Soviet Union and Eastern Europe?

Answer. Total trade turnover of the U.S. in 1981 totalled $494.7
billion. U.S. trade turnover with the Soviet Union for the year 1981
was $2.8 billion, or 0.6% (six-tenths of one percent) of U.S. total
. trade turnover. U.S. trade turnover with the countries of Eastern
Europe in 1981 amounted to $3.1 billion, or 0.6% (six-tenths of one
percent) of U.S. total trade turnover. If these figures are combined,
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U.S. trade turnover with Eastern Europe and the U.S.S.R. for 1981
was $5.9 billion, or 1.2% (one and two-tenths percent) of U.S. total
trade turnover.

In relation to U.S. GNP for 1981, the percentage breakdown is as
follows. With a 1981 U.S. GNP of $2,938 billion, the trade turnover
with the Soviet Union in 1981 of $2.8 billion amounts to 0.09%
(nine one-hundreths of one percent) of U.S. GNP. The 1981 trade
turnover of $3.1 billion with Eastern Europe amounts to 0.1% (one-
tenth of one percent) of U.S. GNP. U.S, 1981 trade turnover with
Eastern Europe and the Soviet Union combined was $5.9 billion or
0.2% (two-tenths of one percent) of U.S. GNP.3

TECHNOLOGY TRANSFER OVER THE NEXT 10 YEARS

Question 2b. How does the Reagan Administration evaluate op-
portunities for the transfer of U.S. technology to individual coun-
tries of the Soviet Bloc and to the Bloc as a whole over the next ten
years? How great could trade volume become if no controls were
applied?

Answer. Exports of U.S. high technology products to the U.S.S.R.
and Eastern Europe in recent years have contributed under 5% of
our total exports to the East. After peaking in 1976 at $283 million
(g‘? o)f U.S. exports), they declined steadily to $119 million in 1981
(2.1%).

Future opportunities for U.S. high technology sales to the East
are difficult to predict. They depend at least as much on factors
beyond U.S. control as they do on American export policies. Fac-
tors limiting future Eastern imports of U.S. high technology prod-
ucts include:

Decreased availability of hard currency and Western credits.

Slowing Eastern investment and declining economic growth.

Possible reassessment by the East European countries and
the U.S.S.R. of the need for imported Western technology,
except in key sectors, mainly as a result of (a) problems with
assimilation and diffusion of imported technology and (b) vul-
nerability to economic sanctions.

Soviet and East European high technology purchases from
the Industrialized West (IW) have not increased in volume
since 1978. They totaled about $4.5 billion annually during
1978-80 and registered a decline to $3.5 billion in 1981. Soviet
equipment orders have shown a declining trend since 1976.

Given the limiting factors noted above, we would not expect
Soviet and East European high technology imports to average
more than $5 billion (1981 prices) annually or to fall below $3
billion annually over the next ten years.

The U.S. share of high technology exports of the Industrial-
ized West to the U.S.S.R. and Eastern Europe, in the absence
of export controls, could rise above the 1981 level of 5.7%. Be-
cause of the past disruption of trade due to sanctions, however,
such a change would presumably not occur for several years

3 Source: GNP figure from International Economic Indicators, December 1982, U.S. Depart-
ment of Commerce, U.S. Trade figures from FT-990, Highlights of U.S. Export and Import
Trade, U.S. Bureau of Census.
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. and exports could be expected to remain well below the 1977
record of 10.6%. '

U.S. LONG-TERM OBJECTIVES

Question 2c. What does the Reagan Administration feel the long-
‘term objectives of the United States should be with respect to tech-
nology transfer to the Soviet Union and the Bloc as a whole?

Answer. In the long-run, as at present, the United States seeks to
restrict the flow of critical Western technology to the Soviet Union
that could contribute substantially to the improvement of Soviet
military capabilities either directly or indirectly by strengthening
defense-priority industries. To this end we have been reviewing our
export control system with a view toward tightening restrictions on
high technology exports to the U.S.S.R. while decontrolling prod-
ucts at the lower-end of the technology spectrum. We are also
working with our Allies in COCOM to strengthen multilateral con-
" trols on critical technology and equipment exports to the U.S.S.R.

‘ECONOMIC AND MILITARY VALUES OF TECHNOLOGY TRANSFER

Question 2d. Can the U.S. Government approximate a compari-
son of the economic value of U.S.-Eastern trade in terms of jobs
and capital formation with the military value of such trade to the
Soviet Bloc? Is the trade-off between the two worthwhile? .

Answer. The potential military value to the Soviet Bloc of U.S.-
Eastern trade must be analyzed in terms of the types of goods
traded. Since 70-80 percent of U.S. sales each year to the Soviet
Union and Eastern Europe consist mainly of agriculture products,
they do not directly contribute to Warsaw Pact military strength.
Such exports, paid for in cash or by short-term commercial credit,
claim a large portion of Eastern Bloc hard currency earnings. They
thus limit the ability of the Eastern countries to buy Western
equipment and technology which could strengthen the Eastern in-
dustrial base and directly or indirectly benefit the Soviet military
effort. At the same time, it has been argued that grain sales permit
the USSR in particular not to have to transfer productive resources
to the agricultural sector to grow desired additional quantities of
grain. Such transfers, which might include resources at present di-
rectly supporting military production, might be especially burden-
some for the USSR because of its comparative disadvantage in
grain growing.

U.S. exports of manufactured goods to the Soviet Union and
Eastern Europe also do not contribute directly to Warsaw Pact
military potential because items of strategic value are rigorously
excluded from shipment under U.S. export controls. Shipments of
manufactures, moreover, have been relatively minor in comparison
with total exports of manufactures to the U.S.S.R. and Eastern
Europe by all countries in the Industrial West. For the U.S. they
have ranged from $780 million to $980 million annually since 1979,
or u}:nier 4 percent of the amount shipped by the Industrial West as
a whole.

U.S. exports to the Warsaw Pact of so-called high-technology

.manufactures have also been small in relation to similar exports
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by the rest of the Industrial West, having amounted in 1981 to 3.6
percent of total IW exports of such items.

Despite their small value, U.S. high-technology exports may be of

_more value in industrial processes related to military production
because of their advanced nature.

On the other hand, U.S. exports as a whole to the U.S.S.R. and
Eastern Europe have been a source of significant commercial gain
for the United States. U.S. grain sales to the area have accounted
for 16-23 percent of total U.S. grain exports in recent years. These
sales, part of which have been guaranteed by long-term commit-
ments by the East, have made significant contribution to U.S. farm -
income, at a time of ample world grain supplies and hence relative-
ly depressed prices. Prior to sanctions imposed as a result of events
in Afghanistan and Poland, U.S. exports of capital goods to the
U.S.S.R. and Eastern Europe have also been significant for certain
American industries, such as machine tools, farm and construction
equipment, textiles, medicines, and oil production equipment. In
sum, over the years the United States has realized substantial bal-
ance of payments benefits owing to its trade with the U.S.S.R. and
Eastern Europe. Since 1975 these surpluses have ranged from $1.6
billion (1977) to $3.8 billions (1979).

At the same time, the volume of U.S. exports to the U.S.S.R. and
Eastern Europe has helped to create U.S. job opportunities. It is es-
timated that the amount of immediate job opportunities created in
1979 was 135,000 and in 1982, because of substantially lower trade
85,000. Over the longer term, the number of job opportunities cre-
ated by these exports are greater, as GNP multiplier effects have a
chance to make themselves felt. Since the profit rate of U.S. firms
varies so widely, it is not feasible to estimate what this volume of
exports represents in terms of business capital formation.

It is thus unrealistic and misleading to try to balance in dollar
terms the gains in U.S.-Eastern ‘trade for the United States with
the potential gains accruing to Soviet and East European military
capabilities. From the United States’ point of view, the gains are
long-term and not immediately measurable in dollars. From the
viewpoint of possible enhancement of Warsaw Pact military capa-
bilities, the benefits are often intangible, involving largely improve-
ment of weaponry and speeding up a military production programs,
through legally or illegally acquired Western technology.

Regarding technology transfer, it should be emphasized that ille-
gal acquisitions play at least as great a role in improving Warsaw
Pact military capabilities as do legal purchases, and should not be
included in any assessment of costs and benefits resulting from
legal technology sales. Moreover, in sales volume, the rest of the
Industrial West far outweighs the United States and so might have
a greater quantitive, if not qualitative, effect on possible Warsaw
Pact military enhancement. These observations should be borne in
mind in taking note of a recent CIA study, “Soviet Acquisition of
Western Technology,” which concluded that the gains made to
Western firms by the sale of equipment and technology clearly do
not outweigh the Western military expenditures needed to over-
come or defend against Warsaw Pact military capabilities derived
by the acquisition of Western technology.
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To make a balance of costs and benefits in broader economic
sense, then, it might best simply be noted that trade always helps
realize the comparative advantage of both parties engaging in it. If
it improves Eastern military capabilities even indirectly, it im-
- proves ours as well, in the sense of raising our economic well-being
above what it would be if we did not engage in trade.

SecTION 3. THE EASTERN ECONOMIES

DEPENDENCY ON WESTERN TECHNOLOGY

Question 3a. To what extent are the East European and Soviet
economies dependent on Western technology?

Answer. In its most extreme sense, i.e., need for Western technol-
ogy for economic and military survival, the U.S.S.R. and Eastern
Europe cannot be said to be dependent on the West. At the same
time, a total cut-off from Western technology over the longer term
would greatly widen the East-West technology gap and adversely
affect Eastern European and Soviet economic performance.

The U.S.S.R. throughout most of its history has looked to the
West for infusions of technology and equipment to overcome short-
ages and production bottle-necks, and to accelerate technology, in-
dustrial and infrastructure development and save R&D resources.
In the 1970s the U.S.S.R. and Eastern Europe greatly expanded
their use of Western technology. As a result, these countries have
increased their dependency on the West, since in many cases the
ability to keep such equipment as well as entire turnkey facilities
operating effectively is contingent on continuing access to Western
replacement and spare parts and technical services. U.S.S.R.
sources have referred to at least 350 plants that are heavily de-
pendent on Western imports. In addition, the Soviet Union and
Eastern Europe have a continuing need for Western technology to
help meet their targets for upgrading and modernizing their indus-
tries, improving their transportation systems and raising labor pro-
ductivity, to help maintain some growth in living standards, and to
help provide some relief from the resource squeeze. The fact that
the U.S.S.R. maintains its commitment of substantial resources to
the acquisition, legal and clandestine, of civilian and military tech-
nology is telling evidence of a Soviet perception of need for West-
ern technology.

INFLUENCE OF WESTERN TECHNOLOGY

Question 3b. What influence do Western technology, equipment,
grain, and credits have on the efficiency and quality of the Soviet
and East European economic performance in-following areas: (a)
military; (b) agriculture; (c) energy; (d) metallurgy; (e) computers?

Answer. It is not possible to quantify the impact which Western
exports of equipment and technology have had on the quality and
efficiency of East European and Soviet production. Generally, such
exports enable the East Europeans and Soviets to upgrade the level
of their technological development, although the quality of their
marllluf%stured products still lags behind similar products produced
in the West.
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The ability of the Soviet Union and the East European countries
to benefit fully from Western infusions of technology and equip-
ment is limited by the nature of these countries’ centrally-planned
economic- systems. Problems endemic to a centrally-planned
system, including lack of incentives, non-efficient use of labor and
capital, artificial pricing and costing, and insufficient flexibility of
the planning apparatus, generally have impeded these countries’
progress in achieving gains in labor productivity, in energy saving,
and in improving the quality of their exports to meet Western
standards. To some extent, Western exports of foodstuffs, equip-
ment and technology have allowed East European planners to post-
pone difficult choices concerning resource allocation and changes
in their economic systems. Furthermore, the East Europeans have
not succeeded in adjusting their foreign trade policies to respond to
deterioration in terms of trade brought about by the worldwide rise
in raw material prices. Consequently, their hard currency pay-
ments have been kept in balance not by increasing exports, but by
increased borrowing.

Since the mid-1970’s the Soviet Union has used medium and
long-term credits, both official and commercial, to finance a signifi-
cant portion of its imports of Western technology and equipment
for certain key sectors, e.g., the energy, chemical and automotive
industries. From 1971 to 1978 Western credits provided the
U.S.S.R. with 10%-15% of its available hard currency. In 1979 and
1980 increased hard currency revenues resulting from jumps in
world oil and gold. prices permitted the Soviet Union to import
more from the West without adding to its debt burden. In 1981, soft
markets for petroleum and gold, the U.S.S.R.’s primary hard cur-
rency earners, compelled the US.SR. .to increase borrowing.
Moscow has even had to finance some grain imports with short-
term Western loans. Increased hard currency exports and curtailed
imports allowed the Soviet Union to keep from substantially in-
creasing its hard currency borrowing in 1982. , .

The Soviets’ strategic weapons program has benefited substan-
tially from the acquisition, legal and illegal, of Western technology.
The Soviet ballistic missile system in particular has, over the past
decade, demonstrated improvements that probably would not have
been achieved without the use of Western ballistic guidance and
control technology. The most striking example of this is the
marked improvement in the accuracy of the latest Soviet ICBM’s.
Western technology has been of great benefit also to both the
Soviet military and commercial aircraft development programs.

In the area of naval systems, the U.S.S.R. has obtained technolo-
gy from the West, not readily available to them, that is critical to
their programs. Specifically, the U.S.S.R. has acquired technology .
in areas related to aircraft carriers, deep sea diving capabilities,
sensor systems for antisubmarine warfare and navigation, and ship
maintenance facilities.

While the Soviets have a strong indigenous technology base that
could support the development of much of their tactical weapons
systems, they have maintained an ambitious program for obtaining
Western technology in this area. In some cases these acquisitions
satisfy deficiencies in Soviet technology such as in smart weapons
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and electrooptics. More often this technology is used to speed up a
development program or to improve upon Western designs.

Western equipment and technology has played a very important
role in the advancement of Soviet microelectronic production capa-
bilities and has helped the Soviets build a modern microelectronic
industry which will be the critical basis for enhancing the sophisti-
“cation of future Soviet military systems for decades.

The influence of Western grain and technology on Soviet agricul-
tural performance had affected mainly livestock and fertilizers. Im-
ports of Western grain have made it possible for the Soviets to
maintain their livestock herds during a period of poor harvests.
Western grain, especially corn, is also a more efficient feed than
most domestic Soviet supplies. Western equipment and technology
has been heavily involved in the rapid expansion of fertilizer pro-
duction (still far from adequate) in the 1970’s. :

Over the last decade Western equipment and technology has con-
tributed to the rapid expansion of Soviet gas production and the
rapid expansion and maintenance of a high level of oil production.
The contribution to the expansion of Soviet oil and gas exports has
been particularly important. Major Western exports have included
large diameter pipe, compressor stations, pipelayers, submersible
pumps, gas-lift equipment, Christmas trees, and offshore rigs.

Imports of Western technology and equipment for metallurgy
could help the Soviets alleviate some of their dependence on West-
ern specialty steels and other products. The French are helping to
build a steel complex in Novolipetsk and the Germans a plant in
-Kursk. Western- technology is also being used in constructing an
aluminum smelter in Sayansk in Siberia. — -

The Soviet computer industry lags behind the West in the
number, variety, and technology of computers as well as in auxilia-
ry equipment and supporting services. This has led to a substantial
level of imports to meet priority needs. Although Western comput-
ers comprise only a small portion of the total Soviet arid East
Europe inventory, because of their superior performance and reli-
ability, their proportional contribution is much greater than that
of domestically produced equipment. The Soviets have imported
large Western computers not only because they offer performance
domestic models cannot match, but also because they include soft-
ware that the Soviets have not developed or include training the
U.S.S.R. cannot duplicate. Minicomputers have been imported for
similar reasons and also because the diversity of Western systems
makes it possible to meet a wide variety of specialized needs.

As a result of these attributes, Western computers enable the
U.S.S.R. to accomplish tasks that would be very difficult if not im-
possible with domestic systems. For example, systems purchased
for the 1980 Olympics allowed Aeroflot and Intourist to process a
considerably greater number of tourists than would have been pos-
sible with domestically produced equipment. Large systems were
also obtained for other high priority projects such as the Kama
River Truck Plant and the Moscow regional air traffic control
system.
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DIVERSIONS TO THE MILITARY

Question 3c. How much Western dual-use equipment and technol-
ogy have the Soviets diverted to their military? How vital is this
technology to their military development?

Answer. The intelligence agencies can best provide specific an-
swers to this question. In general, however, according to the CIA’s
unclassified report entitled “Soviet Acquisition of Western Technol-
ogy,” the Soviets and their Warsaw Pact allies have obtained “vast
amounts of militarily significant Western technology and equip-
ment through legal and illegal means.”

This report also states that the Soviet need for Western designs,
engineering approaches, and equipment are substantial and per-
vade almost every area of weapons technology and related manu-
facturing equipment. See attached Table 2 from the report.*

EAST EUROPE AS A CONDUIT TO THE U.S.S.R.

Question 3d. To what extent do the East European countries act
as conduits for transfers of Western technology to the Soviet
Union?

Answer. The CIA’s unclassified report states that the Soviets
make “extensive use of many of the East European intelligence
services for the efforts in acquiring Western technology.” ‘

More specific figures of the transfer of Western technology
through the East European countries can only be provided by intel-
ligence agencies like the CIA.

DIFFERENTIATION

Question Je. What is the Reagan Administration’s policy on “dif-
ferentiation” between Eastern Europe and the US.SR. in its
export control policy? Will this policy continue to be in effect for
the next two years?

Answer. Under the Administration’s policy of “differentiation”
our trade and economic relations with each of the countries con-
cerned are shaped by the individual economic and political charac-
teristics each possess. In other words, we are prepared to offer rela-
tively more favorable trading relations on the basis of mutual ad-
vantage to those nations which pursue relatively moderate domes-
tic policies or which display a degree of independence in conduct of
their foreign policy.

As far as the U.S.S.R. is concerned, the United States hopes that
relations between our two countries will improve in a number of
areas, including commercial relations, provided we do not sacrifice
our strategic interests.

Our policy, then, with regard to the U.S.S.R. as well as toward
Eastern Europe, is to balance our strategic and national security
requirements against our trade and economic interests. We try to
implement the policies set in the Export Administration Act in a
manner that fulfills our security objectives while keeping to a min-
imum the cost on exports—and try to eliminate needless costs on
exports when we find such costs to exist. In concrete terms, this

4 The table referred to may be found in app. 1.
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means that we now consider license applications for the shipment
- of controlled goods to both the. U.S.S.R. and Eastern Europe, and of
technology on a case-by-case basis.

DUAL-USE TECHNOLOGY

Question 3f. How does the Administration identify which dual-
use Western technologies are most sought after by the Soviet
Union? '

Answer. Upon assuming office the Reagan Administration direct-
ed the intelligence -agencies to study and report on the issue of
East-West technology transfer. These intelligence reports have as-
sisted the Administration in determining what technology the Sovi-
ets need, what they have obtained, how such acquisition has helped
the U.S.S.R. further its goal of military superiority, and what
methods the U.S.S.R. is using to.obtain the technology its needs.

ECONOMIC LEVERAGE

Question 3a. Is economic leverage effective in moderating Soviet
behavior that runs counter to our perceived national interests or
standards of conduct?

Answer. There is no clear-cut answer to this question. The U.S.
‘has historically used export controls as a tool' By which to register
our disapproval of Soviet conduct in such matters as human rights
violations, invasion of other countries (Afghanistan), and the Soviet
role in the repression of the Polish people. The imposition of export
controls is also intended to exert pressure on the Soviets to rescind
such transgressions. While the results are not always readily ap-
parent, we believe that, in the long run, our export controls on the
U.S.S.R. are effective and do serve to put pressure on their econom-
ic system.

SECTION 4. AGRICULTURE

GRAIN TRADE

Question 4a. Since the grain embargo has been lifted and the
‘U.S.-US.S.R. long-term grain agreement (LTA) has been extended
for a second year, we seem to have returned to normal grain trade.
Why is grain trade treated differently than other commercial rela-
tions?

Answer. The Administration lifted the partial grain embargo in
April 1981 and has twice extended the U.S.-Soviet grain agreement,
now in its seventh year. The U.S. position is that grain sales are
intrinsically different from sales of strategic products or equipment
and technology for the pipeline. Grain sales require the Soviets to
expend needed foreign exchange (40% of all Soviet hard currency
expenditures now go for food imports), while the pipeline will even-
tually earn billions of dollars annually for the Soviet economy.
Grain is consumed within a short time and must be replaced con-
tinually and does not contribute directly to the development (sic) is
sold for cash or short-term commercial credits, while European
Governments subsidize long-term credits for the pipeline.
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LONG-TERM GRAIN AGREEMENT

Question 4b. As this is likely to be the fourth successive poor crop
year for the U.S.S.R., would this not have been a propitious time
for us to renegotiate a better LTA?

Anwser. Although the 1982 Soviet grain crop—estimated at 180
million tons—is far below the plan target of 239 million tons, it is
well above last year’s disastrous harvest of 160 million tons or less.
In addition, production of other crops as sugar beets and potatoes,
have increased, improving the overall food balance. While the
Soviet Union itself has now experienced four years of below-normal
grain harvest, the world situation is one of burdensome supplies
and slack demand. Non-U.S. suppliers also have plenty of grain to
sell and prices are low. Under these “buyers’ market” conditions,
we would have little leverage in grain agreement negotiations. In
addition, grain agreement negotiations were postponed as part of
the Poland sanction package and no decision has been made to lift
that sanction.

AGRICULTURAL TECHNOLOGY AND THE GRAIN AGREEMENT

Question 4c. Should agricultural technology be included in the
grain agreement?

Answer. There is no basis for including agricultural technology
in the grain agreement, which deal only with the supply and pur-
chase of wheat and corn. Neither we nor the Soviets has any inter-
est in broadening the grain agreement in this direction.

SUPERPHOSPHATE-AMMONIA

Question 4d. How should the superphosphate-ammonia deal be
handled in the future, e.g., licensed if favorable to foreign policy?

Answer. We see no need for changing present trading arrange-
ments with respect to these products; that is, trade restrictions are
not necessary. If this situation should change in the future, any
modification in how this trade is handled would depend on the leg-
islation and general guidelines in effect whenever circumstances
dictate a change.

AGRICULTURAL-TECHNOLOGY TRANSFER

Question 4e. What would be the agricultural prospects for the
U.S.S.R. if a full agricultural-technology transfer were in place?

Answer. There are no restrictions on agricultural-technology
transfer to the U.S.S.R., so presumably the Soviet Union is buying
what it wants in the West. Should the Soviets decide to invest more
heavily in agricultural technology, they could probably improve
their production, but their chief agricultural problems are related
to weather, geography and the inefficiencies of the centrally-
planned economic system.

Question 4f. What could the Soviets accomplish, for example, in
{eed-grain livestock if they were as efficient as agribusiness in
owa’

Answer. If the Soviets were as efficient as Iowans, of course, they
probably would not need to import grain at all. However, given the
centralized Soviet economic system and the lack of producer incen-
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tives, it is impossible to imagine the Soviet agricultural system
-ever equalling our own in efficiency.

Question 4g. Is a Polish, Hungarian, or PRC agricultural-technol-
ogy transfer strategy possible or prudent for the United States?

Answer. There is no reason why the U.S. would want to initiate
an agricultural-technology transfer strategy for Poland, Hungary
or the PRC. We see no need to either restrict or encourage their
access to Western agricultural technology.

SECTION 5. MILITARILY CRITICAL TECHNOLOGIES

IDENTIFICATION OF MILITARILY CRITICAL TECHNOLOGIES °

Question 5a. How should the U.S. identify militarily critical tech-
nologies?

Answer. To identify militarily critical technologies, the Depart-
ment of Defense should assume primary responsibility and should
organize a DOD-wide process to being together government and in-
dustry technical representatives to identify and define militarily
critical technologies using the following basic criteria: (1) military
significance of the technology and (2) adversary capabilities in the
technology. A list of these militarily critical technologies should be
published and updated annually. An organized review of the docu-
ment by U.S. industry should take place. All of the above has
taken place under the authority of the Export Administration Act
and the third edition of the MCTL was produced on 1 October 1982.

INCORPORATING THE MILITARILY CRITICAL TECHNOLOGIES LIST

Question 5b. What progress has the Administration made in in-
corporating that militarily critical technololgies list into our licens-
ing process and that of COCOM?

Answer. A significant effort was completed in 1982 to incorporate
the MCTL into U.S. proposals generated in the current COCOM
List review effort. The MCTL program provided over 300 proposals
in November 1981 to the inter-agency Technical Task Groups
(TTG’s) of the COCOM List Review to attempt to capture on the
multilateral COCOM List the keystone equipment, keystone mate-
rials, etc., on the MCTL that were identified in the MCTL program
as not presently captured on the control list. There is still a need
to appropriately include the MCTL “arrays of know-how” into the
U.S. export control regulations. DOD provided to the Department
of Commerce and to industry on 10 September 1982 a recommend-
ed rewrite of the Technical Data Regulations (Section 379 of the
Export Administration Regulations) to address the specific critical
technologies. The draft calls for strict control of technology to all
destinations, and substantial decontrol to end-products to COCOM
nations.

SEcTION 6. PoLITICAL RELATIONS AND TECHNOLOGY TRANSFER

POLITICAL AND SECURITY OBJECTIVES

Question 6a. What are our “political and security” objectives as
noted in the Ottawa summit communique?
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Answer. In pertinent part, the communique says that the
Summit Seven “concluded that consultations and, where appropri-
ate, coordination are necessary to ensure that, in the field of East-
West relations, our economic policies continue to be compatible
with our political and security objectives.” This linkage between
overall economic and commercial matters, on the one hand, and po-
litical and security matters, on the other, was in itself a sizeable
step forward, because some key allies understood such linkage to
be a move away from “detente.” Attention should be given to spe-
cific economic flows which could give unequal advantage to the
East, specifically including Western exports of strategic goods and
technology. A high-level COCOM meeting was subsequently held in
g:ris, as a direct result of President Reagan’s presentation at

tawa.

NORMALCY IN RELATIONS

Question 6b. How does the Reagan Administration define nor-
malcy in U.S. relations with Communist countries?

Answer. The Administration distinguishes among the differing
Communist governments, taking into consideration their foreign
policy aims and also their domestic records in human rights, emi-
gration, and other areas. For example, the Administration has
made clear the actions of the Soviet Union in its occupation of Af-
ghanistan, its role in the imposition of martial law in Poland, its
support for the Vietnamese occupation of Kampuchea, its support
for Cuban destabilizing activities in Africa and Latin America, and
its denial of fundamental human rights to its own citizens are the
cause of current strains in U.S.-Soviet relations.

SOVIET-CHINESE RELATIONS

Question 6¢c. How could improved Soviet-PRC relations affect US.
techn;)logy transfer policy? What is the likelihood of such improve-
ment?

Answer. We do not see signs that Sino-Soviet talks will lead to
fundamental changes in the relationships between those countries.
In any case, our relationship with China is pursued on its own
merits, and we place China in a category by itself for export con-
trol purposes.

GRAIN EMBARGO AND OLYMPIC BOYCOTT

Question 6d. How did the Carter Administration’s grain embargo
and Olympic boycott help realize U.S. foreign policy objectives?

Answer. These measures demonstrated our opposition to the
Soviet invasion of Afghanistan. So long as the use or threat of mili-
tary force and violence remains a key instrument of Soviet foreign
policy, our response will be to make that course costly to them ina
real political and economic sense. Trade relations cannot proceed
iS‘i) isolation from the other elements of our relationship with the

viets.
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SecTION 7. TRADE SANCTIONS AND CONTROLS

EFFECTIVENESS OF SANCTIONS FOR FOREIGN POLICY PURPOSES

Question 7a. How effective are trade sanctions as a tool of foreign
policy?

Answer. The effectiveness of trade sanctions for foreign policy
purposes is complex and depends on the foreign policy goal being
sought. .

Every case of trade sanctions is necessarily different because it
involves unique country actors, unique economic, political and mili-
tary circumstances, and unique strategic considerations. There are
several possible foreign policy objectives that may be sought when
imposing sanctions in response to a provocation: (1) to inflict an
economic price or diplomatic loss of face; (2) to signal another coun-
try that the resolve to resist, even under complex political circum-
stances and pressures, is not lacking; (3) to signal the strong desire
on the part of one nation, or many, that the target country change
its policies. The effectiveness of sanctions imposed -as a signal to an-
other country may not be discerned until years later because the
sanctions may have prevented further action from occurring, rather
than having caused a change in the offensive action or policy.

It is quite well understood that in order to inflict an economic
price, trade sanctions must not be undermined by alternative sup-
pliers. If they are (sometimes due to pressure brought by the target
country), the effectiveness has to be measured in terms of the
signal relayed to the target country, or in terms of some other goal.
It is not always understood, however, that sanctions are very
rarely, if ever, applied with narrow goals in mind. They always
constitute an effort to achieve some or all of the possible foregoing
policy goals mentioned above. Both the grain embargo and the
pipeline sanctions, for example, were complex political signals as
well as economic punishments. In the latter case, the foreign policy
goals were primary, but security goals were also involved.

It is the gravity of the offensive action and the lack of alterna-
tive responses that determine the decision to use sanctions for for-
eign policy. Every case of sanctions incurs. an economic price for
" the initiator. The initiator can never tell precisely how worthwhile
the sacrifice will be before the sanctions are applied. The offensive
action must be judged to be worth the price in political and foreign
policy terms. Furthermore, the economic price incurred for the ini-
- tiating countries, is often as complex to assess as the effectiveness
of the sanctions. It will depend on the duration of the sanctions
and other economic conditions.surrounding the transactions and
possible alternatives to the affected trade.

- Lastly, if some suppliers disagree on the gravity of the offensive
action and undermine the sanctions, the foreign policy signal may
well have been effective in differentiating various countries’ points
of view toward the targeted country. This type of information is ex-
tremely important in times of international tension for determin-
ing the course of future policy. It is impossible to exactly assess the
-influence . sanctions may have on political decision-making in all
countries involved.
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OIL AND GAS EQUIPMENT SANCTIONS

Question 8b. How effective were President Reagan’s foreign
policy controls on oil and gas equipment? Specifically, how effective
have controls been on oil and gas equipment not related to gas
transmission?

Answer. President Reagan’s foreign policy controls on oil and gas
equipment imposed significant costs on the Soviet Union and intro-
duced a high degree of uncertainty into Soviet resource allocation
decisions. The sanctions were in effect for nearly one year—from
December 29, 1981 to November 13, 1982—during which the
U.S.S.R. was able to obtain only a fraction of the equipment needed
for its ambitious energy development programs. In many instances,
as with the Siberian natural gas pipeline, the Soviets put up with
delays rather than substitute other foreign or domestic equipment.
Had the sanctions remained in place, major projects would have
been delayed one to two years in some instances, and the Soviets
would have been forced to allocate substantial sums to investment
in new capacity or to use less reliable equipment in a high-prestige
export project.

BENEFITS OF EXPORT CONTROLS

Question 7c. How are export controls beneficial to the United
States and Western Europe? How are they detrimental?

Answer. National security export controls are an integral part of
the military balance of power by which the allies maintain conven-
tional and strategic parity with the Warsaw Pact forces. Their ob-
jective is to preserve the free world’s small lead in advanced tech-
nologies and equipment which are applicable, directly and indirect-
ly to weapons systems. These controls are beneficial in reducing
the technological advancement of the Soviet military and thereby
the defense budgets of the U.S. and its allies.

Export controls have also been beneficial in conveying specific
foreign policy signals to potential adversaries, without the use of
military means. They are applied in foreign policy to deter future
aggressive actions by potential adversaries and to forcefully point
out conduct in the world community that will be considered unac-
ceptable.

SHORT-TERM OBJECTIVES OF EXPORT CONTROLS

Question 7d. What are the short-term objectives of export con-
trﬁlsl? ?How do controls affect short-term U.S. export policy as a
whole?

Answer. The short-term objectives of export controls are the
same as the long-term objectives. Those are to maintain a system of
national security vigilance in peacetime, identifying exports that
could be harmful to national security interests, and selectively pro-
hibiting them or putting conditions on them.

Short-term U.S. export policy objectives are, in general, to pro-
mote U.S. competitiveness. Controls have very little effect on these
objectives, although this is sometimes not the perception, especially
in times of world wide recession and cutthroat competition.
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All export controls confer maximum benefit when used in con-
cert with other nations. Nonetheless, when other nations refuse to
cooperate, exports controls imposed unilaterally sometimes relay
an important foreign policy message to our allies and other alter-
nate suppliers about our seriousness of purpose.

Export controls are detrimental from a commercial point of view.
They reduce the potential export volume of the country. In the
case of national security controls in the United States, we are re-
ferring to an average amount of exports equal to less than one per-
cent of the total export volume to the world. This cost is considered
a necessary burden of our security interests. Foreign policy con-
trols are also detrimental to exports. Nevertheless, controls are
usually the only remaining option for responding to a situation,
and so are considered a necessary burden.

SOVIET HARD CURRENCY EARNINGS AND THE MILITARY BUILDUP

Question 7e. How do Soviet hard currency earnings relate to the
Soviet military build-up? Should the United States attempt to limit
Soviet hard currency earnings? Why or why not?

Answer. The Soviets require hard currency to purchase sophisti-
-cated technologies, which are dual-use in the West, but are more
often devoted to the military in the Soviet Union. Large supplies of
hard currency will enable the Soviet government to purchase more
technology for the military and military support systems, while
conserving domestic resources.

The United States should be concerned about major transfers of
hard currency to the Soviet Government, especially if this hard
currency is in repayment for critical raw materials on which the
West is reliant. This combination of factors makes the Western na-
tions vulnerable.

Nevertheless, U.S. ability to limit such-earnings is modest, be-
cause they arise from sales to other countries.

The Administration does not condone a policy of economic war-
fare. Nevertheless, when major projects that could create undue
Western dependency would also generate vast sums of hard curren-
cy for the Soviet Union, there is a need for caution.

CONTROLS ON EXPORTS TO EAST EUROPE

Question 7f. Do controls on East European countries effectively
prgvsent or delay the transfer of Western technology to the
U.S.S.R.?

Answer. Controls on exports of militarily critical technologies to
the Eastern European countries can effectively delay the transfer
of Western technology to the U.S.S.R. because these countries pur-
chase much design and technological know-how that can be easily
transferred. Such transfers help the Soviet Union consolidate its
power over Eastern European countries. The United States does,
however, follow a policy of differentiation in its control policies
toward the Soviet Union and those East European governments
that depart occasionally from the Soviet line. Some care is taken to
avoid diversions of Western technologies from Eastern Europe to
the U.S.S.R., even though this is difficult to do.
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“NORMAL TRADE' WITH EAST EUROPE

Question 7g. How does the United States define “normal trade”
with the Warsaw Pact nations?

Answer. U.S.-Soviet economic relations are dominated by the
downturn in the overall relationship in recent years and particu-
larly by the sanctions related to events in Afghanistan and Poland.
Trade cannot be isolated from other elements of our relationship.
Thus, we will not support trade which contributes to the Soviet
military capability or enhances their strategic posture. Nor will we
support credits the terms of which subsidize the Soviet economy.
This is not, however, a policy of economic warfare against the
U.S.S.R. We recognize the benefits from mutually advantageous
trade as long as it is in harmony with our overall political and se-
curity objectives.

In accord with our policy on “differentiation” between East Eu-
ropean countries, our trade policy with each is conducted on a
country-by-country basis, taking into account our political and se-
curity interests.

PROSPECTS FOR CONTROLS ON OIL AND GAS EQUIPMENT

Question 7h. Does the Reagan Administration plan to use foreign
policy criteria in its licensing of oil and gas equipment and technol-
i)gy ?in the future. How much longer will U.S. control on oil and gas
ast?

Answer. It is impossible to indicate whether or not foreign policy
criteria will be used to further control oil and gas equipment in the
future. Such a policy depends entirely upon the gravity and subject
of the foreign policy decisions involved. The oil and gas equipment
still being controlled was placed under control because of the inva-
sion of Afghanistan. The conditions for modifying those controls
have not been met. Furthermore, there could be security reasons
{cl)rs %OEtrolling exports of critical oil and gas equipment to the

REAGAN ADMINISTRATION AND CARTER ADMINISTRATION CONTROLS

Question 7i. How does the Reagan policy on oil and gas equip-
ment differ from that of the Carter Administration?

Answer. Current unilateral controls on the export of U.S. oil and
gas equipment to the U.S.S.R. do not differ from those in effect at
the end of the Carter Administration. However, the Reagan Ad-
ministration is seeking multilateral cooperation with these con-
trols, whereas the Carter Administration did not.

SUCCESS OF GRAIN EMBARGO AND OLYMPIC BOYCOTT

Question 7j. How successful were the Carter Administration’s
grain embargo and Olympic boycott?

Answer. The Carter Administration’s grain embargo was totally
unexpected by Soviet leadership. The Soviets were unprepared for
the political use of trade by a democracy, where forceful action is
often prevented by the interplay of contending interest groups. The
embargo succeeded in demonstrating the extent of U.S. opposition
to Soviet expansionary action.

39-387 0 - 85 - 3
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The disruption in U.S. grain sales to the U.S.S.R. has, therefore,
been the result of East-West friction over the Soviet invasion of Af-
ghanistan. It is likely that the grain embargo and the Olympic boy-
cott both have entered into Soviet thinking and have convinced
them that it will take some time before the democracies completely
accept Soviet piecemeal aggression in the world.

POLITICAL AND SECURITY OBJECTIVES

Question 7k. How do you define trade relations “compatible with
our political and security objectives” as noted in the Ottawa com-
munique? .

Answer. The phrase “trade relations compatible with political
and security objectives” means trade that does not significantly
contribute to Soviet military capabilities and that does not misrep-
resent U.S. foreign policy. Broad security objectives mandate that
improvement of Soviet military capabilities not be assisted by
Western technologies. Foreign policy objectives include maintain-
ing an international environment consistent with the protection of
U.S. and free world interests.

STRATEGIC TRADE

Question 7l. How do you define “strategic trade”’? How do we dif-
ferentiate strategic technologies from others? Are certain technol-
ogies more strategic with relation to the Soviet economy than to
the economies of Eastern Europe?

Answer. Strategic trade is the export of goods and technology
which would make a significant contribution to the military poten-
tial of any other country or combination of countries which would
prove detrimental to the national security of the United States.
Strategic technologies are differentiated from others because of
their military criticality and because of Soviet deficiencies. Securi-
ty controls on exports to Eastern Europe cover the same items as
security controls on exports to the U.S.S.R., although a modest dif-
ferentiation in licensing policy is justifiable because of varying for-
eign and domestic policies of the individual Warsaw Pact countries
and possible because some items are unlikely to be diverted.

SeEcTION 8. FINANCE

EFFECTS OF U.S. GOVERNMENT CREDITS ON TRADE WITH DEVELOPING
COUNTRIES

Question 8a. Does the use of U.S. Government credits to finance
trade withk the East absorb financial resources that might be used
to finance trade with the developing countries?

Answer. No, it does not. Funds are not allocated by U.S. credit
agencies on a country-by-country or regional basis. Rather, export
financing proposals are evaluated by these agencies on a case-by-
case basis. These evaluations take into account, inter alia, such fac-
tors as the economic, financial and technical soundness of the
project for which the financing is being sought and the economic
and financial conditions in the country in which the project would
be located.
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In this connection, it is noteworthy that the U.S. Government is
constrained by law from lending to the Soviet Union and all but
two countries—Hungary and Romania—in Eastern Europe. The
Jackson/Vanik Amendment to the Trade Act of 1974 expressly
links the extension of official credits to non-market economy coun-
tries to the emigration policies of those countries. Pursuant to this
statute, the U.S. Government does not lend or support private
loans to Bulgaria, Czechoslovakia, the German Democratic Repub-
lic, and the Soviet Union. Poland has been excluded as part of the
sanctions imposed by the United States and other Western govern-
ments following the Polish Government’s imposition of martial law
in December 1981.

POLICY OF RESTRICTING PREFERENTIAL CREDITS

Question 8b. Should the United States and Western countries
follow a policy of restricting preferential credits?

Answer. Yes. The United States and Western countries should
follow a policy of restricting preferential credits to finance commer-
cial exports. These costs are needlessly wasteful. To the extent that
these subsidies are matched by foreign competitors, nothing is
achieved, even superficially, to alter the competitive trade balance.

Question 8c. Should this be done cooperatively or individually?

Answer. This should be and is a cooperative effort. Competition
will gravitate toward the most concessionary terms offered; there-
fore, any effort to restrict preferential credits should be done as a
collective effort. Twenty-two major trading countries are negotiat-
ing a reduction of export credit subsidies in the OECD Internation-
al Export Credit Arrangement. The Arrangement sets the most lib-
eral financing terms and conditions that an official export credit
agency may offer; for example, the minimum downpayment, the
maximum repayment term, the minimum interest rates, etc.

DEFINITION OF PREFERENTIAL CREDITS

Question 8d. What are preferential credits?

Answer. Preferential credits refer to any credit granted by or
supported by an official export credit agency at terms more conces-
sionary than a borrower would be able to obtain in the commercial
market, without government support. Two traditional benefits of
preferential credits are the degree of subsidy and the access to
credit. The degree of interest rate subsidy can be measured either
against the borrower’s alternate source of financing, presumably a
private market rate, or against the lending agency’s cost of funds,
in this case, presumably a government borrowing cost. The Ar-
rangement has nearly eliminated interest rate subsidies. Given the
debt burdens of many countries, the availability of financing is be-
coming increasingly important. Without official support (e.g., re-
pay(;nent guarantee) many borrowers would not have access to
credit.

CAN PREFERENTIAL CREDITS BE RESTRICTED?
Question Se. Can preferential credits be restricted?
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Answer. Yes. The International Arrangement on Export Credits
has already largely eliminated interest rate subsidies in official
export financing.

Question 8f. Is a unified policy of restriction possible?

Answer. Yes. A unified policy is already in effect in the Arrange-
ment context.

SecTioN 9. NUCLEAR POWER

Question 9a. What political, economic or other disadvantages
could develop from steps to allow unrestricted proliferation of nu-
clear power? The answers to the above question will depend heavi-
ly on answers to the following subset of questions:

(a) What are the potential benefits to the United States from
transferring nuclear power technology to the Soviet Union,
Eastern Europe and China? What are the potential dangers?
What are the potential benefits to the Soviet Union, Eastern
Europe and China? Could these benefits increase the ability of
the United States to influence the behavior of these countries?

(b) What is current U.S. policy on transfers of civil nuclear
power technology to the USSR and China?

(¢) What if the current policy of other nuclear suppliers on
the transfer of nuclear power technology to Eastern nations?

(d) What effect would the transfer of civil nuclear power
technology to the USSR and China have on the U.S. nuclear
industry? What effect would such transfers have on the politi-

.cal relations between the U.S. and the Soviet Union and
China?

(e) What political, military or other conditions would allow
the United gtates to transfer nuclear power technology to the
USSR and China? What steps could these respective nations
take to bring about such conditions?

(0 Does the Soviet Union or China have policies to constrain
the transfer of nuclear weapons?

CURRENT U.S. POLICY

Question 9b. Could less restricted transfers of civil nuclear power
technology actually help in preventing nuclear proliferation?

Answer. A fundamental premise of U.S. international nuclear
policy, which is widely shared by other nations, is that in order for
nations to enjoy the potential benefits of peaceful nuclear activi-
ties, these activities must be undertaken under a regime of effec-
tive international controls. The purpose of the controls is to assure
nations that the nuclear technology is not diverted for nuclear ex-
plosive uses. This shared view on the need for safeguards was one
factor leading to the establishment of the International Atomic
Energy Agency, and was reflected in the terms of the Non-Prolif-
eration Treaty (NPT). Since the establishment of the IJAEA and the
NPT, the U.S. has been involved in continual efforts to improve the
effectiveness of international safeguards in a manner compatible
with global non-proliferation and nuclear interests.

We believe that any easing of the“conditions of nuclear transfers,
either technology or equipment, would run counter to U.S. non-pro-
liferation efforts. To the extent that lessened controls would not
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adequately safeguard nuclear transfers, peaceful nuclear technolo-
gy would become less available. Neither of these results would be
to anyone’s advantage.

TECHNOLOGY TRANSFERS TO THE SOVIET UNION, EAST EUROPE, AND
CHINA

Prospects for expanded nuclear cooperation with the Soviet
Union are quite remote, since there would be few mutual benefits.
It should be noted that the Soviet Union has never shown substan-
tial interest in obtaining nuclear technology through cooperation
with any Western countries. There are major U.S. legal and policy
issues on whether it would even be feasible to conclude the neces-
sary intergovernmental arrangements for such cooperation. Beyond
this, to protect U.S. national security interests, even in the rela-
tively non-sensitive area of commercial power reactors, careful con-
trols would have to be applied by the U.S. to prevent the transfer
of any U.S. light water reactor technology which would be of poten-
tial utility to the Soviets in military areas such as naval propul-
sion. It is not likely that U.S.-Soviet nuclear cooperation would sig-
nificantly improve the ability of the U.S. to influence Soviet behav-
ior in the areas of foreign, national security, energy or non-prolif-
eration policy.

Should the People’s Republic of China decide to look to the U.S.
as a principal supplier of civil nuclear technology and equipment,
the U.S. would receive substantive economic benefits. The Chinese
also would benefit substantially from U.S. assistance to their civil
nuclear program inasmuch as they would be able to take advan-
tage of established technology, thus lessening the years necessary
to develop a civilian nuclear infrastructure. On the other hand, the
U.S. market in the PRC may be limited because of insufficient offi-
cial capital resources for the PRC would be prepared to accept the
requirements mandated by U.S. law and nonproliferation policy as
conditions for peaceful nuclear cooperation.

There is little prospect for nuclear cooperation with Eastern Eu-
ropean countries. The notable exceptions have been Yugoslavia,
which purchased a reactor from a U.S. vendor, and Romania,
which purchased a research reactor and associated fuel. The Soviet
Union is the major nuclear supplier to the Eastern Bloc, having
supplied light water reactors to Czechoslovakia, Bulgaria, and even
Finland (latter not Soviet Bloc).

COOPERATION WITH THE SOVIET UNION AND CHINA

U.S. cooperation with the Soviet Union and the Peoples’ Repub-
lic of China in the field of civil nuclear power has been limited and
confined to exchanges or unclassified, non-sensitive information. In
neither case does the U.S. have government-to-government bilater-
al agreements in effect. Under the terms of the Atomic Energy Act
of 1954, as amended, such agreements are necessary for U.S. ex-
ports of nuclear fuels and reactor equipment to any country. Such
agreements must contain all applicable statutory requirements and
must be submitted to the Congress for its review.

Additionally, under the Atomic Energy Act, as implemented by
DOE regulations, 10 CFT, Part 810, the transfer of any unclassified
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nuclear technology to the Soviet Union, members of the Eastern
Bloc, China and selected other countries would require the authori-
zation of the Secretary of Energy, if the information is in unpub-
lished form. Also, cooperation with either country is governed by
COCOM procedures.

China is not a member of the London suppliers group, the IAEA,
nor is it a signatory to the NPT. While China does require some
conditions on its nuclear exports, these generally do not reflect
international norms. )

The Administration’s non-proliferation policy grows from convic-
tion that the spread of nuclear weapons is in no one’s best interest.
This concern is best addressed by reaching a consensus among like-
minded states on the conditions of transfer of nuclear equipment
and technology so that these transfers will not represent a prolif-
eration risk. This policy approach, founded on cooperation and reli-
able nuclear supply relationships with U.S. allies and friends shar-
ing our basic non-proliferation objectives, enhances our ability to
enlist their active support in strengthening the global non-prolif-
eration regime. We are working with other like-minded states to
ensure that world-wide nuclear trade is subject to effective interna-
tional controls.

SectioN 10. ARMS TRANSFERS

DIVERSIONS OF U.S. ARMS SALES TO SOVIET BLOC COUNTRIES

Question 10a. Are U.S. arms sales to third countries diverted to
the Soviet Bloc countries?

Answer. The Department is unaware of an instance wherein de-
fense articles and/or related technical data sold to another country
have been subsequently diverted by the other country to the Soviet
bloc.

Question 10b. How can the U.S. prevent such diversion?

Answer. The sale of defense articles to another country is condi-
tioned upon, among other things, assurance to the United States
Government by the other country that it will not transfer the de-
fense articles and/or related technical data to any third country
without prior written approval of the U.S. Government. A violation
of such assurance would be vigorously pursued through diplomatic
channels, and could result in the termination of the country’s privi-
lege to purchase defense articles and/or related technical data
from the United States.

SOVIET ARMS SALES AS A SOURCE OF U.S. INTELLIGENCE

Question 10c. How do Soviet military sales, and economic and
military aid serve as a source of U.S. intelligence. Are we using
this source? :

Answer. This question can best be answered by appropriate intel-
ligence agencies, but as the question implies, such activity is an ex-
cellent source of U.S. intelligence and it is public knowledge that
this source is actively pursued by the U.S. Government, e.g., the
present discussion about use of Israeli intelligence following the
conflict in Lebanon that involved Soviet military equipment.
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SecTioN 11. CONTROLS AND SCIENTIFIC COMMUNICATION

IMPACT OF NEW CONTROLS ON SCIENTIFIC COMMUNICATION

Question 11a. What impact will new national security controls,
designed to limit undesired transfer to the U.S.S.R., have on desira-
ble scientific and technical information flow and technology trans-
fers?

Answer. It is hard to predict what the impact of new national se-
curity controls would be given the number of options being dis-
cussed and uncertainty about their scope. The recent National
Academy of Sciences report entitled “‘Scientific Communication
and National Security” by the panel on Scientific Communication
and National Security of the Committee on Science, Engineering
and Public Policy (the “Corson Report”’) does discuss the impact
which the current controls have on scientific communication and
discusses to some extent the impact which various suggested new
controls may have. It also makes some observations and recommen-
dations regarding scientific information and the national security.
We believe this is a good starting point in answering the question
and in deciding what various new security controls, if any, should
be adopted.

NEED TO CONSIDER POTENTIAL DISADVANTAGES

Question 11b. What steps has the Administration taken to consid-
er the potential disadvantages to scientific inquiry, academic free-
dom, and free trade implicit in moves to stem the outflow of na-
tional security-related scientific and technical information and
technology?

Answer. The Administration is, of course, aware of and sensitive
to the importance of free and open scientific communication among
all scientists everywhere and of a free and open university system.
More specifically with respect to Administration actions, the
Corson Report, referred to above, was undertaken at the request of
the Defense Department, and DOD and the NSF contributed to the
funding of the report. Since the issuance of the report, and Admin-
istration has expressed its intent to carefully review the report and
its recommendations. The Administration is now considering the
appropriate mechanism for undertaking this review.

Also, the Department of Commerce has formed an interagency
. Task Force on Technical Data to get interested agencies’ view-
points and recommendations on the upcoming revision of the DOD
technical data regulations (15 CFR Part 379).

Further, the Department of Defense has established a Defense-
University Forum in which DOD and several major research uni-
versities meet regularly to talk about the common concerns, includ-
ing problems of national security controls and the exchange of sci-
entific information.

NEW EXECUTIVE ORDER

Question 11c. Please list the actions that the agencies of the Gov-
. ernment are taking to implement the provisions of Executive
Order 12356 that require classification of cryptology and of “scien-
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tific, technological, or economic matters relating to the national se-
curity,” and enumerate the criteria that guide researchers in deter-
mining if academic but Federally-funded research results should be
classified. How do practices of implementation under this executive
order differ from those of the preceding executive order on national
security?

Answer. Plans are underway to revise the National Science
Foundation Grants Procedure Manual to advise all NSF grantees
of the requirements of the Executive Order. Additionally, with re-
spect to grants that clearly may present the possibility of generat-
ing classified information, the grant instrument itself will contain
appropriate provisions. Moreover, regarding cryptology the Founda-
tion has gone beyond the requirements of the Executive Order and
entered into a special arrangement with the National Security
Agency.

We are aware of no special criteria that would be used to guide
researchers in determining if academic but Federally-funded re-
search results should be classified, but the NSF does assume a re-
spon?ibility to assist them if research studies involve classified ma-
terial.

CONTROLS ON TRANSFERS TO WESTERN COUNTRIES

Question 11d. Should controls be placed on transfers to Western
countries to prevent inadvertent transfer to a third country?

Answer. To a great degree, the answer depends on the type of sci-
ence, and on the scope and nature of the controls imposed. In some
instances, e.g., nuclear weapon technology, a strong argument
could be made for placing controls on transfer to all countries in-
cluding Western countries; in many other cases, such a strong ar-
gument could not be developed.

TYPOLOGY OF CRITICALITY

Question 1le. Would threats to free inquiry be alleviated if a ty-
pology of ‘“criticality’” were developed for different kinds of scientif-
ic and technical information, like the critical technologies list used
to administer the Export Administration Act?

Answer. The question seems to reflect a concern that the system
be made more predictable and efficient. It is not clear what kind of
“typology” might be designed. The Militarily Critical Technologies
List (MCTL), might serve as a model, if properly addressed to re-
searchers who would use it as a guide. However, this is clearly a
question which will require further study in the ongoing review
begun by the Administration.

SECTION 12. AMERICAN-SOVIET SCIENCE AND TECHNOLOGY
AGREEMENTS

RESTRICTIONS OF SCIENCE AND TECHNOLOGY RELATIONS

Question 12a. How have U.S.-Soviet scientific and technical rela-
tions been restricted? What are the results of the U.S. review of
the eight remaining U.S.-Soviet agreements for cooperation in sci-
ence and technology that the Administration said it would conduct
in 19827 Has the non-renewal of three agreements and the cutback
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of remaining activities to 25 percent dimmed the momentum for co-
operation so unalterably that there are slim, if any, prospects of re-
storing normal U.S.-Soviet patterns of trade and scientific and
technological cooperation?

Answer. From early 1980, as a result of the sanctions imposed
against the Soviet Union following their invasion of Afghanistan,
through December 1981, U.S.-Soviet scientific and technical cooper-
ative activities declined by approximately 75 percent. High level
contacts and annual joint commission meetings were postponed in-
definitely as well. Activities were continued which were of benefit
to the United States and of humanitarian value—especially in the
fields of health, safety and environmental protection.

After the imposition of martial law in Poland in December 1981,
the Administration announced additional sanctions against the
Soviet Union; among them was the decision to allow three science
and technology agreements scheduled to expire in 1982 to lapse
automatically. These were the Science and Technology, Energy,
and Space Agreements. The expiration of these three agreements
resulted in a further cut of roughly 25 percent below the post-Af-
ghanistan level.

The executive branch departments and agencies involved in im-
plementing the 11 bilateral S&T agreements, under the guidance of
the Department of State, conducted the Administration-mandated
review of exchange activities under the agreements and deter-
mined in general that all were of scientific benefit to the United
States and should be continued. Those U.S.-U.S.S.R. projects and
activities that were dependent on the existence of the S&T, energy
and space agreements have essentially ceased. While the level of
cooperative activities under the remaining eight agreements was
cut back significantly, we intentionally did not destroy the frame-
work of cooperation, in order to permit the restoration of coopera-
tion should there be a significant improvement in the political en-
vironment and should it be determined that more extensive coop-
gration in these areas would be of scientific benefit to the United

tates.

EFFECTS ON INTELLIGENCE

Question 12b. 1t is alleged that the United States and the West
benefitted from knowledge of the Soviet Union and Soviet science
gained from these agreements. Has U.S. intelligence about the
Soviet Union suffered as a result of the cutbacks?

Answer. The lead agencies involved in the cooperative activities
with the Soviet Union believe that U.S. science has gained from
the 11 US.-US.S.R. S&T agreements. It is difficult to determine
whether U.S. intelligence about the Soviet Union has suffered as a
result of the cutbacks, although it can be presumed that a lower
level of activity might lead to a diminution in information received
through these exchanges. '

Our ability to follow scientific developments in the Soviet Union
was impaired by suspension of activities under our Agreement.
Throughout the history of the Agreement, one consistent comment
by U.S. agricultural scientists who visited the Soviet Union was
that the sheer magnitude of the Soviet effort in many areas makes
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it probable that they will accomplish things of interest. The
number of U.S. agricultural scientists visiting the Soviet Union
each year dropped from about 26 to 2 or 3.

U.S. information about Soviet agricultural production was also
set back. Previously, crop observation teams travelled twice each
year to inspect Soviet winter and spring grain conditions. The on-
site information gained by these teams could not be replaced by
other means. In addition, an agreed schedule for exchange of statis-
-tical information had provided the United States with access to
better and more timely information, through direct exchange, and
because the Soviets had expanded publication of many statistical
series called for in the schedule. Both the formal exchange and
Soviet publication of statistics in other sources have been cut back.

ACTIVITIES UNDER COOPERATIVE AGREEMENTS

Question 12c. Describe activities conducted [thus far] under the
cooperative agreements in 19827

Answer. Activities approved during 1982 under the agreements
are attached.®

Also in the agricultural area, in July 1982 a three-man U.S. dele-
gation met in Moscow with the Soviets, and agreed to a limited
program of cooperation. Since that meeting, two U.S. teams have
travelled: a foreign grass germplasm collection team, which spent
one month in the Soviet Union collecting seeds of grasses and leg-
umes suitable for use on rangeland of the American Southwest;
and a three-man spring grain team to observe Soviet growing con-
ditions and crop prospects.

PROSPECTS FOR SCIENCE AND TECHNOLOGY SANCTIONS

Question 12d. How much longer will sanctions remain in place?
Will agreements for cooperation be renegotiated if political condi-
tions warrant?

Answer. The sanctions pertaining to science and technology ex-
change activities likely will remain in place as long as Soviet be-
havior in Afghanistan and Poland does not improve significantly. It
is not possible to predict whether cooperation across the board will
be renegotiated if political conditions improve. Such a decision will
be based on the political value of increasing the level and scope of
cooperation in these areas with the Soviet Union as well as scien-
tific and budgetary considerations.

SPACE COOPERATION AGREEMENTS

Question 12e. The last of the space cooperation agreements that
was signed under the umbrella agreement in May 1972 lapsed in
May 1982 because of Soviet activities in Poland. Two minor space
cooperation programs, however, will continue. One involves tran-
sponders and search and rescue, the other a biosatellite mission
scheduled for early 1983. Do you intend to negotiate the renewal of
any or all of the space cooperation agreements?

5 See app. L.
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Answer. The Space project to develop satellite-aided search and
rescue systems, although envisioned as a bilateral cooperative ac-
tivity under the 1977 renewal of the space agreement, has become
fundamentally a multilateral activity, involving the United Siates,
Canada, France, and the United Kingdom on one side (SARSAT)
and the U.S.S.R. (COSPAS) on the other side. Activities under this
international humanitarian program were not affected by the expi-
ration of the U.S.-U.S.S.R. Space Agreement and, hence, will con-
tinue.

Following the decision on non-renewal of the Space Agreement,
NASA received interagency authorization to complete a project in-
volving assistance to Soviet biomedical researchers in the prepara-
tion of experiments to be flown on the next Soviet biosatellite mis-
sion, then scheduled for late 1982. NASA was authorized to contin-
ue its involvement in the Soviet mission on the basis of agency-to-
agency agreements with the Soviets stemming from 1978-81, which
continued in force independent of the government-to-government
agreement. Following completion of this activity (the launch has
slipped to late 1983), NASA proposals for involvement in future
biosatellite missions or other proposals for new U.S.-U.S.S.R. space
cooperative activities would, of course, be subject to review on a
case-by-case basis.

Although cooperative activities under the Agricultural Agree-
ment were completely suspended for two years, the structure of the
Agreement remains intact. A planning meeting held in July 1982
allowed for resumption of exchange activities on a limited scale,
and we anticipate that additional activities will be implemented
during the coming year. Cooperative contacts must be built up
practically from zero after the two-year setback. But we see no
reason to doubt that the pace of scientific and technical coopera-
tion in agriculture could reach its earlier dimensions after current
restrictions are removed. Even with those restrictions, our limited
activities can begin the rebuilding process.

SecTioN 13. AMERICAN-CHINESE TECHNOLOGY TRANSFER

RATIONALE FOR LIBERAL TRANSFERS OF TECHNOLOGY TO CHINA

Question 13a. What is the Reagan Administration rationale for
more liberal transfers of technology to the P.R.C. than the U.S.S.R.
and Eastern Europe?

Answer. During the decade (1971-1981) drastic changes have oc-
curred in China’s domestic political and economic structure, and in
its relations with other countries, especially the United States.
Some of these changes have affected China’s foreign trade, particu-
larly its trade with the United States.

Since U.S.-China commercial relations were normalized in 1979,
a much more favorable trade policy has developed. In February
1980, the U.S.-China Trade Agreement was ratified, thereby broad-
ening the basis of commercial relations and granting China MFN
tariff status. Shortly after, the P.R.C. was placed in country group
“P” for export licensing purposes, and in June 1981, the President
announced a new licensing policy. The continued expansion of the
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trade depends mainly on two aspects of U.S. trade policy, export
control and import regulations.

The goal of this Administration is to normalize and liberalize
U.S.-China relations. It wants the Chinese nation to build a strong
and secure nation that can contribute to the peace and stability in
Asia, and the United States seeks their support in combating
global problems such as terrorism and hegemonism, and in the
search for solutions to common issues, such as energy development,
arms control, and environmental pollution.

EXPORT CONTROLS

Question 13b. Is the Administration’s current treatment of the
P.R.C. now the same as its treatment of other friendly nonaligned
nations (e.g., Indonesia) in its export policy?

Answer. Since 1980, U.S. export control policy toward China has
undergone periodic review and liberalization. In April 1980, a new
country group “P” was established for China. This removed China
from the more restrictive country group ‘“Y”, which includes the
U.S.S.R. and certain dual-use items to China. In June 1981, the
President announced a presumption of approval of export licenses
for products with technical levels twice those previously approved
for China. In December 1981, guidelines were published implement-
ing that new policy. These guidelines included advisory notes
which listed levels of about 30 items which would likely be issued
export licenses for sale to China. These include certain computers,
optical equipment, microprocessors, and data communications
equipment.

Under this policy there are restrictions on exports that contrib-
ute significantly to special mission areas, including nuclear weap-
ons and delivery systems, intelligence gathering "and electronic
warfare equipment and antisubmarine warfare equipment.

The policy, however, is constantly undergoing review. The Ad-
ministration is considering several options on further revisions of
the licensing policy towards the P.R.C.

EXAMPLES OF TECHNOLOGY THAT MAY BE TRANSFERRED

Question 13c. What are some concrete examples of technology
that may be transferred to the P.R.C., but not the U.S.S.R. or East
European countries? What are some examples of technology that
may not be transferred to the P.R.C., but that may be transferred
to our closer friends and allies?

Answer. Commodities/technologies which have been approved to
P.R.C. but would not be to Eastern Europe or the Soviet Union in-
clude a large computer network of 20 computers for the Census
dBureau, and large-scale computers for processing oil exploration

ata.

Technology to provide Chinese with one of the most modern tele-
comunication systems in the world was approved.

Computer numerical control (CNC) units with four-axes capabil-
ity have been approved for China with and without machine tools.
Only two-axes CNC units without machine tools and three-axes
CNC units with machine tools have been approved for Eastern
Europe and the U.S.S.R.
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Other examples include microcomputers utilizing 16 bit micro-
processors, and microprocessor development systems, and PROM
programmers; fourier transform based acoustic signal analyzers (vi-
bration and sound); and general test equipment including wide
band oscilloscopes above 200 MHz, microwave frequency counters
above 1 GHz, synthesized signal generators, and radio frequency
spectrum analyzers above 1 GHz.

Additionally