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EXPORT LICENSING OF ADVANCED TECHNOLOGY: A
REVIEW

MONDAY, APRIL 12, 1976

Housk o REPRESENTATIVES,
CovMItTEE 0N INTERNATIONAL RELATIONS,
SuscoMMITTEE ON INTERNATIONAL TrRADE AxDp COMMERCE,
Washiugion, D.C.

The subcommittee met ut 2:15 pan. in room 2200, Rayburn House
Office Building, Hon. Jonuthan B. Bingham (chairman of the sub-
committee) presiding.

Mr. Binguay. 'The Subeommittee on international Trade and
Commerce will be in order.

1 have a short statement. In view of the time, I will defer that.

Under the rules, a quorum is necessary for a metion to go into
execuitive session and a rolleall vote is in order. T will entertain such a
motion,

Mr. Biester. I <0 move,

Mr. Bixouas. Caldl the roll.

Mr. Masak [subcommittee staff consultant]. Mr. Bingham.

Mr. BingHaM. Aye.

Mr. Majak. Mr. Fraser.

Mr. FrASER. Aye.

Mr. Masak.  Mr. Taylor.

[No response.]

Mr. Majak. Mr. Bonker.

{No response.]

Mr, Majak., Mr. Studds.

[No response.]

Mr. Masag. Mr. Biester.

Mr. BiesteER. Aye.

Mr. Masak. Mr. Whalen.

Mr. WHALEN, Aye.

Mr. Majak. The vote s four to zero.

Mr. Bixeaam. That being the case, thai motion can go into effect
following the reconvening of the session.

The committee will stand in recess, then, for about 10 minutes.

[Whereupon, at 2:20 p.m. the subcommittee took a short recess,
after which it proceeded in executive session.)

(R}
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EXECUTIVE SESSION

Mr. Binguam. The Subcommittee on International Trade and
Commerce will resume its session.

Today, this subcommittee concludes its hearings on the export
licensing of advanced technology.

We have heard testimony that the intelligence community plays an
important role in the export-licensing process, particularly in ({eter-
mining the foreign availability of goods andp technology and in
estimating the potential impact of goods and technology in the military
capability of other countries. This afternoon we have witnesses from
the Central Intelligence Agency and the Defense Intelligence Agency
10 describe their role in greater detail.

We have also been informed in previous testimony of two specific
cases which we wish to explore in some depth. The first involves the
licensing for export in 1972 of precision grinding machines, made by
the Bryant Grinder Corp., whic{:, it is alleged, have been instrumental
in ena{)ling the Soviet Union to produce precision ball bearings for
use in the guidance system of MIRV’s,

The second involves the 1975 agreement between. Rolls Royce, Ltd.
and the People’s Republic of China for the sale of supersonic military
aircraft cogines and production technology, allegedly made without
reference to COCOM.

We have asked witnesces from the Departments of Commerce,
State, and Defense to join our intelligence community witnesses in
discussing the contribution of all concerned U.S. Government agencies
in these important cases.

Now, in executive session, let me make clear at the outset that the
subcommittee recognizes that the intelligence agencies represented
here today do not make or implement policy in the export control
field. We appreciate fully that their role is an advisory one. The ad-
vice they provide, however, is especially important given the factors
which the decisionmaking agencies must weigh. Our purpose in_this
hearing is to try to get a better understanding of the nature of the
advice the intel iFencc agencies are able to offer policymekers in the
oxl'mrt control field.

In reviewing certain specific cases, we have no intention of secking
recriminations. We are, of course, interested in the specific facts of
these cases, and in any differences of view that may have existed—or
that may now exist—between intelligence advisers and policymakers.

But our purpose is not to take sides or to sit in judgment of particu-
lar agencies. The issues raised by these cases are particularly difficult
ones, and the subcommittee would fully expect that there might be
differences of view among agencies.

What we are interested in is the range of views considered in these
cases, how they were resolved, and what this may tell us about the
adequacy of the export control procedures which Congress established
and 1s now reviewing,

With this in mind, I hope and trust that all the agencies represented
here will feel free to present their views fully and candidly without
nlpprohension that their positions might in any way be used against
them.

We will first hear from Mr. Robert Kovach, of the Office of Eco-
nomic Research, who is accompanied by Mr. Robert Fraser of the
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same office; Mr. Herbert Thomas, of the Office of Strategic Research;
Mr. Robert Hepworth, Office of Current Intelligence; and Mr. Thomas
White, Office of the Legislative Counsel—all of these being with the
Central Intelligence Agency.

Mr. Kovach.

STATEMENT OF ROBERT KOVACH, OFFICE OF ECONOMIC RESEARCH,
CENTRAL INTELLIGEKRCE AGENCY

Mr. Kovacn. T don’t think Mr. Hepworth is here, sir.

Mr. Chairman, first, I would like to give you a brief description of
CIA’s role in the governmental process of export licensing and
advanced technology. More specifically, I will speak to the Agency’s
role in providing inteiligence inputs to the two interagency com-
mittees dealing with the export control commodities and technology
1o Communist destinations.

I will also explain briafly CIA’s role in the two cases mentioned in
your letter of glarch 26, one dealing with Bryant bearing grinders,
and the other with the Spey jet engine.! I will then try to respond to
un{ questions you may have on these cases.

Mr. Fraser will assist me on the Bryant case and Mr. Thomas on
the Spey engines.

CIA ROLE IN EXPORT LICENSING

('IA'srole is to serve as an intelligence adviser to these committees,
to assist the coramittee members to make their decisions. With one
exception, it does not participate in committee decisions to approve or
deny export licenses. rSecurit deletion.]

The Office of Economic I{esearch represents CIA on these com-
mittees. It relies not only on its own analysts for support, but also
on other CIA components, such as the Office of Strategic Research,
the Office of Scientific Intelligence, and the Office of Weapons Intelli-
gence—all of whom are in regular contact with other members of the
intelligence community.

The types of intelligence support that CIA provides can include:

An evaluation of tﬁe state of the art in the US.S.R. or other
Communist countries producing the controlled equipment in question;

An evaluation of production facilities, capacity, and quality;

R. & D. facilities;

An assessment of whether the stated end use of the item in question
seems legitimate, particularly if the end user produces for the military.

CIA also participates in the periodic reviews of export control lists
to update them in accordance with changing technologies and Com-
munist capabilities. CIA is called on to make intelligence inputs on at
lenst somne of the items under consideration. The most recent exercise
was the COCOM list review completed last vear.

CTA actively seeks to discover diversions of controlled commodities
to denied destinations and reports its findings to members of the
interagency committees, [Security deletion.]

1 The letter referred to appears on p. 23.
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CIA makes inputs and sometimes provides intelligence advisers to
the Technical Advisory Committees—joint business-Government
groups who furnish technical support to Commerce’s Office of Export
Administration—and technieal task groups-——Government techni-
cians in snpport of the two interagency committees.

In April 1972, the CIA representative on the Operating Commit-
tee—a standing subcommittee of ACEP, the interagency committee
supportivg the U.S. export coatrol prograimn—was asked by the chair-
man and other committee members to provide information on the
designated end user—what it produces and for whom; the state of the
art of the Soviet bearings industry, including the quantity and quelity
of internal grinders and mininture bearings produced; the impact of
importing interial grinders and bearings from the West, and other
related information,

CIA was able to provide some, but not all of the data requested.
Among other things, CIA’s assessment of the Soviet bearings indus-
try was that it had problems producing mininture and precision
bearings. {Security deletion.]

I neglected, Mr. Chairman, to add another paragraph in here. [
think if you don’t mind T will just read this one,

We also reported that Voumard of Switzerland produced internal
grinding machines {security deletion), and that the U.S.S.R. iinported
miniature precision bearings at least in 1969-70.

The reason I am adding that is I thought perhaps this would give
a little more balance to the contributions that we made which were
lacking in the original copy which I sent forward.

On the Spey engine case, this came to the attention of ihe inter-
agency committee supporting COCOM in 1973. CIA was not asked
to muke an input. The same held true when the contract was signed
in December 1975.

That concludes my statement, Mr. Chairman.

Mr. Binguam. Thank you, Mr. Kovach. Is that all of the pre-
liminary statements from the ("1A ¢

Mr. Kovach. That is correct.

Mr. Binguay. Now, from the Department of Defense, Mr. Edwin
Speanker, Office of the Deputy Director for Scientific and Technical
Intelligence, Defense Intelligence Agency; accompanied by Dr.
Maurice J. Mountain, Office of the Assistant Secretary for Inter-
national Security Affairs.

STATEMENT OF EDWIN E. SPEAKER, OFFICE OF THE DEPUTY DIREC-
TOR FOR SCIENTIFIC AND TECHNICAL IETELLIGENCE, DEFENSE
INTELLIGERCE AGENCY, DEPARTMENT OF DEFENSE

Mr. Speakgr. Mr. Chairman, I am Edwin E. Speaker from the
Defense Intelligence Agency. My position is Chief of the Weapons and
Systems Division in the Directorate for Scientific and Technical
Intelligence. 1. am here on behalf of the Director, Defense Intel-
ligence Agency, to respond to questions raised in your letter to
General Tighe of March 26, 1976." With your permission, I have pre-
pared some remarks for delivery at this time and for the record.

1 The letter to General Tighe appears on p. 24,
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DIA ROLE IN EXPORT CONTROL

The Defense Intelligence Agency’s Directorate for Scientific and
Technical Intelligence is the focal point for coordinating DOD in-
telligence on foreign technology and wengon system capabilities. We
provide the Department of Defense with staff expertise on forei
technology and weapon systems in support of various elements of the
Office of the Secretary of Defense, such as the Director of Defense
Research and Engineering—DDR & E—the Assistant Secretary
for International Security Xﬂ'airs—()ASD/lSA—and the Director of
Defense Advanced Research Prcjects Agency—DARPA.

We also conduct inhouse studies on foreign technology and weapon
systems. The Directorate for Scientific and Technical Intelligence is
th DIA focal point for questions related to export control matters.
We respond to requests from OASD/ISA’s Directorate for Strategic
Trade and Disclosure and to the Joint Chiefs of Staff.

During the 1971-72 review of the COCOM International List and
the subsequent review of the U.8. Commodity Control List, we re-
sponded to dozens of requests for information. While many requests are
of a formal nature, DIA also exchanges information with ISA through
numerous telephone conversations. Though we have no fecord that
ISA came to us on either of the two particular cases you have asked us
to address, most of our informauicn on Soviet machining capabilities
had been made available to ISA during the 1972-72 International
List review.

In April 1975, we participated with the military services on a JCS
paper which dealt with [security deletion] the embargo of aircraft, heli-
copters, and aircraft engines. Thus, in both cases available intelligence
information was fairly well known to ISA perzonnel. I will defer ques-
tions 1 and 2 in your letter to representatives from OASD/ISA. Those
are your questions about what we did on the particular cases in ques-
tion, since apparently, according to our records, we were not specifi-
call involveJ.)

rom the intelligence community’s standpoint, the difficulty in
rendering opinions on export cases is the limited data that we have to
deal with when discussing the military implications of a sale of a
particular machine tool, laboratory instrument, electronic device, or
semifinished materials to a closed society as represented by the Soviet
Union and the People’s Republic of China—PRC.

The decisions often turn on fine points of technology and we, in DIA,
and elsewhere in the intelligence community, rarely have sufficient
expertise to provide totally unambiguous judgments as to the precise
military implications of any particular saie. {owever, we frequently
contribute important pieces of information which form a vital part of
the U.S. position.

1 woul(‘ now like to address our assessments of the two cases which
this subcommittee has asked us to respond to: (1) The export of
machine tools to the Soviet Union by the Brvant Grinder Corp.; and
(2) the 1975 Sney engine agreement between Rolls Royce and the
People’s Republic of China.

BRYANT GRINDER CASE

The Bryant Grinder case—current assessment of the technical
aspects of the Bryant Grinder Corp. sale.
78-232—76——2
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The Soviet Union, in [security deletion] 1972, began the flight tests
of a new scries of ICBM’s using newly designed guidance equipment.
The first. [security deletion] flights involved a single reentry vehicle on
ench missile. However, in [security deletion] 1673, the Soviets success-
fully launched their first multiple independently tergetable reentry
vehicles—MIRV’s—on the new missiles. Production, component, and .
subsystem testing of the MIRV guidance systems must have been
initiated and extensively tested for a period of 2 to 3 years prior to this
first MIRV test.

On August 28, 1972 the Department of Comnierce approve the
export to the Soviet Union of 168 grinders manufactured by the Bryant
Grinder Corp. of Springfield, Vt.

It is rare that we can specifically identify and associate a single
Soviet hardware development such as MIRV’s with a specific export of
technology or, in this case, with manafacturing equipment. And this
case is no exception.

We know that the Soviets have produced reasonably goud gyro-
scopes and accelerometers which have been flown in ICBM's prior to
the sale of these grinding machines. [Security deletion] the precision of
the Bryant machines would help to solve this problem.

[Security deletion.]

Also, in the early 1960’s, about the time that the Soviets were
initially contacting the Bryant Grinder Corp., it is reported that they
suceessfully received [security deletion] grinders from the Swiss com-
pany, Voumard Machines, and [security deletion].

In the early 1960’s, it has been reported that the planned production
of miniature bearings at the Kuybyshev-State Bearing Plant No. 4—
the recipient [security deletion] of the Bryant grinders—was to be 60
million units per year during the late 1960’s. The maximum estimated
output of the grinders exported by Bryant in 1972 could by themselves
produce nearly 60 million units in a 3-shift, 6-day workweek per year.

However, it should be understood that the grinding operation, and
the accuracy of the grinding is but one of many operations in the manu-
facturing of precision ball bearings. The high +:andards of instrument
quality bearings causes a very high rejection rate and, hence, high
costs. [Security deletion.]

The Centalign B internal grinder has been in production for the
past 15 years. During this period, competitive machines have appeared
from Italy and Switzerland and more recently from Japan. At the
present time, the Seiko machine from Japan has been reported to be
more accurate than the Bryant machine.

Some manufacturers of precision bearings have replaced the Bryant
machine with Seiko machines due to the increased accuracy and
higher production rates which can be achieved. Thus, at the time the
Bryant grinders were sold, other probably equivalent grinders would
have been available to the Soviet Union from other free world
countries, S ‘

[Security deletion.]

Although direct association between the export of the Bryant

inding cquipment to the Soviet Union and production of the
MIRV’ed ICBM cannot be substantiated, it is nevertheless possible
that the products of the exported Bryant grinders may now be used
in the gindance equipment of the Soviet ballistic missiles, both land
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und sea based. It is a certainty that the products of these grinders
could and will be found in a wide variety of current and future ground,
air, sea, and space military hardware that require precision guidance
equipment, optical recording devices, as well as associated scientifie
test cquipment.

Military and political objectives underlic Soviet development of
strategic missile systems equipped with MIRV’ed payloads. At the

resent time, the Soviet Union has three operational MIRV’ed
CBM'’s and are testing MIRV’s on an SLBM and an {RBM. They
and their follow-ons when fully deployed, will enable the Soviets to
satisly more effectively longstunding requirements for a highly flexible,
soft target threat to eneimny military and military related facilities
around the world. MIRV’s also provide the Soviets with an increased
{)robnbility of destroying hard targets, such as ICBM silos end
wardened command and control sites. In addition, the MIRV’s
constitute a hedge against the possibility that the ABM Treaty,
signed in 1972, will at some future time be abrogated.

On the political side, the positive image of Soviet capabilities
vis-a-vis those of the United States is an impcriznt factor contributing
to the increased freedom with which the Soviets can maneuver in
carrying out foreign policy objectives. The developmeat of MIRY ed
strategic missiles, regardless of their true capabilities, eliminated one
of the asyminetries between the United States and U.S.S.R. strategic
forces and contributed to the impression of U.S.-77 " S R. equivalency
throughout the world.

SPEY ENGINE CASE

The Spey engine case—current assessment of the technical aspects
of the Spey engine sale.

The fact that the People’s Republic of China has yet to successfully
design, develop, and produce even a single engine of native design
clearly indicates a very limited capability. To satisfy their military
and civil aircraft needs, the People’s Republic of China has had to
depend upon the import of Western engines and upon manufacturing
copies of older Soviet military engines.

Although the People’s Republic of China has been exposed for
several years to the nonafterburning RB 163-25 Spey engine, which
Rolls I{oyce has furnished to power the Chinese-owned Triderft
transports, to date they have not exhibited all the required technology
needed to manufacture this engine. The People’s Republic of China
incentive to build this engine would have been great. Not only would
it have fulfilled their Trident needs, but if a reasonably weil-developed
design technology had been in hand, the People’s Republic of China
could develop on their own, as did the British, a supersonic after-
burning turbofan fighter engine from the civil Spey core. To make up
for their obvious design and production deficiencies, the People’s
Ig({p_u{)lic of China has elected to buy “catch-up” technology from the

ritish, ‘ ‘ ‘ ‘

Probably the best available index of People’s Republic of China
aireraft engine technology is the Soviet Mig powerplant—the R 11k~
300 series afterburning turbojet which the Chinese huve had access to
since 1964. This is the most modern engine being produced in China
and is used for Fishbed—Mig-21—[<ecurity deletion].
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The R 11F-300 is an excellent engine for short range interceptor
application, but, its design is quite dated—design was initiated in the
d.S.S.R. in the early 1950’s. While the People’s Republic of China
apparently has the Production technology to produce a satisfactory
version of the R 11F-300, it is doubtful that the People’s Republic of
China has fully progressed to the level of design technology represented
by this engine. The Soviets provided no assistance with this project.

Even if one were to tuke the optimistic view that current People’s
Republic of China technology is roughly equivalent to the Soviet
R 11F-300 engine, it must be concluded that the Rolls Royce Spey
agreement will advance People’s Republic of China propulsion design
technology by an estilnated 5 to 6 years. The advancement in People’s
Republic of China engine production technclogy may be even greater
than the design technology gains.

The People’s Republi: of China has no prior afterburning turbofan
engine experience. (Security deletion.] Western experience has shown
that the first generation afterburning turbofan development was a
costly undertaking plagued with many problems. The Spey agreement
sh()u\"(l greatly diminish the agony of this step for the People’s Republic
of China.

The People’s Republic of China will probably begin receiving Rolls
Royce manufactured RB 168-25R’s in 1978. Although the planned
50-engine delivery, which probably will spread out over a couple of
years, woukl be more than sufficient to support the People’s Republic
of China development [security deletion]. The Spey afterburning
turbofan engine 1s very attractive for this application, particularly
because of its excellent specific fuel consumption under subsonic cruise
conditions—approximately 25 percent better than current production
People’s Republic of China turbojets—which results in good combat
range.

1e sale of the 50 Spey engines and engine production resources
has caused us to reexamine the future aircraft force levels in China.
The present People’s Republic of China fighter force projections have
been revised upward, based on the availability of the afterburning
version of the Spey. [Security deletion.]

New People’s R‘;public of China Spey-equipped aircraft programs
will not have a direct impuct on U.S. security [security deletion].

The Spey engines will be used by the I;;.ople’s Republic of China
fighters and the Trident transports. An area which could imnact the
Iﬁ)itod States would be the possible export by China of fighters to
Third World countries where U.S. foreign diplomatic or economic
interests may be affected.

However, the Chinese would not be in a position for exports until
the mid-1980"s and the possible areas cannot be judged at this time.
The use of the Spey engine in a tactical fighter-bomber would provide a
counter of the nearby Soviet threat and would lessen the chances of a
successful conventional attack against China.

Mr, Bingaam Thank vou, Mr. Speaker. ‘

Does Mr. Wright or Mr. Meyer care to add anything at this time
from the State Department and the Department of Commerce?

Mr. Mever. Not 1.

My, Wricnr. No.
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DIFFERENT STANDARDS OF EXPORT CONTROL

Mr. Binguanm. Your very last sentence, Mr. Speaker, raises a
question which I find a rather fascinating one.

1t is clear, 15 it not, that we apply different standards to the control
of exports to the People’s Repu{)]ic of China than we do to the Soviet
Union, becanse of the difference in their own technology, but possibly
also beeanse of the difference in our relationships?

Mr. Speaker. I think this makes a lot of sense.

Mr. Brnauas, Well, it might even be to our interest to increase the
capacity of the People’s Republic of China relative to the Soviet
Unicn in certain respects; is that correct?

Mr. Speaken. I believe that a logical argument could be made in
that direction, My, Chairman, il it adds to regional stability, that
could be viewed by State in the broader context of U.S. foreign policy
as a good thing.

STATEMENT OF DR. MAURICE J. MOUNTAIN, OFFICE OF THE ASSIST-
ANT SECRETARY FOR INTERNATIONAL SECURITY AFFAIRS, DE-
PARTMENT OF DEFENSE

Mr. Mounrain. Mr. Chairman, if T may interject, the policy that
we are pursuing in this area ix one of evenhandedness. We do not make
a difference between the People’s Republic of China and the Soviet
Union. Whether one should be made is, perhaps, another question.

Mr. Binanay. Well, in the ease of the Spey transaction, as I under-
stand the statement, clearly the export of Spey engines to the Soviet
Union would not have been of assistance to them from a technological
point of view; is that correct? :

My, MounTais. 1 an not sure that i correet.

My, BrzvaHay. Beeause they are so much more advanced than the
Chinese?

Mr. SPEAKER. The aeronautical indusiry is so far ahead of the
Chinese--1 think that is o fair statement—that the Spey engines
would have been of little benefit to the Soviet Union.

Mr, Bincnam. Would we under the present procedure, in fact, have
licensed the export of Spey engines to the Soviet Union?

Mr. MounTain. No, sir, we would not, nor would we license them to
the People’s Republic of China, either.

Mr, SpEAKER. Neither one,

Mr. Bingaam. Now, in this case, what happened?

Mpr. MounTaix. I think this is something the State Department is
in position to answer, Mr. Chairman.

STATEMENT OF ROBERT D. WRIGHT, DIRECTOR, OFFICE OF EAST-
WEST TRADE, DEPARTMENT OF STATE

Mr. WriaHT. You are speaking Lere of the Spey case?

Mr. BinoHAM, Yes. ‘ ‘

Mr. Wriagnr. Well, T will give you the history. I think this might be
the best way to respond to that.

Mr. Bincaawm. Pleuse.
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[The enswing statement was deleted by the Department of State on
the grounds that its publication would place the U.S. Government in
violation of the established COCOM rule of confidentiality respectin
details of COCOM matters and would be damaging to our CQCOI\%
relationship.!

Mr. Bixgay. Dr. Mountain, in relation to your statement that
the policy is to treat the two equally, I don’t know if you were aware
of the fact that apparently yesterday on Meec the Press, our former
Defense Secretary argued that we should not treat them equally and we
should provide some form of military assistance to the People’s
Republic of China.

Ar. MounTarv T ovas aware of it, Mr. Chairman. I heard the broad-
cust and found it very interesting.

AMr. Bixouax. That is a safe comment.

My, Biester.

QUALITY OF AMERICAN TECHNOLOGY

AMr. BigsTER. Thank vou, Mr. Chairman.

T will ask a question which probably has no answer. T appreciate
that even though T ask. But 1 would like to explore at least what would
be appar ot from the nature of the question.

Is the ¢ a distinction or are there some distinctions between the
technologies of the Japanese and the Communist and American tech-
nology to such an extent that if the Soviets or the Chinese were to
look into only Japanese or only Communist technology they would
find themeelves over a span of 10 or 20 years in an invidious position
technologically speaking?

Mr. Mouxrain. That is one for Mr. Speaker.

Mr. SpEAKER. I guess, if I can muke sure 1 understand the ques-
tion—if they went elsewhere but to the United States for whatever
they need, isn’t that basically it?

Mr. BiesTeR. If they had to go elsewhere.

Mr. SPEAKER. And we are talking about the Soviet Union?

Mr. Biester. The Soviet Union for the next 10 or 20 years.

Mr. Mever. Over the broad range of technology?

Mr. BigsTER. Almost any aspect of it.

Mr. Speakkr. T just think tEnt across the hoard there are a numher
of areas where the Soviet Union is earnestly trying to catch up to the
United States, and T think it unlikely that in some of the critical areas
of nlxilitnry technology they are going to get it anywhere else in the
world.

My, MounTain. Other than the United States.

Mr. Bigster. That is my impression,

M. SPEAKER. Yes.

Mr. BiesTeR. And I think not only in military technology but in
other technologies as well.

Mr. SpeakEeg. Yes.

Mr. Biester. Therefore, let me ask the corollary to that question:
Is that perceived by the leadership community in the Soviet Union?

Mr. SreakEer. Yes, sir, absolutely.

Mr. Biester. Is that alse perceived by the leadership community
in the People’s Republiec of China?

Mr. Speaker. Yes, I would say so.
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[The ensuing discussion was deleted by the Department of State on
the grounds that its publication would place the U.8. Government in
violation of the established COCOM rule of confidentiality respecting
details of COCOM matters and would be damaging to our COCOM
relationship.]

EXCHANGE OF TECHNOLOGICALLY-ORIENTED GROUPS

Mr. Biester. What levels of technologically oriented people do we
exchange with the People’s Republic of China? That is 2 bad way to
phrase the question.

We send ping pong teams and they send ballet dancers, operas and
z0 forth, and we send basketabll teams, diplomats, and so forth. 1
don’t mean to lump diplomats with ping pong players and basketball
plavers, let alone opera singers.

To what extent do we also send scientists back and forth aiid to
what extent do we send scientists back and forth wi:. e expertise
might be perceived by the Soviet Union as of a nalitary  (ture?

Mr. WricHt. I am afraid that [ am not in a very good position to
answer that in deteil. We haven't proceeded as far in (crms of ex-
changing with the People’s Republic of China as we have with the
Soviets i a range of fields of technology, but there huve been some
visits by what vou might call technologically oriented groups. This
has been true in the field of ccmputers and in the field of laser tech-
nology, | think, and some other technologically advanced fields. These
have not reached the point of there being a real ongoing ~ubstantive
technological exchiange agreement set up.

Mr. Biester. There have been some?

Mr. Wricnr. There has been some of that from the beginning.
Certainly, they are interested 1in it.

Mr. Biestir. I will ask a foolish question: Are the ~oviets aware
of the extent of that?

Mr. Wricur. Oh, I think so, yes,

Mr. BiesTer. Thanks.

STATEMENT OF RAUER MEYER, DIRECTOR, OFFICE OF EXPORT
ADMINISTRATION, BUREAU OF EAST-WEST TRADE, DEPARTMENT
OF COMMERCE

Mr. Mever. I might add, there is considerably more with the
Soviets.

Mr. Biester. I understand that. T was teased with the notion of
the usefulness, to acertain degree, of some marginally increased contact
between the People’s Republic of China and the community and ous
own in terms of technology transfer.

Mr. Mounrtaix. T think perhaps the greater volume of this kind of
traffic would be concerned with visiting teams who are in a purchasing
mode looking at United States or Western equipment for ' hat purpose,
not so much for the seientific cultural type of exchange.

Mr. Biester. Very good. Well done. That is even better than I
thought.

Mir. Bixauaa. Mr. Whalen.
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SOVIET METHOD OF PAYMENT FOR TECHNOLOGY

Mr. WHaLEN. Thank you, Mr. Chairman.

Gentlemen, I would like to refer again to former Secretary Schlesin-
ger’s appearance yesterday on, T believe it was, “NMeet the Press”. He
referred to the faet that the United States gives economic and military
assistance to Russia and questioned that.

Now 1 would agree that we not give economic and military assistanece
to Russin if, in providing them with technology, thev don’t pay for it.
This, T think, brings np a question that has not been addressed by
our other witnesses, T think we proceeded from the sssumption that
we have always been paid for these items.

What was the method of payment, do you know, for the Bryant
erinders? You indicated the price was $6 million?

Mr. Mever. [ think it was cash.

Mr. Waoanex, Well, all right. T am sure the Bryant firm received
a chock someplace wlong the line for $6 million. But, what did Russin
give? Did they have dollars which they could transfer through the
internationa! banking svstem, or was it gold, or wheat?

Mr. Kovac. Just dollars.

Mr. WaaLex. It was dollars.

Now, T don’t went to go into a long history or discourse on inter-
national exchange, but is this true in other <ales; to vour knowledye,
by U.S. firms?

Mr. Kovaca. Well if T may answer that, while we had the Eximbank
window open, so to speak, we did provide some credit. Some of that
is being used, And banks, U.S, baoks still continue to provide credit
to the Soviet Union on a much smaller scale. By and large, purchases
from the United States have been for cash.

Mpr. Whartes. For cash?

Mr. Kovacn. Yes,

Mr. Waarnes:, What pereentage would you say?

Mr. Kovach, Well, if you took 1975 and used it as an example,
I think it probably would have been 50-50. Piior te that, say back
in 1973--74, it was probably morve like 80 eash and 20 percent credit.

Mr. Mayer. There is an interest on the part of the Soviets to arange
deals whereby pavauent is in product. That 1s to sy, they will buy
the technology, the plant, to manufactare s product and pay part
of the price with the product to be marketed by the United States—
co“)er for example.

Mr. WHALEN. In other words, the produet would be preduced in
the Soviet Union, part with American tecinology, and then the
Asnerican firin would ~ell this; is that correct?

Mr. MEvER. It may be entirely with American technology and
plant. The American firm can either market the product jtself or can
use n Swiss trader operating out. of Switzerlund, for example. They will
sell it to the Swiss truder; he, in turn, will peddle somewhere and the
American firm will get in effect dollars.

Mr, Waarex. | think you can understand the point T am alluding
to. You often hear some of our citizens say: “Well, we givé the equip
ment to the Soviets on eredit and some time down the line they are just
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going to say, sorry, United States, we are not going to pay you.” In ef-
fect, I guess at that time it becomes a grant.

So, what you ere saving is that in most instances the sale of U.S.
equipment-technology is on a hard dollar cash basis?

Mr. Muyenr. ] think it varies directly with the size of the transac-
tion; $6.5 million 1s not large in these terms. A $200 million transaction
is another case.

Mr. Kovacir. A large part of the equipment for the Kana River
plant they are building there now was on credit—probably three-
forths of it.

Mr. Wianex. Well) some coula argue that is econeniie gssistance
even though 1t 1= not funneled throngh any Federal ageney or burean.

Mr. Biester. Is that concessional eredit or trade?

Mr. Kovacn. The Soviets get prime rates, rates that the best bor-
rower gets. Whether yvou want to call that concessionary, 1 don’t
know. They are good at paying their bills.

Mr. WaaLex. That is based on their own eredit experience?

Mr. Kovacu. Yes,

BRYANT GRINDER LICENSING PROCESS

Mr. Waarex. Just a couple of questions on the Bryant case.

As T reeadl it, an earlicr request was denied, is that correct, in the
early 1960°s?

Mr. MeYER. That is correct. A a matter of faet, an earlier 1equest
wes Heensed; then the license was revoked.

Mr. WuaLex. Had any shipments been made under that license?

Mr. Mever. | believe not.

Mr. WoaLen., Why was it revoked after having been licensed?

Mr. Mever. Putting it in the best possible light, 1 would s2y be-
canse sober second thoughts persuaded the Secretary of Commerce
thut the license should be revoked.

Mr. WuaLen. Did Congress have anyvthing to do with that <ober
second thought?

Mr. Mever. Well, let ine put it this way. Preceding the Secretary’s
deeision, there was some congressional interest.

Mr. Wuarex. How would you define that interest? What form did it
take?

Mr. Meyer. There were hearings.

Mr, Wuaren. On this specifie——-

Mr. MeyvEr. There was certainly a dialog between the Department
and the Secretary and Congress.

Mr. WHALEN. On the specifies?

Mr. MeYER. On the specific transaction.

Mr. Binguan. Would you reeall, was that with representatives of the
Banking and Currency Committee or the Armed Services Comittees?

Mr, MEy .r. [ do not believe it was the Armed Services Committee.
The Bankiog Committee had oversight of us at the time.

Mr. WuaLEN. In the period between the revocation of the license
and the time that a leense ultimately was granted, what did the
Soviets do? They apparently found ome <ubstitute product. Was that
produect equal to the Bryant grinder’



14

Mr. MEever. At least one report brought to us by the company was
that in the interval they had acquired a very sizable number of grinders.
The figure may be iu the neighborhood of 1,000.

Mr. WuaLeN. How would they compare with the Bryant grinders?

Mr. Mever. I can’t answer that with any certainty whatever be-
cause we aren’t sure they got 1,000. We aren’t sure what they got.
We do know that by 1972 and probably in advance of 1972 there were
machines of comparable quality. How many years prior to 1972, I am
really not in o position to say.

My, WharLex, We, then, come to 1972, and what prompted the
change in heart thus allowing the Bryant Co. to ship these grinders?

Mr. Mgeyer. We had the Bryant Co. being interested by the
Soviets in 1971-—they talked with us more or less informally in 1971,
carly 1972, they filed explicit applications in March 1972, and they
asserted strongly throughout the entire consideration of their apph-
cation that comparable products were availuble abroad. We verified
that to our satisfaction in July when we sent one of our senior people
to Switzerland to interview Voumard Co. officials. That senior staff
man of ours 2aw the Voumard machines in a bearing plant working
side-by-side with Brvant grinders, doing the same work, being used
in effect as switch-over machines. They would switch one to the other
producing the same quality hearing. :

Mr. Waanex, What was the actual date, then, of that decision to
permit Bryant (o go nhead?

Mr. Mever. The decision was made and the licenses were issued
August 2%,

Mr. WhaLex. Of 19727

Mr. MEvYER. 1072,

Mr. Movsrtain, 1972, you are right.

. Mr. WharLex. What was the date of Pre<ident Nixon’s trip to
Lu=sia?

Mr. MEYER. A few months carlier.

Mr. Winarex. Did that have anything to with it?

Mr. MEYER. No, sir.

My, Wharex. To your knowledge, was there any discussion from
the White House itself with respect to that or

Mr. MEYER. No, «ir, not to the best of my recollection.

Mre. Wy, It was your judgment, then, that had this been denied
once again the Soviets could have bought grinders of equivalent quality
and thns continued with the production of their MIRV's; is that
correct?

Mue. MEever. T am convinced they could have hought grinders of
comparabie quality.

Mr. Waarex. | think we have to distinguish, don't we, between
the MIRV’ed technology and the equipment, designed to implement
that technology? The Soviets, obviously, knew how to MIRV their
missilex and the Bryant grinders didn’t enhance that knowledge; it
simply enubled them to do a better job of carrving out this technology.

Mr. Mruyer. [ think they knew very well that they needed high
precision hearings for various components,

Mr. Waarkx., Why do you think the Soviets, knowing that there
were three other possibilities, recognizing that they had been turned
down hefore, msisted on purchasing the Bryunt product rather than
one of the other competing products?
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Mr. Mever. 1 think they persuaded themselves thai there was
something about the Bryant grinders that was a cut or two ubove the
foreign competitors.

Mr. Waarex. They were convinced but we weren’t; is that it?

Mre. Mever, Well, [ think we were not persuaded that there was
any difference or o difference of such significance to warrant a denial
in the face of foreign availability of what we thought were essentially
compurable machines.

FIRST REPORTED SOVIET MIRV FLIGHTS

Mr. Waarexs. One final question, Mr. Chairman, that might pin
this down. 1 ask this of our intelligence witnesses.

Can you pinpoint the time as to when the MIRV was effectuated
vis-n-vis the de{ivery of the Bryant produet? Is there a correlationship?

Mr. Speakir. In my statement, Mr. Whalen, we have entered tﬁe
dates of when we saw the first MIRV flight, which I believe was
[recurity deletion} 1973, and so that was [security deletion] prior to
the approval of the export of the production capability represented by
168 machines.

Mr. WaALEN. You saw them fly but, obviously, they don’y fly
without going into some long-range production, and I just wondered
when did they begin producing these vehicles that you saw fly at that
time? Was this before or after?

Mr. Speaker. It had to be, we think, 2 to 3 years prior to the
first flight when they would have to start with their developmental
models for luboratory testing and performance verification. So they
were well into a developmental program on their new guidance systems
for several years prior to that flight.

Mr. Wuaren, Well, now let’s pin it down again. You saw them fly
when? {Security deletion.]

Mr. SprakER. [Security deletion] 1973.

Mr. WHaLEN. The Bryant sale was approved August 1972. When
were the grinders delivered? Does anyone know?

Mr. MEver. | don’t have a date on that. I can get it. But it would
have been soine time after 1973, by the end of the year. I think it was
probably over a period of months. ‘

Mr. SpEAKER. {Security deletion.]

Mr. Whyarex, Yes. C

Mr. SpEAKER. So the guidance system hardware was essentially
begun at least as early as 1970; that is, their design of the new systems.

[Security deletion.

Mr. WHALEN, Let me then just get to the charge that was made by
Washington Post reporter Dun Morgan. I am sure you are familiar
with the article that appeared February 26 of this year, headlined
“U.S. Reportedly Sold Soviets Mceans to Make MIRV Part”*! and
sugeestions there that it wus as a result of the Bryant grinders that
the Soviets were able to complete their MIRV process,

Let me continue: “Retired General Daniel Graham, former head of
the Defense Intelligence Agency, <aid the Soviets"—I am quoting now
General Graham in this article—¢“‘couldn’t have gone into production’
of the multiple warhead weapon called MIRV without the machines.”

t The Washington Post article referred to appears on p. 25.
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Mr. KovacH. That is inaccurate.

Mr. WiaLex. That is inaccurate?

M. Speaxer. I think that the point may be stretched as reported
in the media. 1 think a point to observe, though, is that to produce the
quantities would require full capacity of fairly Iarge national produc-
tion capability just to support, say, the 3319 program {security dele-
tion}]. And, if you look at the probable number of precision bearings
that have to go into cach missile guidance syvstem and make a reason-
able judgment as to what the rejection rate is of your best bearings, it
1s something like 9 out of 10 bearings sets have to be rejected because of
the difficulty of producing the really good ones.

That is a process we use in this country. We produce 10 hearings and
then pick the best ones und it is about one-tenth of the gross produc-
tion. So it 1s a very expensive process.

So, not ()rll¥ is 1t n question of the quality of the technology but itis a
question of the production quantity which went to them.

Mr. Binaguav. If the gentleman would vield.

Mr. Waare~. [ yield the balunce of my time.

Mr. Brvaonay. 1 think for the record we might have incorporated
without objection the letter, a copy of which [ have, from Bryant
Grinder Corp., to Mr. James Gray, executive vice president of the
National Machine Tool Builders’ Association, duted March 31, 1976,
in which it stutes:

While the Bryant grinders were ordered in 1972, they were not delivered until
1973 and 1974, It would be my guess thut the Sovicts would not have been able to
put the Bryant grninders into production until tate 1673 or canly 1974,

[The letter referred to follows:]

Buyant GuiNnper Corp,
March 3, 17¢6.
Mr. James A, Gray,
Lrecutive Vice President, National Machine Tool Bilders' Association,
Mclean, Va.

Drean Jid: Enclosed are copies of the correspondence to Mr. Rauer Meyer and
Mr. Aaron Tollin written in late 1971 and early 1972. I believe you recciyed
copies of these letters at that particular time.

hese letters point out the following busic information:

L. According to Stankoimport there were approximately 1000 maciines shipped
into the U.S.8.R. during the period between 1961 and 1971 that were competitive
with the Bryant Centalign “B” Internal Grinder.

2. Machines similar to the Bryant Model “B’" Internal Grinder, and in some
cases equipped with copies of specific Bryant features, are available from: Italy—
Minganti; Germany—Overbeck; Switzerland —Voumard; and Japan—Seike
Seiki.

3. Precision mininture bearings were being <hipped into the Soviet Union from
benring manufacturers in Jupan and Switzerland and possibly Italy and Frunce.

It would be of interest to obtain more information regarding the guidance
mechanism for the MIRV mixsile and as to whether the Soviets were actuaily
not able to produce the guidance mechanism until after they received the Centan-
lign B’ machines. It would appear to e that the Soviets were able to purchase
the bearings independently of the manufacturing capability long before they had
the Bryant “B” machines. It would also seem that with the machines that they
had purchased from our competitors they were capable of producing the neces-
siry precision, ministure ball bearings prior to reeeiving the Bryaat Mode«l “B”
grinders,

[t would also he of interest to know when the Russians had the MIRV missiles
available. T have an idea that the missiles were available prior to the time that
the Bryant Mogel “B” Grinders were in production in the Soviet Union.

While the Bryant Grinders were ordered in 1972 they were not delivered until
1975 and 1974, It would be my guess that the Noviets would not have heen able
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to put the Bryant Crinders into production until late 1973 or curly 1974, The
MIRYV missiles would had to have been assembled after that time in order to use
bearings made on the Brvant Grinders.

To further fortify the competitive equipment information there was an article
in the Metalworking News s0metime in mid-1974 pointing out that the M.P.B.
Corporation, a miniature precision bearing manufacturing company, were using a
Soik(:i Seiki grinder from Japan for work normally done on a Bryant Model “B”
Grinder.

I hope this information is of value to you. We would apprecizte being kept
posted on what is going on in Washington. We will make every attermnt to have
representation at the meeting on the 24th of March that you mentioned to me
today.

Very truly yours,
James V. HaLvorsen,
Vice Presideni and Gencral Manager.

INTERAGENCY COOPERATION

Mr. Bincuay. Mr. Kovach, T get the impression from your state-
ment that the role of CTA is relutively secondary in this process rela-
tive to the role of DIA:is that correct?

Mr. Kovacu. T wouldn’t say o, principally because I think that
we do work together. Are you basing this on the longer statement
that Dr. Speaker gave or—-

Mr. Binguam, Well, no, on your statement that you are not
necessarily involved unless somebody ssks you to be involved.

Mr. Kovacu. That is correct, we do not. Unless something comes
up that hits us in the face; we discuss these things with DIA and
with other members of the intelligence community. We will bring
it to the attention of the Committee, but this is a very rare thing, and
normally in any kind of a case, it is almost automatic that the request
will be coming from the interagency committee.

On the question of diversions, I think we take more initiative in
that arca.

Mr. Mountaix. I wonder if T might add a little bit to the informa-
tion you have on this. The CTA is a member of the Interagency Operat-
ing Committee which is chaired by Commerce and on which Defense
and State and others sit. ‘

This Interagency Comrnittee handles the controversial and difficult
cases, aboul 500 a year. In almost every one of these an intelligence
input is required. Sometimes it requires going back to the CTA member
apd asking him if he can provide acdditional information. Those
requests sometimes come from the Defense member, sometimes from
State, sometimes from others, but authority for tasking CIA falls
to the Chairman from the Department of Commerce. :

Now, in the Department of Defense, with regard to the role that
DIA plays, we consult with them on every item that is in the list
review. That is the trienninl exercise where the whole COCCM
embargo list is reviewed. There is not one item we assess in Defense
on which we do not ask DIA to provide us their judgment. However,
we do not consult with them on every individual export application
case or even on most of the cases that come our way for the simple -
reason that we have a stable of comething like 125 technical experts
spread throughout the Department of Defense whom we have identi-
fied and used over tle course of time to give us technical advice on
different types of equipment.
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There are. something like 120 categories in the COCOM embargo
list. In some cases, we know the expert is in DIA. In other cases, we
know the expert is in DDR&E, ot elsewhere.

For example, there is & man in the DDR&E who is outstanding,
recognized by Government and industry generally as the best jet
engine man in the country. So when we have a jet engne problem,
we go to him and he in turn is in touch with the DIA people.

On the Bryant grinders, we did not consult with DIA, but we
consulted instead with the technical people who are machine tool
experts in the Office of Assistant Secretary of Defense—Installutions
and Logistics, and we do that today.

Now if we want information on computers, there are good people
in DIA, but Mr. Kovach in CTA has had in his organization probably
the top man around who knows Soviet computers forwards and
backwards, and so we go directly to that man.

Formally, and following the organization chart, we would put all of
our intelligence requests through DIA, but knowing that in turn they
would be going to soine of the people we already tap it seems a useless
exereise in paperwork and we have got enough problems trying to
move these cases quickly, or at least without the delays that you have
heard businessmen complain about here, that we try every way we
can to get to the man who can give us the answer. To some extent, 1
think this is why in the Spey engine business we did not consult with
DIA nor did we on the Bryant grinders,

On the list review, this 1s a formal exercise that takes several
months—9 months, actually—going through several of these on
every one of these things.

Mr. MevErR. What I%r. Mountain has said to a degree understates
CIA’s contribution because not only do we consult CIA when a case
gets involved in the formal interagency consultation through the Com-
mittee, but there is a day-to-day informal type of consultation. Who
is this consignee? That particular Soviet facility, what does it do? Is
it militarily oriented, civilian oriented? So there is a very recurring
informal and formal consultation type of input by CIA.

Mr. BinguaM. Mr. Speaker, reading over your statement again on
the Bryant grinder, I am a little pu:zled as to just what your con-
clusion was. :

Were you in favor of the grant of the license for the Bryant grinder?

Mr. SpeakEr. We didn'’t participate in the case at the time. That is
why I didn’t address the first two questions in your letter. DIA did
not participate.

Mr. Binaaaym. Your analysis suggests almost a negative conclusion.
You seem to me to suggest thut maybe this was the wrong decision.
Did you intend that?

Mr. SpeaKER. It is our belief that these grinders are capable of a
Inrge amount of production, a large portion of which is finding its way
into military hardware and military-related hardware.

Mr. Bixauas. In light of that, do you want to comment further,
Dr. Mountain?

Mr. MouvsTaiy. Yes, I would like to.

There are two things that we are required to do under the law, and
that is to restrict exports to the Communist world which will signif-
ieantly contribute to their strategic capabilities or to their military
capabilities; and, at the same time, we are to take into account foreign
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availability and show cause why we should refuse to approve a license
or recommend the approval of a license because, in Defense we only
recommend to Commerce—they are the functioning agency to grant
the license-—show cause, in effect, why we should recommend against
approval of a license where there is foreign availability.

cocoM

Now, in the Bryant grinders case, for many yvears we were persuaded
there was not foreign availability. T'wo things happened in 1972, One,
we had tried to get our COCOM allies to embargo this type of equip-
ment, and between the time that this case came in and the time that it
was decided favorably we failed to get this COCOM agreement,
so our allies were not going to embargo it. They had not had this
equipment under embargo at all. So this is where the significance of
the Italian and Japanese and German availability came in.

There was also the Swiss case, and——

Mr. Bineuam. Would you develop that a little further? That is
very interesting. This reference to embargo, was that something that
was brought up in COCOM?

Mr. MounTaIN. Yes, we made a formal proposal in COCOM to our
allies that this kind of machine was of sufficient strategic usefulness,
for the very reasons that Mr. Speaker has mentioned-—that it repre-
sented an advance for the Soviets or for the Chinese, for the Com-
munist world, generally, and ought to be under embargo, meaning it
be placed under control,

It would not necessarily mean you would deny a shipment of these
machines. It would only mean you would have to restrict their export
to the point where you would examine each case on its merit to make
sure it was only going to a peaceful end use, which is the basis for
making exceptions.

FOREIGN AVAILABILITY

We failed to achieve that goal and, in the light of that and in the
light of the testimony of our colleague from the Department of
Commerce that the experts who went over to Switzerland and saw
Swiss machines in operation and talked to people who were using
them and found that the users saw no difference between them snd the
U.S. machines, we had foreign availability. So we had the question
then of what will we do if we deny these cases, this Bryant grinder?
And the judgment was made that the principal effect would be to
deny a $6.5 million sale to a U.S. firm.

Mr. Mever. Might I add one additional note?

Mr. BingHAM. Yes. :

Mr. Mever. The licensing decision was made, the license was issued
August 28, the Export Adininistration Act was extended in revised
form and enacted August 29. That was the revision that put quite a
bit of emphasis on foreign availability as a licensing factor.

Now we knew at the time the decision was made that Congress was
coming out this way; that is to say, they were going to write into the
act the emphasis on foreign availability.

Mr. Binanam. We make foreign availability an important con-
sideration with reference to products that are intended for peaceful

urposes. We don’t make that distinction with respect to military
mrdware, right?
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Mr. Mountain. By definition.

Mr. Bingrav. By definition we don’t?

Mr. MounTarx. That is right.

Mr. Binguam. But we here have got a mixed case. We have a
machine which has substantial capability as a manufacturer of
military hardware.

Under the law, as it now stands, that type of case is subject to the
consideration of foreign availability; is that right?

Mr. MEyYER. That is correct. The law does state that the President
can determine there are overriding national seeurity considerations
that offset foreign availability; but it is clear in the statute, I think,
that the burden of proof is on those who would assert that those
overriding circumstances exist.

Mr. BingHay. If you would think out loud with me for a moment,
what is the difference, really, between the export of militury hardware
itself and of machirery with which to manufacture it, in terms of our
national interest in controlling exports to the Soviet Union?

Mr, MEYER. I think in the case of the Bryant grinders it is note-
worthy that precision subminiature bearings are produced by sending
the material through a whole chain, a whole sertes of workings. The
Bryant grinder was one piece of equipment involved in the production
of these bearings. The quality of the bearings is a function not only
of the equipment employed, but it is a function of the raw material.
The quality of the metal that goesinto the bearing itself is a function of
the operator’s skills. So licensing the grinders was not tentamount to
giving them a complete piece of production equipment that in effect
would turn out a piece of military hardware.

Mr. Binguanm. Well, as you know, our focus here must necessarily
be on the legislative aspect of all of this, and what changes, if any,
should be made in the law. I must say I am a little puzzled by this
question of foreign availability, and the logic of the distinction that
is made in existing law about the applicability of the foreign avail-
ability criterion to defense production equipment but not to the defense
end item.

Mr. MounTtainN. Mr. Chairman, the items that are on the munitions
list are by definition military items along with the technical data
related thereto. When we come to the items on the Commodity Control
List, which is what we are discussing here, under Commerce's juris-
diction, these items by definition have both civil and ‘military uses. It
is thus a slightly different story and this is why we go so much into
the er:d use and end user problem as to whether we are going to release
the item.

If we know for certain that it is going to be diverted, that is one
story. Again, when you come to the foreign availability, here is an
item that is not embargoed by any of our allies; only the United
States through its export controls was considering this,

One further thing; prior to the development of this concept of
foreign availability in the law—I believe I have got my sequence
right—we were instructed to cut our list down. The United States
had a large unilateral list that we held on ourselves and we were
instructed to cut it down as far as possible to the COCOM level.

Mr. BingHam. This case was not a COCOM case?

Mr. MounTaIN. No, sir.
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Mr. Binouan. Mr. Wright, could you tell us why the Japanese and
French refused to embargo this type of equipment?

Mr. WricHT. You referred to the attempt to get this embargoed
by COCOM?

Mr. BincHaym. Yes,

Mr. WricHr. The reason given was that they were nonmilitary
items that were produced—1I should say that the bearings produced
by this kind of machinery would go into a range of nonmilitary
equipment. The eriterion that we follow in COCOM to justify an
additional item to the list requires, in the casc of machinery that is
used in the production of potential military equipment, that it be
shown to be capable of producing primurily military equipment; that
i, in the sense of more than well over 50 percent of its output being
directly military. So that you obviously get into an area of argument
and disagreement on the part of the different countries as to where
vou draw this line of what is primarily military in its applicability,
and that was essentially the character of the argument.

The situation was that the item was covered, but what was at issne
was reducing the cutoff that would have had the effect of placing this
particular equipment under control.

Mr. Bixguay. Would you be able to say whether there was any
congressional input in the decision to grant the Bryant license?

Mr. Mounrtain. There was none in the Department of Defense that
I am aware of, Mr. Chairman. This was strictly on the basis that 1
have described to you, the foreign availubility question.

Mr. MEYER. There may have been, Mr. Chairman—I say may—an
inquiry or twe. I believe the Bryant Co. did communicate with one or
two, perhaps a few more Congressmen, and we may indeed have
heard from them. But this 1s not unusual.

Mr. BingHaM. T am sure it is not.

Are you prepared to say there was no input from the Congressional
Oversight Committee?

Mr. Mever. 1 think that is correct. And I would certainly say
there was nothing, to the best of my recollection, that resembled
congressional pressure of any sort.

Mr. BixaHanm. Well, gentlemen, thank you very much. Unless
there is anything anyone wants to add, 1 appreciate your giving us
this time and it has been a very interesting session.

[Whereupon, at 4 p.., the subcommittee adjourned, subject to the
call of the Chair.






APPENDIX

Lerrer From Hon. JonaTHAN B. BineuaM to Hon. GEorce Busn
RequesTing TestiMoNy FroM THE CENTRAL INTELLIGENCE
AGENCY

ConNgress oF THE UNITED STATES,
CoMMITTEE ON INTERNATIONAL RELATIONS,
House oF REPRESENTATIVES,
W ashingtos:, D.C., March 26, 1976.

Iton. GrorGe BusH,

Director,

Central Intelligence Agency,

Washington, D.C

Diar Mr. Busx: The Subcommittee on International Trade and Commerce
will hold a hearing in the near future on the role of the intelligence community
in the process of export licensing of advanced technology. This hearing is part of a
series of hearings the Subcommittee is conducting as a preface to anticipated
action later in the year by the full International Relations Committee on the
proposed extension of the Export Administration Act.

he Subcommittee hereby requests the appearance of a representative of the
Central Intelligence Agency to testify at this hearing. The Subcommittee plans
to go immediately into executive session in order to permit a full discussion of the
matters at hand.

In addition to a geueral review of the role of the intelligence community in
export. licensing decisions where advanced technology is concerned, the Sub-
committee wishes to focus and receive detailed testimony on two specific cases of
the xale of advanced techaology to Communist nations. These cases are: (1)
the expori in 1972 of machine tools by the Bryant Grinder Corporation (Spring-
field, Vt., to the Soviet Union which are alleged to have heen instrumental in
enabling the Soviets to mass produce precision ball bearings for use in the guidance
svstern of MIRV':: and (2) the agrecraent in 1975 between Rolls Royce Ltd. and
the People’s Republic of China regarding sale of supersonic military Spey engines
and production technology.

Witnesses are requested to be prepared to discuss and document their par-
ticipation in these two specific cases, including information on the following
questions: (1) what was your agency’s assessment of the proposad sales(s) at the
time they were considered and approved by the United States, (2) what were your
recommendations and role in U.S. government deliberations on these export
proposals, and (3) what is your current assessment of the impact of these sales on
the national security of the United States?

The Subcommittee plans to schedule and conduct this hearing during the week of
April 5, 1976. Your prompt designation of a witness will facilitate scheduling.
The Subcommittee stafl may be recached to discuss this and other details at 225—
3246 (Congressiona! Hotel Annex, Room 707).

The Subcommittee looks forward to hearing from your agency on this matter.

Sincerely,
JonaTHAN B. BinGHAM,
Chairman, Subcommaliee on
Tnternational Trade and Commerce.
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Lerrer Froy Hox. Joxaruax B. Bineuay 1o GENErAL EUcEsE
Trane Regvnsting Testisvony Froy tHE DEFENSE INTELLIGENCE
AceExcy

Coxcuizs or Tt UNitED STaTes,
CoMviTTEE ON INTERNATIONAL RELATIONS,
Houvse or REPRFSLNTATIVES,
Washingtew, D.C., Marel 26, 10076,
Gen, veese Treng,
Directer, Defense Lutelligence Agency, Departinent of Dofense, Tie Peoiogon, Wash-
ington, D.C.

Dear Generan Treni: The Subcommittee on Internitional Trade and Com-
meree will hold a hearing in the near future on the role of the intelligence com-
nmnnity in the process of export licensing of advanced technology. This hearing i<
part of a series of hearings the Subcommittee is conducting as a preface to antic-
ipeted action later in the vear by the full Internatienal Relations Committee on
the propesed extension of the BExport Administration Act.

The Subeommittee hereby requests the appearance of a representative of the
Defense Intelligenee Agency to testify at this hearing. The Subeommittee plans to
go immediutely into executive ses-ion in order to permit a full discussion of the
matters at hand.

In addition to a general review of the role of the intelligence community in ex-
port licensing decisions where advaneed technology is conecrned, the Subeom-
niittee wishes to foeus and receive detailed testimony on two specifie cases of the
sale of advanced technology to Conmiunist nations. These cases are: (1) the ex-
port in 1972 of machine tools by the Bryant Grinder Corporation (Springfield, Vt.)
to the Soviet Union which are alleged to have been instiumental in enabling the
Soviets to mas< produce precision ball bearings for use in the guidance system of
MIRVs; and (2) the agreement in 1975 between Rolls Royee Ltd. and the People's
Republic of China regarding =ale of supersonic military Spey engines and pro-
duction technology.

Witnesses are requested to be prepared to discuss and document their partici-
pation in these two specific cases, including information on the following guestions:
(1) what was your ageney’s assessment of the proposed sale(s) at the time they
were considered and approved by the United States, (2) what were your recom-
mendations and role in U.8. government deliberations on these export proposals,
and (3) what is vour current assessment of the impact of these sales on the na-
tiona! security of the United States?

The Subcommittee plans to schiedule and condact this hearing during the week
of April 5, 1976. Your prompt designation of a witness will facilitate scheduling.
The Subcommittee staff may be reached to dixcuss this and other details at 225~
3246 (Congressional Hotel Annex, Room 707).

The Subcommittee looks furward to hearing from your agency on this matter.

Sincerely,
JonaTtHAN B. BingHaMm,
C'hairman, Subcommitlee on
Iternational Trade and Commerce.
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WasniNgToN Post Artict Exmrriep “U.S. ReporTeEpny Sornp
Soviers MEans To Make MIRV Part,” FEBRUARY 26, 1976

(By Dan Morgan)

Sinee 1972, the United States has cold the Soviet Union 164 precision machines
that can produce the miniature ball bearings used in guidance systems of multiple
warhead missiles, a former top intelligence official charged yesterday.

Retired Gen. Daniel Graham, former head of the Defense Intelligence Agency,
said the Soviets “couldn’t have gone into production” of the multiple warhead
weapon, cilled MIRYV, without the machines.

A Pentagon spokesman =aid the Defense Department had not opposed the sale,
which was authorized in 1972 after an investigation of the ball hearing technology
sold by other western countries. However, the spokesman said the Fentagon had
no comment on the question of whether the bearings were subsequently used in
Soviet MIRV's,

Jim Halverson, general munager of Bryant Chucking Grinding Co. of Spring-
field, Vt., confirmed yesterday that the firm had sold the machines to the Soviets
“after a tot of diseus. ion”” in Washington.

“We don’t know the end ase of the product of this equipment,” he said, adding
that tiny ball bearings ure compenents of modern houzchold applinnees and many
Lkinds of precizion instramentas.

In announcing the first Roviet purchase of bearings in the United States in 1972,
Machine Tool Industry Minister Anatoliv 1. Kostousov said, “We are uxing more
and more instrmments of all kinds and our need for bhearings is very great.”’

Ball bearings have bivn mentioned time to time as part of the continuing
controversy over detonte and trade with Soviet Union,

Critics of detente «ay that Russin is using the inercased U.N, trade muinly to
plug strategic gaps in its military and industrial technology.

However, other analysts of the Soviet system =ay that the Ru«sians are skilled
at copying Western technology even when they can’t purchase it. They add that it
is difficult to safeguard industrial processes, beenuse manv American firms oper-
ate :‘]urnlpt'z:n or Japanese manufacturing plants where Communist workers are
employed,

Although the United States relaxed restrietions on trade vwith the Kremhn
after 1972, it still embargoes 68 items that this country’s NATO allies and Japan
allow to be exported to the Communist World.

Graham’s remarks on the ball bearing sales came at a Capitol Hill breakfast,
hosted by several members of Congress, in honor of a4 new book by Miles M.
Costick, “The Feonomies of Detente ™

Graham noted that Costick’s book contained a lengthy reference to the ball
bearing case. e elaimed the Pentagon had objected to the zale and “should have
been successful.”

The equipment in question is the Bryvant company’s Centalign B grinding
machines, which are <o sophisticated they can manufacture miniature hall bearings
to tolerances of a 25-millionth of an inch. Costink said that a iarge part of bearing
output from Centalign muchines ix for military tusc.

“Until the Soviets were able to obtain Centrlign B machines, they were unable
to produce the guidinee missile essential for MIRVing of their missiles,” Costick
wrote.

MIRVS—multiple independently targetable re-entry vehicles—bhave posed a
major new problem for Soviet and American strategic arms negotintors. At
Vladivostok in November, 1974, each of the two countrirs agreed to limit their
strategic arsenals to 1,320 multiple warhead rockets.

In 1960, the Bryant company sought a licensze to export machines to Russia but
was turned down after a lengthy internal debate in Washington,

A Pentagon spokesman said that a Commerce Department team learned in 1972
that Switzerland and Ttaly possessed similar ball hearing technology and the
Bryant company’s renewed application was approved because denying it “would
only have prevented a U.S. firm from selling equipment slready available from
competitors abroad.”
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Busingss Cuina ArrticLe EntiTLED, “Rorns Rovce DEear: It's
PovrricaL anp MiLrtary MEANING”, DATED FEBRRUARY 6, 1976

Executives responsible for strategic planning of business with China should be
aware that the recent Rolls Royce (1971) Ltd. deal with Peking has political and
military overtones which far transcend those of any ordinary commercial transac-
tion. The agreements will bring RR some £80 million (£:USS2) in cash, with an
estimated cxtra fallout of £20 million to UK machine tool and instrument manu-
facturers, but their real significance lies in the fact that they involve know-how
and supplies of the most military nature yet sold to China by any Western nation.
Moreover, they were concluded without the UK Government (which holds con-
trolling interest in RR) going through normal NATO procedures for vetting such
contracts with communist countries.

The agreements were signed in Peking by Sir Kenneth Keith, Chairman of RIR,
and Tsui Chun, Managing Director of China National Technical Tmport Corp.
There were three separate types of contracts: 1) for supply of supersonic militury
Spey engines; 2) a license for China to manufacture these engines; and 3) for RR
to supply know-how and facilities for engine testing and maintenance in China.

China has been operating Trident airliners with Spey engines sinee 1970, hut
the supersonic military version of the same engine would—in the words of one
expert—‘‘tear the main frame apart” if installed in a civilian aircraft. The standara
military Spey has a dry take-off thruast of up to 15,000-1b. (6.810 kp) £nd powers
the HE Buccanecr strike aircraft, the HS Nimmrod maritime reconnaissance aircraft,
and the MeDonnell Phantomn I1 strike fighters of the UK navy and air foree. The
supersonic version, with reheat, which will be supplied to China has a 20,500-1b.
(9.300 kp) thrusi and is of the kind used in Vought A-7 Corsair IT close-support
aircraft operated by the U.S. Navy and Air Force. These specifications are well
ahove those of the civilian Speys used in the Trident, the BAC 111, and the
Fokker F-23 airliners,

Probably the most significant agreements are those ahowing China to manu-
facture these engines under license, This is the first time that R'R has permitted
the foreign manufucture of its military engines on this scale. Previously when
foreign manufacture wus allowed, there was a limit to the number of engines.,
There is no indication of any limit to the number China may build. The deal will
thus considerably enhance China's ability to build modern jet engines and so en-
able it to end its previous relinnce on Russian-designed military nero engines.

Under the third part of the deal, UK engineers will work in China for at least
five years to help set up n Spey production plant, which BA believes will be located
near Sian. Sorne 200 Chinese engineers will go to the UK for training.

The military Spey engine was first put into service in the Buccaneer in 1963,
but the later supersonic Spey is the most advanced RR acro engine currently in
widespread use by Western forces. The UK submitted the outline of the RR deal
to (‘({COM, the committee get up by NATO and Japan to vet sales of strategic
gouds to communist countries, in 1973, When it secemed likely that some COCOM
members would not approve the deal, the UK withdrew the application and em-
barked on a series of bilateral discussions with the U.S. and some other Western
governments,

It is obvious that the RR deal has gone through without openly agreed approval
by the Western nations as a tacit to help China strengthen its air power vis-a-vis
that of the U.S.8.R. While the supersonic Spey will not greatly increase the long-
range strike power of the PRC's air force, it will certainly strengthen Chinn’s
cover of the Sino-Soviet border areas.

As Sir Kenneth has pointed out, the agreements may ensure RR a positionin the
development of China’s avintion up to the turn of the centusy.

One pereeptive commentator has also scen significance for the sceurity of Hong

" Kong in the deals. If the UK is supplying engines for China’s military aireraft for
the next two decudes or o, it iv hardly likely that China—with Soviet troops
massed on its land frontiers-—would risk offending Britain Ly demanding the
return of Hong Kong.
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Negotiations between China and RR started in 1972 when Sir Kenncth miade
his first visit to Peking. It is ulleged that Rumanian sources first tipped RR that
China would welcome such a visit. For the past two years there have been RRR
teams of technical experts and negotiators constantly in Peking and never number-
ing !ess than six. In the forefront of the negotintions was RR's previously retired
Technical Director, Sir Stanley Hooi.er. It is suggested that the mutual high
regard between Sir Stanley and the Chinese officials witn whom he dealt was o
major factor in the deal going tbrough. He was made an honorary professor of
Peking University and today displays his name in Chinese characters on his office
door at the RR center st Doby,

The contracts provide for payment in sterling, although RR would have pre-
ferred dollary.

Naturally, little is known about tbe nunibers of China’s military aircraft or its
capacity to manufacture these planes. One 1975 estimate suggested that China
had 3 800 combat aircraft and about 100 short-to-medimm-range ballistic riissiles,
Its manufacturing plants were set up with U.S.S.R. ascistance in distant days when
the two countries were on friendly terms, and there is evidence that some plants
manufacture civilian sircraft as well as the MIGs and other tactical aireraft needed
for China’s defense.
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