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Technology Transier for China

four months we have considered technology transia

You have seen Commerce's excellent paper. In the
agencv NSSD context, OSTP has also made a very valuable
ribution. Its final report is attached (Tab B). I believe
s now worth summarizing where we stand. '
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AREAS OF AGREEMENT, No agency wants to tighten cont“ols.

Because cf the unique character of Chinese military capabili
ties, no agency advocates full liberalization, uwce* wnich
China would be treated identically to most other countries
ocutside the Soviet Bloc. All agree improvements can be
macde administratively--without changing current guidelines
cr altering the level of technology available--to expedite
licensing decisions. A representative.list of these is
attached (Tab A). Agencies also agree that a US-China )
understanding on technology transfer, perhaps along the lines
~0of those we have with Austria, Sweden, and other countries,
would be desirable.

OPTIONS. The four individual issues in the OSTP paper
are related to one another. For example, the issue of maving
China from Category P to Category V depends partly on whether
one 2lso modifies the technology transfer level. Therefore,
it seems to me that there are three principal packages. of '
decisions ;Hah have some agency support that the ZARS or NsC
should consid

Z. Maintain the Current Level of Technolccv Transier.
Retain the zresent systen cf controls and maxke adainistrative
isprovenents. Neo zajer chances in the amoun:z, fvpes or levels
ci zechaclcgy to e lice:sed'wculd Te mace, Dut the sysien
shcull work nore eiflicientlyv ané -e acre unders+tandable.
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1I. Increase the Level of Technolcgy Transfer.
Retain the present system of naticnal security controls;
make adninistrative improvements; symbolically raise the
1avel of technology available to China by moving China from
Catecory P to Category V; raise the level in practice by
rigorously defining those areas within the four mission areas
nost critical to our national security and targetting our
controls more precisely on them. Establish an interagency
committee to do the necessary definitional work and draw up
2 selective ("red line") list of the most sensitive tech- .
nologies which would be subject to a presumption of denial. _
It would establish a second level ("green line") below which o
iicensing policy would be the same as for all other friendly,
ncn-allied nations. For technologies between these levels,
there would be case-by-case review, with a presumption of
“zpproval unless the export would substantially and directly
erhance China's capabilities in one of the four mission areas
and pose a credible, major risk to our security.

Under this option, there would be a clear Presidential
statement that for purpcses of achieving broader US security
objectives, it would be US policy to accept a greater degree
of risk than heretofore in making China licensing decisions.

II1. Increase Level of Technology Transfer to 753 of wWorld
Levels. Maintain national security controls; adcpt administra-
tive improvements; and set a benchmark level by which to judge
211 items falling in the special mission areas. The level
would be set at 75% of the state-oi-the-art readily available
to the rest of the world. Below the benchmark, both within
and outside the four mission areas, approvals would be the same
as for all other friendly, non-allied countries. Above it,
items in the four mission areas would be approved, case-by-
case, so long as their export did not present a major risk
to national security, while items outside the mission areas
would be approved on the same basis as applied to other
friendly, non-allied nations. The result would be a signi-
ficant liberalization. China could be kept in Category P or
mcved to Catecgory V. - N

&

EARB. The above options now need higher-level delibera-
tion. I sugcest that they be discussed at an EARB meeting next
¥“cnday, May 2 along with the OSTP cdraift,
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Sugcested Administrative Improvements

1) Defense should immediately provide Commerce delegations of
euthority for cases wnhose technology levels are below current
COCCM criteria for general excepticns to the international list
of dual-use eguipment.

2) No matter what level of technology transfer control is
selected, Commerce, in consultation with all concerned
sgencies, should publish within three months, and update =%
ernually, cuidance on China cases for each item on the
Ccmmodity Control List. The guidance w”ulc indicate the level
of technologv permissible for approvel (a "green line" ) and the
level above which there would be a predisposition to deny
iicenses (a "red@ line”). This guidance would be designed to
2llow technolegy transfer up to the green line level by
Gelegation of authority to Commerce. Between the green and red
lines, there would be case-by—case review. .The orgenizational
ccmA“:st:““lon of the review woulcé remain the same as now.

3) Acencies should take action to ensure that &l technicel
znd other data on difficult cases is shared fully and equally
tefore the case is presented to the Operating Ccmmittee of the
Acviscry Cecmmittee on Export Policy or Working Group I of the
Economic Defense Advisory Committee. =

4) TFor those nmatters reguiring case—by—cabe review, more -
édiscipliné should be exercised in meeting licensing dezdlines.
Also, cases should not normally be returned more than once to
an exporter for redraft. A way td achieve this goal would be to
have the technology transfer working group meet more often with
technical experts from the exporter, instead of relying on
written correspondence. .

N,
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ns<er ranks only behind Taiwen as &n

tra N

in al US-PRC relations. More than . -

nt in ,lar terms of all trade tc China in 1982

oved, however, a numnber of kev items were dis-

eé because they came under naticnal security controls
four missicn areas. These license cdenials are most

e ané are of great importance to the PRC in their
for rapid modernization of their nation. (See

round at TAB B.) During his February talks with

ese leaders in Belj’nd, Secretary Shultz responded
to Chinese complaints on this issue by noting that it

was under review and that Science 2évisor Keyworth -
andé Secretary Baldrige won‘c deal with this issue in the
upcoming visits in May. hereiore, we need to decice pr
tc Keywerth's cdeparture Ou May 7, just how iar we are
prepareé to move in redefining and modifying our current

.technclogy transfer policy towards China.
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issues for Decision

part of the Interagency Group preparing the respcnse

+he NSSD on China, an interacency working group was formed

examine problems with our current tecl¥holocgy transier policy
th China ané identiiv issues and options f¢r resolving the
oblems. The croup has procuced an exhaustive anelytical
port on this issue (at Tab A) which reflects a consensus

views among its participants. rfcllowing is & summerv ol

IR A S o L T O B S i G P
YO Mo it 1.0 00

2 issues for decision along with & brief analysis of the
vantages ané disadvantaces in each case. It should be
+ed that these issues are nct mutually exclusive and
hat the most logical approach may be to combine several
teps, e.g., improving implementation, redefining the
evel of technology perml ted, andé changing present controls.
Issve 1l: Maintain current svstem for control of expeoris but
establish a tichter commodity control list
Suring the Interacency Review, a number of "improvements
tc the cverall svs:iem were icentified, includinc the
ecstabliishment of a tighter commodity centrol list,
<he Inccrooraticn of addizional implementation srocedures
{(zee Tab A), ancé an effcrt to necgctliate a better undersizandinc
wizh the PRC cn technelogy +transier, perticularly retransier
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t2 thizd parties. There is Interacgency Acreement thet these

Trocecurss shculd be acdoptsd and that & naticnal security

ccntrols review committee e established for this purpose

to cdevelicp this list by around June 1. .
Prcs .

o Guicdelines for implementing U.S. chno’ogv
transfier Dollcy would be sha:pened ané overall:
operating efficiency wculd be improved.

o New list could result in increased
predlchanlllgy of U.S5. actions on export
cases.

Cons &

o PRC would continue to complain that thev
are being trezted as an adversary rather
then as a "Zrien dl'”.natloq.

o Chinese mav object to nego“*ation of an

~understandéing unless accompanied by other
changes as in the Lollow1ng issues.

4.

Issue 2: Mocdify Technolocv Transfer Level-

Cne oI the main cbstacles to implementaticn of the U.S. exoors
contrel policy is the definition of the cuantitetive level of
ccntrol. In practice, the arplication of the "two-times”

rule when coupled with national securiiv controls to

exports that fall in the fonr missicn control areas -

citen results in exports to China which azre not sub-
stantizally éifierent

from exports to Sovie:i-Rloc countries.

Ot er tecHnlcal levels have been proposed &s a solution that
involve the replacement of the "two times”™ rule with a "4 or
times" rule. Another epproach would be to utilize the

vel established for exports o the free world as the

reference point ané esteblish a new level such as 75%

for China as a percentage of the free worlé levels. These

oreoeseals, “cweve_, have mest ©f the scme éisadvantaces
:ha: aztend the "two t;Aec" ‘rule beth in definition ané

' mentation, and in adéition might resvl: in risks

-cng term U.S. national CECLrlZ: interests.
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Cerns
(e} Might Tesult in risks to lcng-term U.,- .
national security interests. -
o Would continue to be difficult to acdminister.
Issue 3: Move China from Countrv Group P to Group V .
but keep COCOM end Vat‘ona1 Security Cont:c's

In some cases, the technology transfer level for China

coulé be the same as that for the free-world. Eowever, we
would retain COCOM controls and national security coantrols

on specific mission areas of concern (intelligence, nuclear -
weapens, ASW, ané electrcnic warfare) which would erzble

s to continue to control essential items anéd tighten the
screws later if needed.

o]

would carrv consicderable political
icance to the PRC even with continued
aticn of COCOM controls and national
iy controls.
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© . Change would be far easier to adminis+er
~and would create a presumpiion that would
help resolve some pending cases.

Cons

o Application of nat*onal security controls
would in long run continue to be a focus

. 0f Chinese concerns, as some. expor;s
continue to be denied.

o COCCOM controls would ceonkin
seconé orcder scurce of irri
Chinese since thev would no
tc India and other Caiegory
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Uncex this apprcach, we could maintain crecisely the

seame "mission" controls (intellicence, nuclear, ASW and

electronic warfare) on technology exports but we wouid

iessen the perception that China is considered a military

threat to the U.S. and its a2llies. Departim e
o1

would lose its statutory veto.

Pros’

o Taxen in cecmbination with e relaxaticn in -
the level of technical transier to the
PRC, the change would sicnal a significant
shift in our coverall technolocy transfer
policy.
. ©  There would be more fiexibilitv in that
' " the President would not have to inform
"Congress that he has cverruled the
Secretary of Defense in disputed cases.

-

Cons

o This would be the hardest mpproach to sell to
Congress since China in effect would no
: lenger be & naticnal security cestraction.

(o} Fcreign policy con:izols might not be as
effective in limitinc expcris of items of
serious militarv concern. ' ‘
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