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THURSDAY, JULY 12,  2007 
 

U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
 
    Washington,  D.C.  
 
 
 
 The Commiss ion met  in  Room 385,   Russel l  Senate  Off ice  
 Bui ld ing,  Washington,  D.C.  a t  9 :50 a .m. ,  Chairman Carolyn 
 Bar tholomew,  Vice  Chairman Danie l  A.  Blumenthal  and 
 Commiss ioners  Mark T.  Esper  and Wil l iam A.  Reinsch,  Hear ing 
 Cochairs ,  pres id ing.  
 

OPENING STATEMENT OF CHAIRMAN CAROLYN 
BARTHOLOMEW 

 
 CHAIRMAN BARTHOLOMEW:  Good morning.     Welcome to  
the  f i f th  hear ing of  the  U.S. -China  Economic  and Secur i ty  Review 
Commiss ion 's  2007 repor t ing  cycle .   We are  very  p leased tha t  you 
could  jo in  us  today.   At  th is  hear ing,  we are  cont inuing the  
Commiss ion 's  assessment  of  U.S. -China  re la t ions  by explor ing two 
topics :  China 's  prol i fera t ion  prac t ices  and nonprol i fera t ion  compl iance  
and the  impact  of  t rade  pol icy  on the  development  of  the  defense  
indust r ies  in  both  the  Uni ted  Sta tes  and China .   Tomorrow,  the  
Commiss ion wi l l  hear  tes t imony on the  defense  indust r ia l  base .  
 Today 's  panels  wi l l  assess  the  impact  of  China 's  prol i fera t ion  on 
U.S.  na t ional  secur i ty  and nonprol i fera t ion  in teres ts  and wi tnesses  
have  been asked to  delve  in to  the  ques t ion of  how to  improve China 's  
nonprol i fera t ion  compl iance  and i t s  ro le  in  the  g lobal  secur i ty  
environment .  
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 Dur ing th is  hear ing,  we hope to  hear  sugges t ions  of  s t ra tegies  
for  mi t iga t ing  any negat ive  effec ts  of  China 's  prol i fera t ion  prac t ices  
and for  explor ing new oppor tuni t ies  to  engage China  on 
nonprol i fera t ion  in i t ia t ives .  
 Key off ic ia ls  f rom execut ive  branch agencies  and exper t  
wi tnesses  have  been invi ted  to  present  tes t imony on these  impor tant  
i ssues ,  and I 'm very  much looking forward to  the i r  remarks .    
 I ' l l  now turn  the  proceedings  over  to  Commiss ion Vice  Chairman 
Dan Blumenthal  for  h is  opening s ta tement .   Welcome again  to  a l l  of  
you and thank you for  your  in teres t  in  the  Commiss ion 's  work.  
 

OPENING STATEMENT OF VICE CHAIRMAN DANIEL A.  
BLUMENTHAL 

 
 VICE CHAIRMAN BLUMENTHAL:  Good morning.   Thank you,  
Madam Chairman.   Welcome to  the  U.S. -China  Commiss ion hear ing on 
"China 's  Prol i fera t ion  and Impact  of  Trade  Pol icy  on Defense  
Indust r ies  in  the  U.S.  and China ."  
 We are  mandated by the  Congress  to  examine the  ro le  of  China  
in  the  prol i fera t ion  of  weapons  of  mass  des t ruct ion  and other  weapons  
and ac t ions  the  Uni ted  Sta tes  might  take  to  encourage  China  to  cease  
such prac t ices  and a lso  to  examine the  qual i ta t ive  and quant i ta t ive  
nature  of  such t ransfers  on the  Uni ted  Sta tes '  na t ional  secur i ty ,  and 
th is  hear ing i s  par t  of  the  Commiss ion 's  ef for t  to  obta in  the  
informat ion we need to  fu l f i l l  th is  por t ion  of  our  mandate .    
 As  we look a t  the  topic  of  prol i fera t ion  today,  i t  i s  impor tant  to  
examine the  pr imary and secondary  ef fec ts  of  China 's  prol i fera t ion  on 
U.S.  na t ional  secur i ty .   Las t  year ,  Ass is tant  Secre tary  of  Defense  Peter  
Rodman tes t i f ied  before  the  Commiss ion and conf i rmed that  dur ing the  
conf l ic t  be tween Is rae l  and Hezbol lah  and Lebanon a t  th is  t ime las t  
year ,  Hezbol lah  used a  Chinese  des igned C-802 miss i le  in  i t s  a t tacks  
on an  Is rae l i  naval  vesse l .  
 We see  the  wi l l ingness  of  Chinese  arms sa les  par tners  to  
re t ransfer  weapons  tha t  have  ser ious  consequences  for  g lobal  secur i ty .  
 I  look forward to  hear ing f rom our  wi tnesses  today and for  appear ing 
today and for  providing the i r  ins ights  in to  the  ques t ions  ra ised  by the  
Commiss ion.  
 At  th is  t ime,  I 'd  l ike  to  turn the  microphone to  the  cochai r  for  
today 's  sess ion,  Commiss ioner  Bi l l  Reinsch.  
 

OPENING STATEMENT OF COMMISSIONER WILLIAM A.  
REINSCH, HEARING COCHAIR 

 
 HEARING COCHAIR REINSCH:  Thank you.   I 'm happy to  
cochai r  th is  hear ing wi th  Mark Esper  who has  a  meet ing e lsewhere  and 



 

 

 
 
 
  

3  
wil l  be  a long in  a  l i t t le  b i t .  
 Our  day today is  about  the  prol i fera t ion  and nonprol i fera t ion  
compl iance  p iece  of  the  hear ing as  out l ined by the  two previous  
commiss ioners .   We're  doing th is  because  we th ink tha t ,  as  do  most  
people ,  tha t  i t  has  s igni f icant  impl ica t ions  for  U.S.  secur i ty  and for  
in ternat ional  peace  and secur i ty .  
 China 's  par t ic ipat ion  in  nonprol i fera t ion  regimes  and i t s  
ra t i f ica t ion  of  nonprol i fera t ion  t rea t ies  crea tes  obl iga t ions  for  i t  to  
prevent  the  use  of  weapons  of  mass  des t ruct ion  and a lso  to  prevent  the  
spread of  WMD technology,  mater ia ls  and del ivery  sys tems.   
 As  China 's  economic  power  grows a long wi th  i t s  pol i t ica l  
inf luence  in  g lobal  affa i rs ,  moni tor ing  prol i fera t ion  ac t iv i t ies  tha t  a re  
contrary  to  i t s  commitments  and pol ic ies  i s  v i ta l  to  promot ing and 
ensur ing China 's  compl iance  wi th  internat ional  nonprol i fera t ion  norms 
and goals .  
 The Uni ted  Sta tes  can p lay  a  posi t ive  ro le  in  encouraging China 's  
compl iance  through the  cont inued moni tor ing of  i t s  ac t iv i t ies  and the  
pursui t  of  coopera t ion  in  g lobal  nonprol i fera t ion  ef for ts .  
 In  the  pas t  year ,  China  has  p layed a  pos i t ive  ro le  in  the  Six-
Par ty  negot ia t ions  wi th  Nor th  Korea ,  and China  has  suppor ted  U.N.  
resolut ions  sanct ioning both  Nor th  Korea  and I ran  for  the i r  pursui t  of  
nuclear  weapons  and disregard  for  IAEA nuclear  safeguards .  
 I t ' s  impor tant  to  recognize  these  pos i t ive  s teps ,  but  i t ' s  a lso  
impor tant  to  document  tha t  Chinese-made convent ional  arms have been 
found in  both  Sudan and I raq ,  contr ibut ing  to  the  conf l ic ts  in  these  
areas .   This  demonst ra tes  tha t  whi le  China  has  suppor ted  some 
in ternat ional  nonprol i fera t ion  ef for ts ,  there  i s  more  tha t  i t  can  and 
should  do.  
 The purpose  of  th is  hear ing i s  to  examine the  impact  of  China 's  
prol i fera t ion  pract ices  on U.S.  na t ional  secur i ty  and to  assess  China 's  
nonprol i fera t ion  compl iance .  
 However ,  th is  hear ing is  a lso  an  oppor tuni ty  to  def ine  what  the  
Uni ted  Sta tes  can do to  encourage  China  to  more  fu l ly  and vigorously  
implement  the  commitments  tha t  i t ' s  under taken.   I  look to  the  
tes t imony of  our  exper t  wi tnesses  and a t  the  recommendat ions  tha t  I  
hope they ' re  going to  provide  for  considera t ion  by the  Commiss ion.   
Thank you a l l  for  be ing here ,  and we are  awai t ing  the  ar r iva l  of  our  
f i rs t  "v ic t im,"  Congressman McCot ter .   So  I  th ink we ' l l  take  a  shor t  
recess  unt i l  he  gets  here .   Yes .   Thank you.  
[Whereupon,  a  shor t  recess  was  taken. ]  
  
 HEARING COCHAIR REINSCH:  We've  been informed that  
Representa t ive  McCot ter  has  a  conf l ic t  and is  not  going to  be  able  to  
be  here .   So  the  hear ing wi l l  recess  unt i l  the  f i rs t  panel  ar r ives ,  which 
wi l l  be  approximate ly  10:30.    
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 [Whereupon,  a  shor t  recess  was  taken. ]  
 
 

PANEL I:   ADMINISTRATION PERSPECTIVE 
 

 HEARING COCHAIR REINSCH:  I  ga ther  our  wi tnesses  have 
ar r ived so  i f  they ' l l  take  the i r  sea ts ,  we ' l l  s ta r t  a  few minutes  ear ly  and 
hope that  we can then le t  you go a  few minutes  ear ly .  
 For  our  f i rs t  panel  today,  we 'd  l ike  to  welcome the  Honorable  
Donald  Mahley,  Act ing Deputy  Ass is tant  of  Sta te  for  Threat  
Reduct ion,  Expor t  Controls  and Negot ia t ions ,  and Mr.  David  Sedney,  
Deputy  Assis tant  Secre tary  of  Defense  for  Eas t  Asia .  
 Why he 's  honorable  and you 're  not  e ludes  me,  but  tha t ' s  the  way 
i t ' s  wr i t ten  so--  
 MR.  SEDNEY:  I t ' s  t rue .   I t ' s  t rue .  
 HEARING COCHAIR REINSCH:  Once an  honorable ,  a lways  an  
honorable ,  regardless  of  what  you do la ter .  
 MR.  SEDNEY:  Actual ly  Don is  an  ambassador  so  he  i s  
honorable .  
 HEARING COCHAIR REINSCH:  Ah,  I  see .   That  expla ins  i t .   
Wel l  done.   P lease  a lso  turn  your  microphones  on.  
 Ambassador  Mahley is  Act ing Deputy  Ass is tant  Secre tary  for  
Threat  Reduct ion,  Expor t  Controls  and Negot ia t ions  a t  the  U.S.  
Depar tment  of  Sta te .   As  such,  he  has  the  responsibi l i ty  for  chemical  
and bio logica l  weapons  threa t  reduct ion ,  miss i le  threa t  reduct ion ,  
convent ional  weapons  threa t  reduct ion and expor t  contro ls .  
 Mr .  Mahley a lso  heads  the  Uni ted  Sta tes  Delegat ion  to  
Biologica l  Weapons  Convent ion ac t iv i t ies  and is  the  Managing 
Direc tor  of  the  Uni ted  Sta tes  Nat ional  Author i ty  for  implementa t ion  of  
the  Chemical  Weapons  Convent ion.  
 Mr.  Sedney is  Deputy  Ass is tant  Secre tary  for  Eas t  Asia  a t  the  
U.S.  Depar tment  of  Defense .   Mr.  Sedney has  over  25 years  of  
exper ience  as  a  Fore ign Service  off icer  working wi th  the  i ssues  tha t  
surround China  and Centra l  Asia .   From 2004 to  2007,  he  was  the  
Deputy  Chief  of  Miss ion a t  the  Uni ted  Sta tes  Embassy in  Bei j ing  and 
served as  the  Deputy  Direc tor  of  the  Sta te  Depar tment 's  Off ice  of  
Chinese  and Mongol ian  Affa i rs  f rom 1999 to  2001.  
 I 'd  a lso  say ,  Mr.  Sedney,  I 've  been ins t ructed  by your  wife  to  be  
n ice  to  you and not  to  ask  you any hard  ques t ions ,  and I  wi l l  do  my 
bes t  to- -  
 MR.  SEDNEY:  That  doesn ' t  sound l ike  her  ac tual ly .  
 HEARING COCHAIR REINSCH:  - -honor  tha t .   She 's  on  my 
board  and I  asked her  for  hard  ques t ions  and she  sa id  don ' t  do  tha t .   
He 's - -  
 MR.  SEDNEY:  I  ge t  hard  ques t ions  everyday,  I ' l l  te l l  you.  
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 HEARING COCHAIR REINSCH:  Wel l ,  she  sa id  he  was  
too  busy adjus t ing  to  being home wi th  her .  And that  I  shouldn ' t  add to  
your  burden so  I  wi l l  a t tempt  not  to  do tha t ,  but  I  can ' t  speak for  
anyone e lse .  
 Anyway,  we 're  deeply  gra teful  tha t  both  of  you are  here  wi th  us  
to  d iscuss  China 's  prol i fera t ion  and to  share  the  v iewpoint  of  the  
adminis t ra t ion  and your  respect ive  agencies ,  and I  th ink s ince  I  
in t roduced Ambassador  Mahley f i rs t ,  why don ' t  we begin  wi th  h im,  and 
then we ' l l  go  to  Mr.  Sedney,  and then we ' l l  go  to  ques t ions .  
 We 're  a iming here  for  seven minute  s ta tement  and then 
commiss ioners  wi l l  have  f ive  minutes  each for  ques t ions .   Thank you.  

 
STATEMENT OF AMBASSADOR DON MAHLEY 

DEPUTY ASSISTANT SECRETARY OF STATE FOR 
INTERNATIONAL SECURITY AFFAIRS,  WASHINGTON, D.C.   

 
MR.  MAHLEY:  Thank you,  Mr.  Reinsch.   Thank you very  k indly .   I ' l l  
t ry  to  make my actual  ora l  comments  less  than seven minutes .   You a l l  
have  a  wri t ten  tes t imony which I 've  submit ted  for  the  record  which 
cer ta in ly  indica tes  the  genera l  l ine  of  our  observat ions  about  China 's  
prol i fera t ion  and the  impact  of  t rade  pol icy  on defense  indust r ies  in  
the  Uni ted  Sta tes  and China .  
 Let  me t ry  to  summarize  what  I 've  put  in  my wri t ten  s ta tement  in  
jus t  a  few words  and then we can get  on  to  the  ques t ions .  
 As  a  genera l  overview,  I  th ink the  comment  I  would  make is ,  i s  
tha t  China  i s  cer ta in ly  a  major  in ternat ional  p layer ;  a  Permanent  
Member  of  the  Secur i ty  Counci l ;  a  member  of  a  number  of  
in ternat ional  regimes ,  a l though not  a l l ;  an  economic  force  to  be  
reckoned wi th ,  and someone who is  a  pol i t ica l  force  of  growing 
s t rength  in  the  Asian  arena .  
 We cer ta in ly  need China 's  coopera t ion  to  accompl ish  many of  
our  g lobal  secur i ty  objec t ives  inc luding our  nonprol i fera t ion  
objec t ives .  
 Now,  I 'd  d iv ide  my comments  rea l ly  in to  good news and bad 
news,  and I ' l l  s tar t  wi th  the  good news.   The good news is ,  i s  tha t  the  
China  of  today is  not  the  China  of  ten  years  ago,  the  China  of  20  years  
ago,  or  the  China  of  1949.  
 In  many ways ,  i t s  a t t i tude  toward prol i fera t ion  has  evolved and 
improved,  and I  would  argue tha t  some of  tha t  improvement  i s  coming 
as  they begin  to  recognize  themselves  as  a  more  major  p layer  on  the  
in ternat ional  s tage  and therefore  they bel ieve  tha t  there  are  some areas  
in  which they 've  got  to  be  more  responsible  than they have been before  
in  te rms of  the i r  ac t iv i t ies .  
 Now what  do I  mean by some of  the  ways  in  which thei r  a t t i tude  
has  improved and evolved?   Number  one ,  i t  has  acknowledged that  the  
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acquis i t ion  of  nuclear  weapons  by I ran  and North  Korea  i s  not  in  
China 's  in teres t .   I t  has  suppor ted  Secur i ty  Counci l  resolut ions  a imed 
a t  prevent ing tha t  f rom happening.   I t  has  become a  par ty ,  as  I  
indica ted  before ,  to  many in ternat ional  nonprol i fera t ion  regimes .  
 I t  has  over  the  pas t  severa l  years  enacted  a  somewhat  vas t  a r ray  
of  expor t  contro l  laws.   In  many ways ,  i t  has  demonst ra ted  an  openness  
of  recent  years  to  address  nonprol i fera t ion  concerns  tha t  would  have 
been di f f icul t  to  envis ion a  decade ago.  
 Some of  the  t imes  I 've  had in terac t ions  wi th  the  Chinese ,  they 've  
to ld  me that  they would  not  have  been able  to  have  tha t  k ind of  a  
conversa t ion  a  decade ago.   
 Now,  tha t ' s  the  good news.   But  there  i s  bad news wi th  i t .   The 
bad news is ,  i s  tha t  despi te  those  k ind of  improvements ,  they are  very  
far  f rom where  we would  l ike  them to be .   There  i s  in  China  a  very  
ser ious  lack  of  t ransparency.   We therefore  don ' t  know and cannot  be  
sure  of  what  ac t iv i ty  i s  going on,  and we do not  know and cannot  f ind  
a  way to  d iscover ,  for  example ,  whether  or  not  China  i s  aggress ively  
pursuing enforcement  of  the  very  laws tha t  they themselves  have  
enacted  and put  in  the i r  books .  
 We do know that  there  are  Chinese  ent i t ies  tha t  cont inue  to  se l l  
raw mater ia ls  and dual -use  i tems needed in  WMD and miss i le  
product ion to  p laces  tha t  we would  l ike  them not  to  be  sold .   That  i s  to  
say  they are  prol i fera t ing  and cont inue  to  prol i fera te  those  k inds  of  
mater ia ls .  
 We do not  in  these  t ransact ions  have  evidence  of  wi t t ing  
compl iance  or  encouragement  by  the  Chinese  government  as  a  
government .   We s imply  lack  the  t ransparency.   Therefore ,  what  we 
can ' t  say  on the  o ther  s ide  of  tha t  coin  i s  we cannot  say  tha t  there  i s  
not  wi t t ing  compl iance  or  encouragement  by the  Chinese  government .  
 We do know that  there  have been in  a  number  of  ins tances  a  lack  
of  ac t ion  where  we have a ler ted  Chinese  author i t ies  to  suspected  
prol i fera t ion  ac t iv i ty  e i ther  ongoing,  an t ic ipated  or  pas t .   There  have  
been a  number  of  occas ions  where  we have provided very  deta i led  
informat ion about  what  we knew to  have occurred  wi th  respect  to  
prol i fera t ion  ac t iv i t ies  and the  Chinese  government  has  s imply  not  
ac ted .  
 Now where  does  a l l  tha t  leave  us?   Right  back where  I  s tar ted .   
China  i s  a  very  b ig  p lace .   They 've  done a  number  of  good th ings ,  but  
there  are  a  number  of  mat ters  tha t  cont inue  to  t rouble  us  very  deeply .   
We have no rea l i s t ic  opt ion but  to  cont inue  to  work wi th  China  to  
improve t ransparency,  to  s t rengthen enforcement  and to  root  out  
increas ingly  sophis t ica ted  prol i fera t ion  networks  and prol i fera t ion  
ac t iv i t ies .  
 We have some tools  to  do tha t  wi th .   Frankly ,  sanct ions  work.   I  
am,  for  example ,  aware  of  sanct ioned companies  tha t  a re  seeking to  
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change the i r  prol i fera t ion  behavior  I  would  argue  because  of  the  
impact  of  those  sanct ions .  
 We should  and are  working coopera t ive ly  in  conduct ing t ra in ing 
programs and in i t ia t ives  l ike  Megapor ts  and Expor t  Control  and Border  
Secur i ty  Tra in ing.   Those  are  ways  in  which we can make sure  tha t  
there  i s  t ra in ing and competence  on the  par t  of  Chinese  off ic ia ls  tha t  
would  be  able  to  enforce  the  laws i f  they wished to ,  and that  they 
would  have the  equipment  to  be  able  to  detec t  some viola t ions  of  those  
laws i f  they did  occur .  
 We are  going to  cont inue  to  encourage  China  to  jo in  the  
Prol i fera t ion  Secur i ty  In i t ia t ive .   We th ink there  are  a  number  of  ways  
in  which they could  be  very  useful  i f  they again  were  a  wi l l ing  and 
coopera t ive  par tner .   So I  do  not  want  in  any way to  make th is  sound 
l ike  there  i s  a  rea l ly  complete ly  negat ive  repor t  on  China ,  nor  tha t  
there  i s  a  complete ly  pos i t ive  repor t  on  China .  
 There  are  ways  in  which they are  apparent ly  and legal ly  working 
toward t ry ing to  improve the  s i tua t ion .   Whether  or  not  those  are  
ef fec t ive  i s  ye t  to  be  proven.   As  Mao Zedong supposedly  sa id  to  
Henry Kiss inger  about  the  length  of  the  American exper iment  in  
democracy in  1974,  Mao 's  answer  was  i t ' s  too  soon to  te l l  whether  or  
not  the  Uni ted  Sta tes  was  any good,  and I  would  say  tha t  in  terms of  
China 's  prol i fera t ion  ac t iv i t ies ,  exact ly  the  same th ing i s  t rue :  i t ' s  too  
soon to  te l l  whether  or  not  they real ly  mean some of  the  th ings  tha t  
they 've  now put  on the  books .  
 Thank you very  much.  
[The s ta tement  fo l lows:]  
 

Prepared Statement  of  Ambassador Don Mahley 
Deputy Assis tant  Secretary of  State  for  Internat ional  Security  

Affairs ,  Washington,  D.C.  
 

Mr. Chairman and Commissioners of the U.S.-China Economic and Security Review Commission, thank 
you for the opportunity to appear before you today and discuss China’s nonproliferation practices, their 
impact on U.S. national security, and how to improve China’s nonproliferation record.  My name is Don 
Mahley, and I serve as Acting  Deputy Assistant Secretary of State for International Security and 
Nonproliferation, the bureau whose mission it is to lead U.S. diplomatic efforts to prevent the spread of 
weapons of mass destruction, their means of delivery, and advanced conventional weapons. 
 
The Nonproliferation Agenda 
 
Mr. Chairman, the President is committed to working toward a relationship with China that enhances 
America’s security, China’s concerns, and the security of our friends and allies.  To that end, we continue 
to engage China on nonproliferation matters in a constructive and candid manner.  As the President stated 
during the visit of President Hu Jintao on April 20, 2006: 
 

Prosperity depends on security – so the United States and China share a strategic interest in 
enhancing security for both our peoples.  We intend to deepen our cooperation in addressing 
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threats to global security – including the nuclear ambitions of Iran, the genocide in Darfur, 
Sudan, the violence unleashed by terrorists and extremists, and the proliferation of weapons of 
mass destruction. 

 
The President has been clear in his desire to work with China to address our common nonproliferation 
agenda and has made this an important part of the bilateral relationship and our overall nonproliferation 
strategy.  We continue to work with China to expand our areas of common interest and to improve our 
existing cooperation on nonproliferation.  However, the U.S. continues to have serious concerns about the 
proliferation activities of certain Chinese entities and we continue to take action in response to these 
activities.  We have worked productively with China on a number of important proliferation issues, yet we 
also have made it clear that China can, and should, be doing more to halt the spread of WMD, missiles, and 
conventional weapons and related technologies.   
 
Chinese Export Controls  
 
Over the years, China has taken a number of steps to improve its export controls.  China, a party to the 
Nuclear Nonproliferation Treaty, the Biological and Toxin Weapons Convention (BWC), and the Chemical 
Weapons Convention (CWC) has also become a member of the Nuclear Suppliers Group (NSG) and the 
Zangger Committee.  In 2002, China adopted export controls similar to the Australia Group control lists on 
chemical and biological related items and technology.  In addition, in August of 2002, China promulgated 
comprehensive missile-related export controls that approximate those of the Missile Technology Control 
Regime.  In November and December of 2006, China’s State Council approved two sets of revised export 
control regulations that harmonized China’s nuclear export control regulations with the Nuclear Suppliers 
Group (NSG).   
 
China also has produced two official white papers outlining Chinese nonproliferation policy.  The 
December 2004 China’s National Defense in 2004 and the September 2005 China’s Endeavors for Arms 
Control, Disarmament, and Nonproliferation stated China’s opposition to the proliferation of weapons of 
mass destruction and their means of delivery and outlined China’s commitment to support the international 
community’s effort to stem such proliferation.  
 
These are steps in the right direction that this Administration supports.   
 
Chinese Cooperation on North Korea and Iran 
             
China has played an increasingly positive role in responding to some of the world’s most pressing 
proliferation problems.  Nowhere is that more evident than with regard to the North Korean nuclear 
program.  As you know, China has long had a close relationship with North Korea, and for decades was a 
key source of military technology and hardware.  However, following North Korea’s provocative missile 
launches of July 2006, and its October nuclear test, China joined in the Security Council’s vote to enact 
strong measures under UNSCR 1695 and UNSCR 1718.  With these resolutions, China has sent a message 
to North Korea that it must agree to the complete, verifiable and irreversible elimination of all of its 
existing weapons of mass destruction and ballistic missile programs.  With its vote for resolution 1718, 
China supported the imposition of sanctions under Chapter VII of the UN Charter requiring all Member 
States to prevent the transfer to North Korea of WMD, ballistic missiles, a broad range of conventional 
arms, and related items, and prohibiting North Korea from exporting those items.  UNSCR 1718 also 
requires Member States to freeze immediately financial assets that are owned or controlled, directly or 
indirectly, by persons or entities designated by the Security Council or the 1718 Sanctions Committee as 
being engaged in or providing support for North Korea’s WMD and ballistic missile programs.  UNSCR 
1718 also requires Members States to prevent the transfer of luxury goods to North Korea. 

 
Beijing has served as host to the Six-Party Talks, and has played a constructive role in the September 2005 
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Joint Statement, where North Korea committed to abandoning all nuclear weapons and existing 
nuclear programs and returning to the NPT and to IAEA safeguards, and the subsequent February 13 Initial 
Actions agreement, where North Korea committed to “shut down and seal for the purpose of eventual 
abandonment the Yongbyon nuclear facility, including the reprocessing facility, and invite back IAEA 
personnel to conduct all necessary monitoring as agreed between the IAEA and the DPRK.”  As we now 
begin the process of ensuring that North Korea honors its commitments, Chinese support is absolutely 
essential in maintaining a united front.   
 
It is worth noting that, while the focus of the Six-Party Talks is on denuclearization, these talks are 
establishing an important precedent for multilateral cooperation on proliferation matters around the world.  
For example, the February 13 Initial Actions Agreement formed a Working Group on a Northeast Asian 
Peace and Security Mechanism, which we hope will develop strategies to further regional cooperation. 
 
With regard to Iran, China shares our goal of preventing Tehran’s acquisition of a nuclear weapons 
capability.   In June 2006, China joined with the other Permanent Members of the Security Council and 
Germany in offering a generous package to Tehran in exchange for it suspending its proliferation-sensitive 
nuclear activities and entering into negotiations.  Although that offer remains on the table, regrettably Iran 
has refused to accept.  China has been a reluctant supporter of sanctions as a mechanism to increase 
pressure on Iran.  However, China, in response to Iran’s failures to comply with its obligations, did join the 
rest of the UN Security Council in the unanimous adoption of Chapter VII sanctions in UNSCR 1737 and 
UNSCR 1747.  These resolutions prevent Member States from supplying Iran with certain items, 
technology, training or financial assistance that could contribute to Iran’s nuclear program or its 
development of a nuclear weapon delivery system.  The resolutions also require States to freeze certain 
financial assets of entities identified in the Annexes of the resolutions as having a significant role in Iran’s 
nuclear and missile programs.  China has also joined with the P5+1 in reiterating that should Iran continue 
to refuse to walk down the path of negotiations, additional sanctions will be necessary to augment those 
already in place.    
             
We expect all States, including China, to implement fully and effectively their obligations under UNSCRs 
1718, 1737 and 1747, and we maintain an active dialogue to support the universal implementation of these 
resolutions.  The entire international community, including China, must be unified and consistent in its 
message to North Korea and Iran that those two countries cannot hope to engage in business as usual until 
international concerns regarding their nuclear and missile ambitions have been resolved.   
 
Continued Outstanding Concerns 

 
China’s nonproliferation record is improving gradually, but some Chinese entities continue to supply items 
and technology useful in weapons of mass destruction, their means of delivery, and advanced conventional 
weapons programs of concern, despite the UN Security Council resolutions, I just mentioned.  China has 
some important deficiencies in its export control system that it needs to address, particularly in 
enforcement and implementation, and, possibly, willingness.  We still observe Chinese firms and 
individuals transferring a wide variety of technologies to customers around the world – including to Sudan, 
Burma, Cuba, Syria, and Iran.  

 
Mr. Chairman, you asked that I address the question of the extent to which the Chinese government is 
knowledgeable of and participating in proliferation activity.  Certainly we have witnessed over the years an 
improvement in the behavior of the Chinese government and its ability and willingness to prevent 
proliferation sensitive transfers to countries of proliferation concern.  Nonetheless, Chinese companies, 
including some state owned enterprises continue to proliferate despite repeated notifications and 
discussions by the United States with Chinese officials.  The extent to which the Chinese government or 
Chinese officials are witting of the proliferation activity of non-state owned Chinese entities is difficult to 
estimate.  We do know that economic decentralization is a key feature of China’s economic reform.  
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However, we simply do not know enough about the practical, every day workings of the decision-
making process or structure of China’s export control regime to ascertain the level of control or awareness 
that Chinese officials have over increasingly free-wheeling Chinese companies that trade in materials 
related to WMD and their delivery systems.  Nor do we understand the extent to which the Chinese 
government may be witting in the exports to certain countries.  These transfers remain a serious concern, 
and we will continue to press Chinese officials to act vigorously to investigate and enforce their export 
control regulations.  

 
Chinese firms have continued to supply Iran with a range of conventional military goods and services in 
contravention of the restrictions within these resolutions.  The United States has sanctioned a number of 
Chinese companies under the Iran and Syria Nonproliferation Act for the sale of items on multilateral 
control lists or items with the potential to make a material contribution to ballistic or cruise missile 
programs or WMD programs.  Nine Chinese companies currently are under ISNA sanctions.  The three 
Chinese entities to be sanctioned most recently (April 2007) include:   

• China National Precision Machinery Import/Export Corporation (CPMIEC);  
• Shanghai Non-Ferrous Metals Pudong Development Trade Co. Ltd.; and,  
• Zibo Chemet Equipment Company.  

 
The continued imposition of sanctions on Chinese entities clearly shows that China needs to do more to 
ensure effective and consistent implementation and enforcement of its export controls.  With specific 
reference to conventional weapons, China, like many other countries, views its trade in conventional 
weapons as helping nations to meet their perceived defense needs and notes that there are no international 
agreements preventing these sales.  China makes this assertion, despite evidence that Iran has transferred 
weapons to Shia extremists in Iraq terrorist groups and to Hizballah and the Taliban.  China appears 
generally to accept end-use assurances it receives from countries that purchase Chinese arms, including 
from countries such as Iran, Syria, North Korea, or Sudan.  Nevertheless, China has demonstrated 
sensitivity to growing international concerns about recipients of some of its arms sales, notably Sudan.  
China’s recent designation of an experienced senior diplomat as its special envoy for African issues, with 
an emphasis on Sudan, is an encouraging, positive step.  We maintain an active dialogue with China about 
conventional weapons transfers, and will continue to seek greater cooperation in curtailing transfers to state 
sponsors of terrorism and in stricter and more uniform application of export control safeguards.       
               
 
China must do more to bring the enforcement of its export controls up to international standards.  It needs 
to implement effectively its export control regulations and rein in the proliferation activities of its 
companies.  It needs to address continuing deficiencies in its system, particularly in enforcement, holding 
violators accountable.  China needs more uniform implementation of its export controls, including its 
catch-all controls, particularly for missile related transfers, and needs to be more willing to share 
information on actions the government has taken in response to U.S. demarches.  We will continue, as 
warranted, to impose sanctions against Chinese companies engaged in proliferation and highlight our 
ongoing concerns about China’s proliferation record with the Chinese government.   
 
Areas of Cooperation 
 
Sanctions remain a deterrent tool in the U.S. nonproliferation toolbox.  But we also seek to make China a 
willing partner in addressing our common proliferation concerns by engaging cooperatively in a number of 
areas.  To this end, the U.S. will continue to urge China to revise its policies and practices to meet 
international standards.   
 
Over the past few years, the United States and China have begun working together to further our 
nonproliferation objectives.  We are working to maintain a line of communication, permitting both sides to 
exchange views and concerns in a frank and candid manner.  In particular, we regularly discuss with China 
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our concerns about certain proliferation-related activity.  It was a subject when the President met 
with President Hu in April 2006.  It was a topic when Deputy Secretary Negroponte met with Chinese 
Executive Vice-Foreign Minister Dai Bingguo just last month.  The Department of State also serves as the 
American lead on an ongoing Nonproliferation Dialogue with the PRC, led at the Assistant Secretary level, 
and also a Strategic Dialogue, led at the Undersecretary level.   

 
Chinese officials have indicated that they welcome the discussion of these specific activities and report to 
us that they regularly investigate, based frequently on our information, to ascertain whether Chinese 
companies are not violating Chinese law or relevant UN Security Council Resolutions.   
 
Beyond discussing our shared interest in preventing proliferation, there are a number of instances where 
the Chinese have expressed an interest in export control cooperation, including technical exchanges and 
training.  To the extent that it is permissible within the law, we have endeavored to provide such 
assistance.   

 
One such example of cooperation is found in the State Department’s Export Control and Related Border 
Security (EXBS) Program, which has supported training for Chinese licensing and enforcement officials.  
The EXBS effort is designed to help key source, transit and transshipment countries to establish or enhance 
strategic trade control systems, including border control capabilities, that meet international standards for 
controlling items on the control lists of the nonproliferation export control regimes, prevent the 
authorization of transfers to end-uses and end-users of proliferation concern, and detect and interdict illicit 
transfers at the border.  Our EXBS cooperation with China is funded from funds appropriated for the 
Nonproliferation and Disarmament Fund (NDF).  In addition, in coordination with the EXBS program, the 
Department of Energy conducts Commodity Identification Training aimed at training Chinese frontline 
Customs enforcement officials and technical experts responsible for assessing exports of shipments for 
nuclear proliferation concerns. 
 
The Department of Energy is also actively engaged with the Chinese in areas related to physical protection 
for and the control and accounting of nuclear materials.  In the past two years, there have been several 
bilateral workshops and seminars on a range of important nuclear security topics, including the highly 
successful Integrated Nuclear Material Security Technology Demonstration at the China Institute of 
Atomic Energy in October 2005.  This effort has productively built upon the clear and shared interest of 
both countries in utilizing recognized best practices for protecting their nuclear material from potential 
threats of theft or diversion.  
 
 Other examples of our effort are the Container Security Initiative and the Megaports Initiative, where the 
Department of Homeland Security and the Department of Energy are working with China to improve 
detection of radiological and nuclear items at seaports.  

 
We also believe China should join the Proliferation Security Initiative (PSI), which was created by the 
President to facilitate cooperation in the interdiction of nuclear, chemical and biological weapons, their 
delivery systems, and related technologies.  The hallmark of the PSI is the close and innovative interaction 
between diplomacy, military, intelligence, and economic tools to combat proliferation.  PSI has become an 
important tool to interdict shipments, disrupt networks, and hold companies accountable for their 
activities.  Beijing has thus far been reluctant to join with the more than 80 nations participating in the PSI, 
citing legal concerns.   It also is quite possible that Beijing feels it must take into account North Korea’s 
likely reaction to China’s participation in the PSI, a program that the North Koreans believe targets them 
directly.  Notwithstanding any possible North Korean objection, China’s commitment and participation in 
this program would be invaluable and we have been seeking to address Beijing’s concerns, emphasizing 
that PSI actions are taken in accordance with states’ domestic authorities and international law.  

Recently, we have seen another promising development that merits mention.  Certain Chinese companies 
that are currently subject to U.S. nonproliferation sanctions have reportedly adopted measures to ensure 
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their adherence to China’s export control laws and regulations.  For example, the China North 
Industries Corporation (NORINCO) reportedly has adopted an internal compliance program that will help 
ensure its exports are consistent with Chinese law, and has engaged the advisory services of the University 
of Georgia Center for International Trade and Security (which, as I understand it, has been invited to testify 
to this Commission).  Getting NORINCO, a firm that has been sanctioned seven times since 2001, out of 
the proliferation business would be a very positive development and one that could serve as an example to 
other Chinese companies.  We remain guardedly optimistic that these efforts are sincere and long-lasting. 

Conclusion 
 
Mr. Chairman, China has made much progress in the area of nonproliferation, but more needs to be done.  
The United States will continue to press China to implement effectively its export control regulations, 
eliminate loopholes, and reign in the proliferation activities of certain companies.  Continued proliferation 
by Chinese entities to countries of concern is not in the U.S. interest, nor is it in China’s interest.  China’s 
success in stopping proliferation by certain entities is critical to ensuring that sensitive items and critical 
technology do not end up in the hands of terrorists or other programs of proliferation concern.  It is in our 
common interest to work together to ensure an end to such proliferation activity. 
 

 
 HEARING COCHAIR REINSCH:  Thank you.   Mr.  Sedney.  
 

STATEMENT OF THE HONORABLE DAVID SEDNEY 
DEPUTY ASSISTANT SECRETARY OF DEFENSE FOR EAST 

ASIAN AFFAIRS,  WASHINGTON, D.C.  
 

 MR.  SEDNEY:  Thank you very  much,  Madam Chairman,  
commiss ioners ,  Commiss ioner  Reinsch.   I  rea l ly  apprecia te  the  
oppor tuni ty  to  be  here .   As  I  th ink a  number  of  you know,  I 've  had the  
oppor tuni ty ,  the  honor  to  hos t  and meet  wi th  a  number  of  members  of  
the  Commiss ion over  the  years  in  my capaci ty  in  China ,  and I  rea l ly  
am happy to  be  back here ,  not  jus t  for  the  reasons  tha t  Commiss ioner  
Reinsch ment ioned,  but  a lso  because  I 'm now at  a  job  where  I  have  a  
chance  to  have the  k ind of  exchange I  look forward to  having today.  
 Like  Ambassador  Mahley,  whose  remarks  I  very  much endorse ,  
I ' l l  a im to  f in ish  under  the  seven minutes  in  order  to  maximize  the  t ime 
for  ques t ions  and back and for th  because  tha t ' s  an  oppor tuni ty  for  me 
to  learn  f rom you as  wel l  as  for  us  to  d iscuss  these  rea l ly  impor tant  
i ssues .  
 Nonprol i fera t ion ,  the  prevent ion of  prol i fera t ion ,  i s  a  hugely  
impor tant  and has  been a  hugely  impor tant  na t ional  pr ior i ty  for  us .   
Pres ident  Bush has  made tha t  c lear  both  to  us  in  the  adminis t ra t ion  and 
to  our  in ternat ional  par tners ,  col leagues ,  inc luding the  Chinese .   I  
par t icular ly  apprecia te  the  oppor tuni ty  today in  the  le t te r  you sent  to  
focus  on the  consequences  of  China 's  prol i fera t ion  and especia l ly  to  
your  in teres t  on  China 's  pol ic ies  on convent ional  weapons  t ransfers  
and the i r  impact  on  the  Uni ted  Sta tes  and global  secur i ty .  
 As  Ambassador  Mahley sa id ,  there 's  a  mixed pic ture  wi th  China ,  
but  there  i s  one  area--and I 've  been involved in  working on 
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prol i fera t ion  i ssues  for  China  for  a  good par t  of  my career .   I  
de l ivered  my f i rs t  prol i fera t ion-re la ted  demarche  to  the  Chinese  a lmost  
16  years  ago to  the  day in  1991.   They didn ' t  f ix  tha t  problem,  by the  
way.  
 But  especia l ly  over  the  las t  severa l  years  the  i ssue  of  
convent ional  arms prol i fera t ion  has  loomed larger  and larger  for  us ,  
and in  par t icular  i t s  convent ional  prol i fera t ion  re la t ing  to  the  country  
of  I ran .   The Chinese  have been a  major  suppl ier  of  convent ional  arms 
to  I ran  for  decades .   They cont inue  to  be  so .  
 Congress  has  passed what  i s  now the  I ran  and Syr ia  
Nonprol i fera t ion  Act- - i t  had o ther  names ear l ier - -which inc ludes  
sanct ions  for  companies  who prol i fera te  dangerous  convent ional  
capabi l i t ies .   The whole  i ssue  of  convent ional  capabi l i t ies  to  I ran  i s  
something tha t  we 've  d iscussed,  tha t  I 've  personal ly  d iscussed wi th  the  
Chinese  many t imes .   The Chinese  tend to  h ide  behind what  I  would  
ca l l  a  legal i s t ic  in terpre ta t ion .   Thei r  response  i s  there 's  no  
in ternat ional  t rea ty ,  no  in ternat ional  regime tha t  does  th is .   I t ' s  only  
U.S.  in ternal  domest ic  law that  addresses  th is  i ssue .  
 However ,  a t  the  same t ime,  we have the  Chinese  leaders  saying 
tha t  they wish  to  be  a  coopera t ive  par tner  to  the  Uni ted  Sta tes .   They 
c la im they a l ready are  a  responsib le  s takeholder  in  the  in ternat ional  
sys tem,  and tha t  the  s tandards  tha t  they have  se t  for  themselves  by 
those  c la ims are  ca l led  in to  ques t ion  by the  ac t iv i t ies  tha t  they carry  
on in  the  convent ional  sphere  wi th  I ran .  
 China  i s  supplying convent ional  weapons  to  I ran  a t  a  t ime when 
I ran  i s  supplying and funding groups  in  I raq ,  Lebanon and Afghanis tan  
tha t  a re  confront ing and somet imes k i l l ing  American t roops  and our  
a l l ies .   That  i s  not  the  ac t iv i t ies  tha t  I  would  expect  of  a  s t ra tegic  or  
of  a  coopera t ive  par tner  or  of  someone or  of  a  country  tha t  would  
c la im to  be  a  responsible  s takeholder  in  the  in ternat ional  sys tem.  
 I 'm highl ight ing th is  area ,  f i r s t  of  a l l ,  because  the  Commiss ion 
asked me in  the  invi ta t ion  to  look a t  tha t  convent ional  area ,  but  a lso  
because  for  us  in  the  Depar tment  of  Defense ,  as  we look a t  the  threa ts  
tha t  we ' re  confront ing around the  wor ld ,  as  we carry  out  very  d i f f icul t  
tasks  in  especia l ly  I raq  and Afghanis tan  and other  areas ,  we look for  
o ther  countr ies  to  behave responsibly ,  to  go beyond what  might  be  the  
minimal  s tandards  tha t  there  might  be  an  in ternat ional  regime for ,  and 
look a t  the  impact  on  regional  secur i ty  of  the  k inds  of  t ransfers  tha t  in  
many cases  we have China  do to  I ran  on the  convent ional  s ide .  
 Again ,  I  thank the  Commit tee  for  th is  oppor tuni ty  to  speak.   As  
Ambassador  Mahley,  I  have  a  longer  prepared s ta tement  which we put  
out  tha t  I 'd  l ike  to  ask  you to  put  in  the  record .   I t  has  a  lo t  about  the  
wider  i ssues  of  prol i fera t ion ,  Chinese  prol i fera t ion  behavior ,  but  I  
wanted to  use  my spoken tes t imony to  focus  on th is  one  par t icular  area  
because  I  th ink i t ' s  an  area  tha t  we need to  be  looking a t  even more  
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closely  r ight  now.  
 Thank you very  much.  
[The s ta tement  fo l lows:] 1 
 

Panel  I :   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR REINSCH:  Thank you for  tha t ,  and I 'm 
glad  you did  because  I  th ink i t ' s  an  area  tha t  we have not  ye t  focused 
on as  in tens ively  as  some others .   So i t ' s  good that  you 've  put  i t  on  the  
table  and I  hope we ' l l  have  a  good exchange,  and thank you both  for  
s taying wi th in  the  t ime l imi ts .   You have no idea  how rare  an  event  
tha t  i s .  
 Let ' s  now turn  to  ques t ions .   By the  way,  your  fu l l  s ta tements  
wi l l  be  put  in  the  record  wi thout  ques t ion .   Commiss ioner  Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Thank you both  
very  much,  apprecia te  your  candid  tes t imony.   I  th ink you both  r ight ly  
point  to  Nor th  Korea  and I ran ,  the  threa ts  they pose  to  the  
in ternat ional  sys tem today,  not  in  the  fu ture ,  but  today,  and I 'm 
wonder ing i f  you can shed l ight  on  th is ,  on  Chinese  behavior  and 
Chinese  in tent ions  and what  might  rea l ly  be  going on because  for  a  
few years  now the  Chinese  have sa id  they share  the  goal  on  Nor th  
Korea  and I ran  of  denuclear iza t ion?  
 Both  of  you ment ioned the  amount  of  food and fuel  they supply  
to  Nor th  Korea ,  and the  fac t  tha t  t rade  i s  ac tual ly  increas ing wi th  
Nor th  Korea .     I  wonder  i f  you could  point  to  a  s ingle  r i sky or  cos t ly  
ac t ion  the  Chinese  have  taken to  ac tual ly  denuclear ize  the  Korean 
peninsula .  
 And can answer  th is  ques t ion:  i f  the  Chinese  wanted the  Nor th  
Koreans  to  abandon thei r  nuclear  program,  wouldn ' t  i t  be  done by now? 
 MR.  SEDNEY:  The ques t ion tha t  you asked,  especia l ly  your  
f ina l  ques t ion ,  commiss ioner ,  i s  one  tha t  has  cont inued to  draw a  lo t  of  
our  a t tent ion  because  China  has  done a  lo t  deal ing  wi th  Nor th  Korea  
and especia l ly  i t s  hos t ing  of  the  Six-Par ty  ta lks ,  the  ro le  i t  has  p layed 
in  moving those  forward,  and a lso  I  th ink changes  in  the  Chinese  
in ternal  pos i t ion  on Nor th  Korea ,  especia l ly  s ince  the  miss i le  launches  
of  July  of  2006,  and then North  Korea’s  nuclear  tes ts  in  October  of  
las t  year .  
 I t ' s  a  mat ter  I  th ink of  some content ion  wi th in  China  i t se l f - - in  
terms of  what  the  Chinese  have done,  again ,  as  in  the  area  of  
nonprol i fera t ion  we spoke about  before .   The  rhetor ica l  s ta tements  the  
Chinese  have  made have been very  good.   Thei r  commitment  to  
denuclear iz ing Nor th  Korea ,  they say  the  ent i re  Korean peninsula ,  but  
they focus  very  much on Nor th  Korea ,  a re  I  th ink very  impor tant  and 
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we take  them very  much a t  the i r  word.  
 In  te rms of  ac tual  s teps  tha t  they 've  taken,  there  have  been I  
th ink some s teps .   I  don ' t  th ink I  can  go in to  deta i l  here  in  th is  hear ing 
on tha t .   But  are  they a l l  the  s teps  tha t  they could  take?   Cer ta in ly  not .  
 Are  they a l l  the  s teps  tha t  we would  l ike  them to  take?   Cer ta in ly  not .  
 We would  l ike  them to  have done more .   Would  they have been 
successful  in  af fec t ing North  Korean behavior  i f  they had taken 
s t ronger  s teps?   That ' s  a  mat ter  of  some debate  both  wi th in  our  own 
analyt ica l  es tabl ishment  and wi th in  the  Chinese  analyt ica l  
es tabl ishment .   When we discuss  th is  wi th  the  Chinese ,  and I 've  
d iscussed th is  wi th  the  Chinese ,  they ra ise  the  specter  of  the  col lapse  
of  the  Nor th  Korean regime,  of  chaos  on the i r  borders ,  of  mi l l ions  of  
Nor th  Koreans  on the  move,  and ac t iv i t ies  tha t  a re  damaging to  China 's  
economic  growth,  which is  the  key dr iver  in  many of  the i r  pol ic ies .  
 Cer ta in ly  those  are  rea l  poss ib i l i t ies .   How l ike ly  they would  be  
i f  China  were  to  cut  by  50 percent  i t s  subs id ized fuel  o i l  sh ipments  to  
Nor th  Korea ,  tha t ' s  a  lo t  harder  to  say .   The degree  to  which they could  
put  pressure  on North  Korea  wi thout  caus ing that  k ind of  
chaos/ ins tabi l i ty  i s  something tha t  I  personal ly  th ink they could  do a  
lo t  more ,  but  they ' re  very  r i sk  averse  and the  words  tha t  you used,  
what  k ind of  r i sky behavior  has  China  taken,  and I  th ink the  answer  
broadly  speaking is  they haven ' t .   They are  very  r i sk  averse  in  th is  
area .  
 VICE CHAIRMAN BLUMENTHAL:  I 'm sorry .   My t ime is  
running out .  
 MR.  SEDNEY:  I 'm going on too long and i t ' s  your  ques t ion.  
 VICE CHAIRMAN BLUMENTHAL:  Is  i t  your  assessment  then 
tha t  they assess  tha t  the  s i tua t ion ,  the  s ta tus  quo,  i s  more  s table  than 
we th ink i t  i s?   So,  in  o ther  words ,  the i r  ca lcula t ion  i s  they ' re  not  
going to  take  any r i sks  to  make the  problem go away because  they ' re  
afra id  of  ins tabi l i ty ,  so  then I  would  infer  f rom that  tha t  they th ink 
tha t  the  s i tua t ion  i s  more  s table  and safer  than we th ink i t  i s  r ight  
now? 
 MR.  SEDNEY:  I t ' s  in teres t ing  the  way you phrased tha t  because  
the  fears  they ra ise  about  ins tabi l i ty  would  lead you to  th ink tha t  they 
th ink the  s i tua t ion  i s  less  s table  than we do.   But  a t  the  same t ime 
when we ask  them the  ques t ion  about  s tabi l i ty ,  they say  they th ink the  
regime in  Nor th  Korea  i s  very  s table .   So there 's  a  d ichotomy between 
what  they te l l  us  when we ta lk  about  the  i ssue  of  s tabi l i ty  d i rec t ly  
where  they say they th ink North  Korea  i s  s table  and the i r  ac t ions  
which ac t  as  i f  they th ink the  Nor th  Korean regime is  very  uns table  
and cut t ing  off ,  reducing fuel  o i l  or  food shipments  would  lead to  th is  
chaos  and exodus  of  mi l l ions  of  people .  
 VICE CHAIRMAN BLUMENTHAL:  So they ' re  rea l ly  having i t  
both  ways  on that  ques t ion  then.  
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 MR.  SEDNEY:  They are  having i t  both  ways ,  and I  th ink 
they ' re  conf l ic ted  about  i t  to  a  cer ta in  extent .   But  in  many ways ,  as  in  
many other  s i tua t ions ,  the  Chinese  would  prefer  o thers  to  take  the  
leading ro le  and they ' re  of ten  more  prepared to  take  a  suppor t ing  ro le  
than a  leading ro le ,  and in  the  Six-Par ty  Talks  over  the  las t  two years ,  
they 've  taken more  of  a  leading ro le .   They 've  pushed harder  in  the  
sess ions  tha t  I 've  been in ,  but  in  te rms of  rea l ly  hard  r i sky ac t ions  tha t  
you take ,  there 's  very  few that  I  might  point  to  and only  one  or  two 
that  I  might  want  to  d iscuss  somewhere  e lse .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Wortze l .  
 COMMISSIONER WORTZEL:  Gent lemen,  thank you for  being 
here .   Thank you for  your  tes t imony and for  your  service  to  our  nat ion .  
 I  have  rea l ly  three  ques t ions ,  and I 'd  be  happy for  e i ther  of  you or  
both  of  you to  respond as  you can.  
 One wi l l  reveal  my ignorance ,  but  I  th ink i t ' s  an  impor tant  point .  
 Does  the  I ran  and Syr ia  Nonprol i fera t ion  Act  have  any cr iminal  
penal t ies  a t tached to  i t  tha t  would  prohibi t  U.S.  companies  f rom 
engaging in  any business  of  any type  wi th  a  sanct ioned Chinese  
company? 
 Are  we cer ta in  tha t  sanct ioned Chinese  companies  are  not  in  any 
way involved in  U.S.  capi ta l  markets  or  banks  in  the  Uni ted  Sta tes?   
 The  th i rd  one  rea l ly  re la tes  to  the  nature  of  the  secur i ty  sys tem 
in  China .   China  has  39,000 people  devote  to  pol ic ing  the  In ternet  so  i t  
wi l l  a r res t  people  who use  the  words  "Taiwan"  and "democracy"  in  the  
same e-mai l .  
 China  has  500,000 people  devoted to  ensur ing publ ic  order  so  
there  are  no demonst ra t ions  by a  breathing cul t .   Do we know how 
many people  are  devoted to  nonprol i fera t ion  ac t iv i t ies  or  pol ic ing 
nonprol i fera t ion  companies?  Some of  these  companies  have  been c i ted  
seven t imes  over  the  years .  
 MR.  SEDNEY:  I  can  take  a  go  a t  the  second ques t ion  and I  th ink 
i t ' s  an  excel lent  one .   The amount  of  ef for t ,  the  amount  of  rea l  dol lars  
or  Chinese  money or  people  tha t  China  would  put  in to  the  
nonprol i fera t ion  ef for t  over  the  years  has  increased s ince  I  de l ivered  
tha t  demarche  I  ment ioned back in  1991,  but  i t  has  never  come c lose  to  
matching the  sca le  of  ef for t  they would  have  to  put  in  p lace  in  order  to  
be  successful .   They haven ' t  put  the  k ind of  na t ional  level  commitment  
behind the  rhetor ic  tha t  they 've  put  in  p lace .  
 They have improved.   We have had coopera t ive  programs wi th  
them,  expor t  contro l  t ra in ing,  and we 've  worked wi th  them,  and others  
have worked wi th  them,  Europeans .   The Uni ted  Kingdom has  worked 
wi th  the  Chinese ,  and a  lo t  of  those  ef for ts  are  ongoing.   I  agree  wi th  
what  Don sa id .   There 's  been a  huge amount  of  change,  but  i t ' s  s t i l l  fa r  
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f rom enough because  a t  the  same t ime that ' s  been happening,  the  
Chinese  economy has  been jus t  exploding in  areas  where  i t  mat ters  to  
the  Chinese .  
 For  example ,  the  recent  i ssues  re la t ing  to  food and drug safe ty .   
You may have read that  a  couple  of  days  ago,  they executed the  former  
head of  the i r  Food and Drug Adminis t ra t ion  for  accept ing br ibes  to  
approve ant ib io t ics  tha t  were  unsafe  and ended up ki l l ing  people .  
 I 'm not  advocat ing  tha t  they should  execute  people  who are  
responsible  for  prol i fera t ion  i ssues  a t  a l l ,  but  c lear ly  they have  a  wide  
range of  tools  to  send rea l ly  s t rong messages  to  people  tha t  cer ta in  
k inds  of  behavior  are  not  to lera ted .   In  the  prol i fera t ion  area ,  the i r  
e f for ts  have  been behind those  even in  the  food safe ty  area ,  and in  the  
food safe ty  area ,  as  we 've  seen here  in  the  U.S. ,  there  cont inues  to  be  
huge problems in  China .  
 So they face  a  b ig  problem.   The resources  they need are  very  
large  and they ' re  not  put t ing  them into  p lace ,  and tha t ' s  one  of  the  
problems for  the  cont inuing lack of  success  tha t  Ambassador  Mahley 
descr ibed in  h is  tes t imony.  
 MR.  MAHLEY:  Let  me s imply  echo that  to  say  tha t  when you 
ta lk  about  39 ,000 in  terms of  the  Internet  pol ic ing,  for  example ,  our  
Expor t  Control  and Border  Secur i ty  Program is  t ry ing despera te ly  now 
to  get  f in ished the  t ra in ing for  the  cadre  to  t ry  to  t ra in  5 ,000 people  
for  the i r  border  controls  and so  tha t ' s  a  d i f ferent  order  of  magni tude .  
 To go back to  your  f i rs t  ques t ion ,  the  f i rs t  th ing I  would  s imply  
note  for  the  record  i s  tha t  we have made an  amendment  in  the  I ran-
Syr ia  Nonprol i fera t ion  Act  so  i t 's  now the  I ran-Syr ia-North  Korea  
Nonprol i fera t ion  Act ,  so  tha t  we have  an  even broader  range in  terms 
of  tha t .  
 The  answer  in  te rms of  cr iminal  penal t ies  for  the  Uni ted  Sta tes  
i s ,  yes ,  there  are  for  Uni ted  Sta tes  companies ,  but  tha t ' s  not  what  we 're  
rea l ly  t ry ing to  sanct ion  wi th  those  par t icular  laws.   What  we ' re  t ry ing 
to  do there  i s  we ' re  t ry ing to  make sure  tha t  o ther  ent i t ies  in  fore ign 
countr ies  are  forbidden to  t rade  wi th  Uni ted  Sta tes  companies .  
 Now,  in  the  ques t ion of  are  we sa t i s f ied  tha t  they ' re  not  involved 
wi th  Uni ted  Sta tes  banks ,  the  answer  to  tha t  i s  yes ,  because  the  Uni ted  
Sta tes  end of  tha t  would  have ser ious  penal t ies  on  to  i t .  
 Now what  we ' re  not  sa t i s f ied  wi th ,  of  course ,  i s  tha t  those  
par t icular  ent i t ies  tha t  we have  sanct ioned,  tha t  we are  hur t ing  them as  
economical ly  as  hard  as  we could  because  f rankly  they don ' t  do  
bus iness  wi th  the  Uni ted  Sta tes .   I 'm going to  take  a  l i t t le  t ime over  
and te l l  you there  i s  one  ins tance  tha t  I  wi l l  g ive  you jus t  as  an  
anecdote  tha t ' s  a  l i t t le  d i f ferent .  
 NORINCO is  probably  one of  the  grea tes t  ser ia l  prol i fera tors  in  
China .   I t  i s  very  in teres t ing  tha t  NORINCO has  been to  us ,  not  to  the  
Chinese  government ,  but  to  us ,  recent ly  t ry ing to  argue  tha t  i t s  
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reorganiza t ion  has  rea l ly  t r ied  to  change i t s  mode of  opera t ing ,  
and could  we please  g ive  i t  more  th ings  tha t  i t  can  do to  t ry  to  ge t  i t  
of f  the  l i s t .   So  the  i ssue  i s  i t  knows i t  can ' t  ge t  those  k inds  of  Uni ted  
Sta tes  markets  as  long as  i t ' s  s t i l l  wi th  sanct ions .   So tha t ' s  one  of  the  
reasons  tha t  I  would  argue sanct ions  work.  
 Thank you.  
 MR.  SEDNEY:  I f  I  can jus t  second what  Don sa id  because  I  
ac tual ly  had the  oppor tuni ty ,  I  was  par t  of  those  negot ia t ions  and 
discuss ions  wi th  one  or  two other  companies  as  wel l .   And what  the  
people  on the  market ing s ide  of  these  companies  rea l ize  i s  tha t  looking 
ahead,  as  China  becomes more  a  g lobal  p layer ,  which markets  are  you 
going to  make the  most  money in  over  the  long term?  Is  i t  going to  be  
se l l ing  s tuff  on  the  margins  to  I ran  or  i s  i t  going to  be  having access  to  
the  U.S.  market  and to  o ther  advanced economies?  
 And that  tug  and pul l  us  going on r ight  now,  and so  the  exis tence  
of  our  sanct ions  which prevent  people  f rom enter ing a  market  which 
they rea l ly  want  to  i s  beginning to  have an  ef fec t .   We have to  be  very  
careful  as  we go down th is  road,  but  on  the  o ther  hand,  i f  we can hold  
out  the  prospect  of  rea l  rewards  for  good behavior ,  and as  long as  we 
have  the  moni tor ing  capabi l i ty  in  p lace  to  make sure  i t ' s  t rue .   I  th ink 
we have the  s tar t  of  something,  but  jus t  a  s tar t .  
 HEARING COCHAIR REINSCH:  Let  me se ize  tha t  moment  for  
jus t  a  second i f  Commiss ioner  Wessel  wi l l  g ive  me 30 seconds .   On 
NORINCO speci f ica l ly ,  I  met  wi th  them and I  th ink some of  the  o ther  
commiss ioners ,  have  met  wi th  them as  a  Commiss ion a t  one  point  in  
the  pas t .   I s  i t  your  judgment  tha t  beyond thei r  reques t  for  advice  on 
how to  proceed,  as  you jus t  descr ibed,  tha t  they are  ac tual ly  doing any 
of  th is  s tuff?   Are  you seeing a  behaviora l  change or  a  rhe tor ica l  
change?  
 MR.  MAHLEY:  We're  cer ta in ly  see ing s t ructura l  changes .   And 
cer ta in ly  s t ruc tura l  changes  are  a  necessary  precursor  to  behaviora l  
changes  so  tha t  they now have in  p lace  some s t ructures  in ternal ly  to  
the  company in  which they could  indeed pol ice  the i r  own act iv i t ies  for  
nonprol i fera t ion  much bet ter  than they could .  
 I  would  have to  say ,  however ,  Commiss ioner  Reinsch,  tha t  the  
jury  i s  very  much s t i l l  out  on  tha t .   Have I  seen NORINCO actual ly  cut  
down a  potent ia l  expor t  tha t  would  have  been a  prol i fera t ion  expor t  
and therefore  not  do  i t .   No,  I  have not  seen that .   So I  don ' t  know.   
They 've  g iven themselves  a  s t ructure  and they have cer ta in ly  g iven 
themselves  a  PR program in  which they 've  got  every  oppor tuni ty  to  t ry  
to  make amends  for  some of  the  th ings  tha t  they have done,  but  I  have  
not  ye t  seen the  ac t ion .  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Wessel .  
 COMMISSIONER WESSEL:   Thank you for  being here  today.   
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We apprecia te  your  tes t imony and a l l  the  work you 've  put  in to  th is  
impor tant  topic .   I 'd  l ike  to  fo l low up on the  in tent  of  Commiss ioner  
Wortze l ' s  ques t ions  as  i t  re la tes  to  what  China  knows and what  they in  
fac t  want  to  do.   Ambassador  Mahley,  you ta lked about  t ransparency.   
I  th ink in  some ways  we give  China  too  much credi t  for  opaci ty ,  tha t ,  
in  fac t ,  when you ta lk  about  the  39,000 In ternet  cops ,  the  fac t  tha t  
wi th  in te l lec tual  proper ty  v io la t ions  being rampant ,  we I  th ink so  far  
have  seen no viola t ions  of  the  Olympic  mascot  by  Chinese  companies .   
They 've  been able  to  re in  tha t  in .  
 You 're  saying tha t  there  are  companies  tha t  may be  prol i fera t ing  
tha t  the  government  doesn ' t  know about .   Can you rea l ly  separa te  the  
opera t ions  of  most  of  those  companies ,  the  larger  ones  tha t  a re  doing 
th is ,  the  ser ia l  prol i fera tors ,  f rom s ta te  involvement?   Many of  them 
have par ty  members  on them.   Many are  e i ther  s ta te-owned or  s ta te-
inves ted  enterpr ises .   So are  we giving them too much credi t  for  
opaci ty?  
 MR.  SEDNEY:  I f  I  can jus t  take  a  quick  crack a t  tha t?   I t ' s  
something I 've  been working on for  the  las t  16  years ,  and i t ' s  a l l  there .  
 The answer  to  your  ques t ion is  sor t  of  yes ,  yes  and yes .    
 The  s i tua t ion  in  China  i s  changing and there  are  wi thout  ge t t ing  
in to  speci f ics  because  then I ' l l  be  get t ing  in to  c lass i f ica t ion ,  I  would  
say  there  are  companies  which I  would  be  happy to-- there  are  ins tances  
where  we 've  sanct ioned companies  tha t  were  working ent i re ly  outs ide  
the  government .  
 I  th ink we current ly  have  23 ac t ive  sanct ions  agains t  Chinese  
companies  under  f ive  d i f ferent  U.S.  laws.   There  are  a lso  ins tances  of  
sanct ions  tha t  we have imposed upon companies  tha t  a re  working very  
much in  the  context  of  the  government  and there 's  everything in  
between.   And the  s i tua t ion  changes ,  has  changed over  the  years .  
 The problem wi th  the  opaci ty  i s  tha t  we have worked very  hard  
to  t ry  and es tabl ish  a  col labora t ive  re la t ionship  wi th  the  Chinese  on 
enforcement  ef for ts .   So we give  them th is  informat ion.   I  personal ly  
have  g iven them informat ion tha t  they say  they 've  taken ser ious ly  and 
ac ted  on,  but  they won ' t  te l l  us  what  they 've  done.   For  us  to  see  any 
impact  on  tha t  depends  upon a  lo t  of  fac tors .   I  mean there  are  ways  we 
can f ind  out  th ings ,  but  maybe we f ind  out  something two years  la ter ,  
f ive  years  la ter .   Maybe we never  f ind  out  something.  
 What  we ' re  seeking f rom them is  to  s i t  down on the  o ther  s ide  of  
the  table  and say we gave you th is  informat ion and they respond by 
saying we went  to  the  company,  we inves t igated .   Persons  X,  Y and Z 
were  in terviewed.   They did  A,  B and C.   We went  through the  
invoices .   Here  are  some of  the  records  re la t ing  to  the  companies  you 
ta lked about .  This  k ind of  coopera t ion wi th  we have wi th  many other  
countr ies  around the  wor ld .   We do a  lo t  of  nonprol i fera t ion  
coopera t ion ,  a  lo t  of  nonprol i fera t ion  expor t  contro l  coopera t ion  wi th  
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other  countr ies  where  we get  in to  the  deta i l s .  
 With  the  Chinese ,  there 's  a  wal l ,  and unt i l  they pul l  tha t  wal l  
down,  i t ' s  going to  be  imposs ib le  to  fu l ly  answer  your  ques t ion  and 
there 's  very  legi t imate  suspic ion tha t  a  la rge  propor t ion  of  these  
t ransfers  are  government  d i rec ted .   So tha t ' s  the  p ic ture  tha t  I 've  seen 
over  the  las t ,  say ,  15 ,  16  years .  
 MR.  MAHLEY:  The only  th ing I  would  add to  tha t ,  i s  tha t  we 
have seen some evidence ,  for  example ,  of  companies  tha t  we ' re  hunt ing 
down as  prol i fera tors  tha t  have  got ten  in to  much more  complex f ront  
organiza t ion  t ransfers  and rees tabl ishment  of  new front  companies  and 
the  l ike  in  an  effor t  which i s  expensive  to  them and more  compl ica ted  
to  them in  order  to  cont inue  to  t ry  to  make the i r  ac t iv i t ies  happen.  
 Now,  I  would  argue logica l ly  tha t  tha t  wasn ' t  going to  happen 
unless  they were  af ra id  tha t  the i r  previous  company had been exposed 
e i ther  by  us  or  by  the  Chinese  government  and therefore  tha t  was  a  
necessary  s tep .   I f  the  government  were  fu l ly  compl ic i t  in  tha t ,  they 
wouldn ' t  have  bothered to  make that  k ind of  a  change,  but  tha t ' s  rea l  
inferent ia l .  
 COMMISSIONER WESSEL:   But  i t  may a lso  jus t  be  a  cos t  of  
doing business  a t  th is  point .  
 MR.  MAHLEY:  Yes .  
 COMMISSIONER WESSEL:   Thank you.  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Fiedler .  
 COMMISSIONER FIEDLER:  One quick  fac tual  ques t ion  and 
then I  want  to  address  the  sanct ion  ques t ion  tha t  Commiss ioner  
Wortze l  ra ised .   I s  Polytechnologies ,  the  PLA company,  s t i l l  in  
bus iness- - the i r  weapons  t rader?  
 MR.  SEDNEY:  Polytechnologies ,  the  company,  i s  s t i l l  very  
much in  bus iness .   They jus t  bui l t  a  new headquar ters .   I f  you go two 
blocks  f rom where  I  l ived in  Bei j ing  up unt i l  a  month  ago,  you can see  
the i r  new headquar ters  which I  th ink i s  going to  open th is  year .   
They ' re  no longer  par t  of  the  PLA.   The PLA formal ly  d ives ted  i t se l f  
of  a l l  in teres t  in  commercia l  ac t iv i t ies  some years  ago.  
 However ,  the  people  who run Polytechnologies  are  a lmost  
ent i re ly  former  mi l i ta ry ,  people  who are  re la ted  to  the  mi l i ta ry ,  and I  
would  say  wi thout  ge t t ing  in to  the  deta i l  too  much,  tha t  they are  
cer ta in ly  very  c lose ly  a l igned wi th  many par ts  of  the  mi l i ta ry  
indust r ia l  complex area  
 COMMISSIONER FIEDLER:  Are  they s t i l l  t rading weapons?  
 MR.  SEDNEY:  They s t i l l  t rade  weapons .  
 COMMISSIONER FIEDLER:  So are  they a  prol i fera tor?   Are  
they c lassed  as  a  prol i fera tor?  
 MR.  SEDNEY:  I  do  not  know offhand.   I  don ' t  th ink-- I  saw the  
l i s t ,  but  I  don ' t  know i f  I  have  the  l i s t  wi th  me of  the  companies  tha t  
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are  current ly  under  sanct ion .  
 COMMISSIONER FIEDLER:  They are  not  current ly  under  
sanct ion?  
 MR.  SEDNEY:  I  don ' t  be l ieve  they ' re  current ly  under  sanct ion.  
 COMMISSIONER FIEDLER:  On the  sanct ion ques t ion,  I  have 
two sor t  of  technical  ques t ions .   One,  the  sanct ions  do not  inc lude  
prevent ion of  cont inuat ion of  U.S.  jo in t  ventures  wi th  the  sanct ioned 
companies ;  r ight?   NORINCO has  jo in t  ventures  wi th ,  say ,  an  
automobi le  company in  the  Uni ted  Sta tes  ins ide  China .   That  was  not  
af fec ted  by the  sanct ions ;  correc t?  
 MR.  MAHLEY:  I ' l l  ge t  back to  you on tha t .  I  th ink tha t  i s  
incorrec t .   But  you have sa id  i t  as  a  fac t  and so--  
 COMMISSIONER FIEDLER:  Yes .  
 MR.  MAHLEY:  - - I  wi l l  ge t  back to  you on that  ques t ion .  
 COMMISSIONER FIEDLER:  I  would  ask  you,  i t  i s  not  jus t  an  
automobi le  company.   There  are  a  number  of  jo in t  ventures  tha t  China  
Nor th  Indust r ies  has  had wi th  U.S.  companies  over  the  years  inc luding 
on opt ics ,  automobi les ,  motorcycles ,  a l l  k inds  of  commercia l  vehic les  
and commercia l  bus iness .    Now,  the  next  ques t ion  i s ,  we have heard  
every  wi tness  on the  par t  of  the  Defense  Depar tment  and the  Sta te  
Depar tment  and others  ta lk  about  Chinese  lack of  t ransparency,  which 
we unders tand.  We rea l ly  do unders tand i t .   What  I  don ' t  unders tand is  
how we overcome the  lack of  t ransparency.    
 So  le t ' s  jus t  take  the  prol i fera t ion  i ssue .   You,  Ambassador ,  sa id  
tha t  sanct ions  worked.   The ques t ion now becomes i f  we have known 
prol i fera tors  and we sanct ion  them over  a  much longer  per iod of  t ime 
and perhaps  more  extens ively  af ter  you look in to  the  jo in t  venture  
ques t ion  tha t  i s  ta rgeted  a t  the  t ransparency issue  i t se l f  wi th  the  
Chinese  government ,  i f  we ' re  ta lk ing economics ,  then i t  seems to  me 
we have to  up the  ante  on the  dol lar  impact .  
 I  would  argue to  you that  NORINCO's  dol lar  impact  was  
s igni f icant ,  to  a t  leas t  make them want  to  ta lk  a  be t ter  game.   The 
ques t ion  of  whether  or  not  i t  was  s igni f icant  enough to  ac tual ly  cease  
the  ac t iv i t ies ,  you say  yourse l f  remains  to  be  seen.   And so  i s  there  
any way we can force  t ransparency not  genera l ly  but  speci f ica l ly  on 
the  prol i fera t ion  ques t ion?   Have we thought  about  i t?  
 MR.  MAHLEY:  Cer ta in ly  we have debated  tha t  ques t ion .   Let  
me go back and c lar i fy  one  point .   The c lear  sanct ions  i ssue  i s  tha t  
they ' re  forbidden f rom doing business  wi th  the  Uni ted  Sta tes  
government .   Now,  I ' l l  have  to  go back and look a t  jo in t  ventures .   So 
tha t  wi l l ,  again ,  I ' l l  ge t  back to  you wi th  tha t . 2 
 But  the  o ther  ques t ion  tha t  I  would  say  i s ,  i s  tha t  can  we force  
t ransparency by doing tha t ,  I  would  go back to  something tha t  Mr.  

 
2 Click here to read Ambassador Mahley’s response regarding sanctions. 
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Sedney sa id  ear l ie r  in  h is  tes t imony.   That ' s  a l l  a  ques t ion  
of  r i sk  because  cer ta in ly  we can pass  laws which are  more  draconian 
and make them hur t  more  in  te rms of  the  U.S.  market .   What  we can ' t  
do  i s  we can ' t  do  tha t  wi th  the  in ternat ional  market .   And the  ques t ion  
you have to  ask  there  in  terms of  today 's  g lobal  economy is  does  tha t  
s imply  dr ive  the  Chinese  to  do the i r  bus iness  e lsewhere  than the  
Uni ted  Sta tes  when we can ' t  ge t  o ther  countr ies  to  impose  the  same 
kind of  prohibi t ions  and therefore  does  tha t  s imply  mean tha t  we ' re  not  
rea l ly  hur t ing  the  Chinese?  
 Now that ' s  rea l ly  a  ques t ion  tha t  the  Commerce  Depar tment  i s  
going to  have to  answer  for  you in  more  deta i l  than I  can  answer  for  
you,  but  I  can  s imply  say  tha t  we have debates  about  tha t  in  the  Uni ted  
Sta tes  execut ive  branch,  and what  we don ' t  do  i s  we don ' t  come to  
c lear  conclus ions  about  i t .  
 COMMISSIONER FIEDLER:  May I  jus t  add a  comment?   
Preempt  Commiss ioner  Reinsch.   We've  a lways  had th is  pol i t ica l  
a rgument ,  which i s  a  pol i t ica l  economic  argument  tha t  i f  we don ' t  do  
bus iness  wi th  them,  somebody e lse  wi l l .   I f  we don ' t  se l l  i t  to  them,  
somebody e lse  wi l l ,  and therefore  we ' l l  lose  the  market  and th is ,  tha t ,  
and the  o ther  th ing.   But  these  are ,  on  the  i ssues  of  prol i fera t ion ,  i t ' s  a  
d i f ferent  level  of  magni tude  in  my view pol i t ica l ly  and economical ly .   
We jus t  don ' t  want  to .  
 I f  somebody e lse  i s  going to  do bus iness  wi th  them,  we ' l l  take  
care  of  tha t  as  a  separa te  problem.   The issues ,  I  th ink tha t  I  would  
l ike  to  cont inue  th is  d iscuss ion off - l ine  i f  you wi l l  on  the  ques t ion  of  
what  these  sanct ions  rea l ly  do and rea l ly  mean,  and whether  or  not ,  we 
can force  some sor t  of  t ransparency by looking a t  companies  tha t  a re  
ext remely  impor tant  to  them especia l ly  s ince  they 've  now determined 
absolute  contro l  companies  and heavyweight  companies  and other  such 
th ings .  
 In  o ther  words ,  i t  i s  a  changing pol i t ica l  and economic  dynamic  
ins ide  China  tha t  our  pol ic ies  ought  to  ref lec t .   Thank you.  
 HEARING COCHAIR REINSCH:  Ambassador  Mahley,  tha t  a lso  
ra ises  the  ques t ion  of  what  are  we doing to  mul t i la tera l ize  the  
sanct ions  tha t  you 've  descr ibed?  
 MR.  MAHLEY:  That 's  pre t ty  easy .   What  we 're  t ry ing to  do 
there  i s  we ' re  t ry ing to  get  obviously  a  number  of  mul t i la tera l  
mechanisms to  work bet ter .  
 We 've  got  the  Miss i le  Technology Control  Regime.   We've  got  
the  Nuclear  Suppl iers  Group.   And China  i s  a  member  of  the  Nuclear  
Suppl iers  Group,  and we 've  got  the  Aust ra l ia  Group.   The di f f icul ty  
wi th  China  i s ,  i s  tha t  again  there 's  a  threshold  in  terms of  the i r  own 
par t ic ipat ion ,  and we aren ' t  convinced tha t  China  has  met  tha t  
threshold  for  the i r  own par t ic ipat ion ,  and so  therefore  they are  not  
members  of  the  Miss i le  Technology Control  Regime.   They are  not  a  



 

 

 
 
 
  

23  
member  of  the  Aust ra l ia  Group.   They ' re  not  a  member  of  the  
Wassenaar  Arrangement  which is  the  one  tha t  deals  wi th  tha t .  
 But  what  you can do is ,  i s  you can wi th  the  imposi t ion  of ,  for  
example ,  “no undercut”  pol ic ies  and some of  the  res t  of  those  ensure  
tha t  when we 've  got  a  problem wi th  the  Chinese  in  terms of  the  
t ransfer  of  mater ia ls ,  tha t  we can therefore  get  o ther  countr ies  to  a lso  
not  t ransfer  those  same mater ia ls  to  China  and to  these  f i rms on the  
bas is  tha t  they are  known prol i fera tors .  
 We have a  case  tha t  we ' re  doing,  jus t  today as  an  anecdote ,  in  
which we are  looking a t  a  par t icular  f i rm in  which they ask  for  a  
commodi ty  which otherwise  would  be  a  t ransferable  commodi ty ,  
l icensable  commodi ty ,  but  we are  refus ing the  l icense  on the  bas is  tha t  
they use  i t  wi th  Chinese  mi l i ta ry  in  the  end.   Once we make that  
refusa l ,  we wi l l  then be  able  to  go to  o ther  countr ies  and make sure  
tha t  they a lso  refuse  to  t ransfer  the  same commodi ty  to  th is  Chinese  
f i rm as  par t  of  the  “no undercut”  pol icy ,  and tha t  therefore  mul t ip l ies  
the  pressure  on the  Chinese .  
 What  i t  doesn ' t  do  i s  i t  doesn ' t  mul t ip ly  the  pressure  on the  
Chinese  in  te rms of  prol i fera t ion  i t se l f .  
 HEARING COCHAIR REINSCH:  That ' s  very  helpful .   I  was  
th inking both  about  tha t ,  but  a lso  a  more  par t icular ized ef for t .   The 
adminis t ra t ion  has  been fa i r ly  aggress ive ,  and I  th ink in  some respects  
effec t ive ,  in  t ry ing to  persuade some of  our  f r iends  and a l l ies  
e lsewhere  in  the  wor ld  to  impose  speci f ic  sanct ions  wi th  respect  to  
companies  tha t  a re  doing bus iness  wi th  I ran  d i rec t ly .  
 Why haven ' t  we done tha t  in  the  Chinese  context  as  wel l ,  t ry  to  
persuade the  Europeans ,  for  example ,  not  to  do bus iness  wi th  the  
Chinese  companies  tha t  we 've  sanct ioned,  jus t  on  a  one-by-one bas is  
outs ide  the  regimes?  
 MR.  MAHLEY:  Let  me backtrack for  jus t  a  second,  too ,  and a lso  
say  one  of  the  o ther  th ings  we have got ten  China  to  do i t se l f  i s  in  the i r  
expor t  cont ro l  laws.   We 've  a t  leas t  got ten  them to  para l le l  the  th ings  
tha t  a re  banned in  some of  these  o ther  regimes ,  even though they ' re  not  
members  of  the  regimes ,  and so  therefore  there 's  a t  leas t  a  cer ta in  
para l le l i sm in  what  they ' re  supposed to  be  doing.  
 Now,  wi th  respect  to  your  d i rec t  ques t ion  about  the  i ssue  of  can 
we go to  o ther  countr ies  and speci f ica l ly  apply  pressure?   We only  
genera l ly  do tha t  through the  regimes .   Cer ta in ly  we have  the  abi l i ty  to  
do  individual  re ta i l  d ip lomacy in  terms of  going to  people  and saying 
we rea l ly  would  apprecia te  i t  i f  you did  not  t rade  wi th  th is  company--  
 HEARING COCHAIR REINSCH:  Exact ly .  
 MR.  MAHLEY:  - -because  they ' re  a  ser ia l  prol i fera tor  and we 
th ink that  what  you ' re  doing,  even though i t ' s  not  banned,  and the  way 
we 're  t ry ing to  do tha t  in  a  more  ins t i tu t ional  fashion i s  wi th  ca tch-
a l l s .   We are  ge t t ing  in to  these  regimes  now catch-a l l  provis ions  tha t  
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say even i f  i t ' s  not  something tha t ' s  on  the  l i s t ,  i f  i t ' s  
something that ' s  going to  the  wrong place ,  you can ban i t .  
 Then i t  becomes a  ques t ion  of  us  providing informat ion on a  
re ta i l  bas is  f rankly  to  the  Europeans  and others  in  terms of  we have 
th is  informat ion and we therefore  want  you to  t ry  to  do tha t .   We do i t .  
 The resul ts  are  mixed.  
 HEARING COCHAIR REINSCH:  Wel l ,  tha t  cer ta in ly  d idn ' t  go  
in  the  d i rec t ion  I  was  hoping i t  would  go.   But  we ' l l  come back to  tha t .  
 Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  Thanks  again  to  both  of  you for  
be ing here  th is  morning.   One of  the  th ings  Commiss ioner  Fiedler  
ment ioned a  minute  ago I  th ink i s  something tha t  i s  a  concern  to  a l l  of  
us ,  and that  i s  how do we make i t  s top?   How do we f ix  th is?  
 We hear  about  the  lack  of  t ransparency.   Mr.  Sedney,  you 
ment ioned the  legal is t ic  explanat ions  for  some of  the  behaviors .   So 
my ques t ion  k ind of  goes  to  mot ivat ion.   With  any behavior ,  you can ' t  
rea l ly  change i t  unt i l  you f igure  out  exact ly  what  the  mot ivat ion  i s  and 
address  i t .  
 I t  seems tha t  the  mot ivat ion  to  prol i fera te  e i ther  nuclear  or  
convent ional  arms has  got  to  be  e i ther  economic  or  mi l i ta ry  or  some 
combinat ion of  the  two.   So we had a  hear ing las t  month  about  energy 
issues ,  and how impor tant  the  energy,  o i l ,  supply  of  o i l  and other  
energy technologies  to  China  i s  so  hugely  impor tant ,  and i t ' s  an  
enormous par t  of  the i r  going-out  s t ra tegy.  
 So my ques t ion  i s  the i r  re luc tance  to  s top  on any prol i fera tors  a t  
whatever  level  in  China ,  wi th in  China ,  i s  tha t  an  economic  decis ion?   
And i f  i t  i s  an  economic  decis ion,  how much is  tha t  re la ted  to  energy?  
 Or  i s  i t  a  mi l i ta ry  decis ion?  Is  i t  pos i t ioning them bet ter  in  the  wor ld?  
 By giving quar ters  to  every  k id  in  the  schoolyard ,  in  case  there 's  any 
kind of  a  problem ever ,  they 've  made f r iends  wi th  a l l  these  regimes?  
So I 'd  be  rea l ly  in teres ted  both  f rom the  d ip lomat ic  and the  defense  
s t ra tegy s ide  what  you see  the i r  mot ivat ion  being,  e i ther  economic ,  
mi l i ta ry  or  something in  be tween? 
 MR.  SEDNEY:  I 'd  maybe take  a  somewhat  s imi lar  l ine  as  I  d id  
in  my answer  to  Commiss ioner  Wessel  and the  answers  are  yes ,  yes ,  
and yes .   The mot ivat ions  tha t  exis t  here  are  a l l  of  the  above,  and they 
take  p lace  in  a  h is tor ica l  context ,  and bel ieve  me,  I 'm not  going to  
g ive  an  h is tor ica l  lec ture  a l though I  might  l ike  to .   I t ' s  a  weakness  I  
have .  
 But  h is tor ica l ly ,  China ,  as  Ambassador  Mahley pointed  out ,  in  
the  area  of  prol i fera t ion  was  much worse .   For  example ,  the  most  sor t  
of  devas ta t ing  example  I  th ink of  this  i s  the  ass is tance  on the  nuclear  
s ide  tha t  the  Chinese  gave to  Pakis tan  over  many decades ,  which we 
worked to  s top,  but  was  very  far  advanced and played a  major  ro le ,  
perhaps  even determining ro le  in  the  Pakis tani  acquis i t ion  of  nuclear  
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weapons .  
 And then the  Pakis tani  nuclear  es tabl ishment  turned around and 
became a  prol i fera tor  i t se l f  to  Nor th  Korea ,  to  Libya,  we know,  
perhaps  to  o ther  countr ies .   So  tha t  was  the  h is tor ica l  background of  
the  Chinese  on th is  was  tha t  they fe l t  no  compunct ions  about  th is  a t  
a l l .   And over  the  las t  severa l  decades ,  they 've  begun to  change and 
the  change has  gone more  quickly  in  some areas  than others .  
 In  the  area  of  nuclear  weapons ,  I  th ink they 've  made some rea l ly  
major  s t r ides  and dur ing the  '90s ,  th is  was  a  huge focus  of  our  work 
wi th  China .   In  the  area  of  o ther  weapons  of  mass  des t ruct ion and 
especia l ly  in  the  area  of  miss i les ,  the  p ic ture  i s  a  lo t  more  mixed,  and 
i t ' s  mixed by country  because  of  exact ly  the  k ind of  fac tors  you 
ment ioned.  
 In  some countr ies ,  i t  i s  a  mixture  of  economic  and mi l i ta ry .   In  
the  case  of  I ran ,  the  country  tha t  I  was  d iscuss ing ear l ier ,  one  of  the  
arguments  tha t  I  th ink not  jus t  we make to  the  Chinese ,  but  I  th ink 
some Chinese  in ternal ly  are  making to  the i r  government  themselves ,  
tha t  China 's  secur i ty  in teres ts  in  the  Middle  Eas t ,  the i r  in teres t  in  
energy s tabi l i ty  in  the  Middle  Eas t ,  a re  not  wel l  served by contr ibut ing  
to  I ran 's  convent ional  mi l i ta ry  capabi l i t ies  because  I ran  and the  ro le  
tha t  i t  p lays  in  tha t  region is  not  one  tha t ' s  pos i t ive  for  s tabi l i ty .  
 And what  China  needs  for  cont inued economic  growth,  for  
cont inued secure  energy suppl ies ,  rea l ly  i s  a  s table  Middle  Eas t ,  not  
one  where  I ran  i s  able  to  be  more  aggress ive .   That  ca lculus  has  been 
changing,  cont inues  to  change,  and I  th ink tha t  we could  impact  i t .  
 The  ca lculus  for  o ther  countr ies  such as  Sudan,  for  example ,  a re  
d i f ferent .   But  the  same in terplay  of  fac tors  are  a t  p lay .   But  c lear ly ,  
China 's  s tanding in  the  wor ld ,  China 's  abi l i ty  to  do bus iness  in  the  
wor ld ,  both  the  bus iness  of  bus iness  and dip lomat ic  bus iness ,  p lays  a  
ro le  as  wel l .   I f  you look a t  China 's  recent  appointment  of  a  Specia l  
Envoy for  Sudan and some of  the  th ings  tha t  China  has  s tar ted  to  say  
on Sudan,  there  was  a  b ig  change on tha t  i ssue  af ter  a  number  of  th ings  
happened.   For  example ,  severa l  candidates  in  the  French e lec t ion  
s tar ted  ta lk ing about  th ings  tha t  might  happen to  China  i f  th ings  d idn ' t  
ge t  be t ter  in  Sudan.  
 The Chinese  pay a t tent ion  to  the i r  in ternat ional  reputa t ion  and i t  
has  to  be  more  than jus t  the  Uni ted  Sta tes  because  in  many ways  we 
carry  I  th ink an  inordinate  share  of  th is  burden in  deal ing  wi th  i t .  
 So  I  wish  I  could  g ive  you a  s t ra ight forward answer  on th is ,  but  
I  th ink i t ' s  very  compl ica ted  and I  th ink i t ' s  changing and I  th ink we 
have  the  capabi l i ty  to  impact  i t ,  both  through sanct ions  but  a lso  
through holding out  of  poss ib le  good outcomes for  the  Chinese .   I  
th ink i t  has  to  be  a  mixture  of  tha t .  
 COMMISSIONER HOUSTON:  Ambassador ,  do  you have 
anything to  add to  tha t  f rom the  d ip lomat ic  perspect ive?  
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 MR.  MAHLEY:  Only  to  say  tha t  I  can ' t  emphasize  too  much 
the  accuracy of  what  Mr.  Sedney has  sa id  in  the  sense  tha t  i t  i s  a  
mixed bag.   I t ' s  a  complex in terac t ion .   Some places  i t ' s  an  economic  
ques t ion .   Some places  i t ' s  pure  oppor tunism on the  par t  of  some f i rms.  
 Some places  i t ' s  because  the  Chinese  PLA has  a  v iew that  they rea l ly  
want  to  he lp  some mil i ta ry  capabi l i t ies  occur  some places  tha t  we 
would  l ike  to  not  seem them happen,  and when that  happens ,  tha t ' s  
probably  the  most  d i f f icul t  one  for  us  to  overcome a t  a l l .  
 But  you have to  analyze  i t  on  a  case-by-case  bas is  a lmost ,  and 
tha t  ge ts  very  compl ica ted .  
 COMMISSIONER HOUSTON:  Which I  guess  i s  the  chal lenge 
tha t  you have to  do tha t .   From our  perspect ive  you ' re  approaching i t  
in  a  pa tchwork approach then ra ther  than sor t  of  a  b lanket  approach.  
 MR.  MAHLEY:  Yes .   In  terms of  what ' s  e f fec t ive .  
 MR.  SEDNEY:  I  would  l ike  to  say  targeted  ra ther  than 
patchwork,  but  yes .   A di f ferent ia ted  approach.  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much and thank 
you to  both  of  you for  being here .   I ' l l  echo Commiss ioner  Wortze l ,  
thank you a lso  for  your  service  to  our  nat ion .   I  know that  people  who 
serve  overseas  of ten  make a  lo t  of  sacr i f ices .   Mr.  Sedney,  f ive  years  
apar t  f rom your  wife  and the  res t  of  your  family  i s  a  sacr i f ice  tha t  I  
th ink i s  more  then many other  people  have made.   So thank you very  
much for  doing i t .   I  hope your  reent ry  and adjus tment  goes  wel l .  
 I  want  to  fo l low up a  l i t t le  b i t  wi th  what  Commiss ioner  Houston 
was  asking.   I  unders tand we don ' t  unders tand i t - -but  the  nature  of  the  
re la t ionship  between the  Chinese  government  and the  companies ,  some 
of  which are  s ta te-owned enterpr ises ,  some of  which are  s ta te-
aff i l ia ted  enterpr ises ,  and some of  which are  purpor tedly  pr ivate ,  
though I 'm s t i l l  t ry ing to  unders tand how pr ivate ly  held  companies  in  
China  are .  
 We have heard  re la t ive ly  recent ly  about  the  poss ib le  tens ion,  
par t icular ly  in  the  case  of  Sudan,  tha t  the  Chinese  government  i s  be ing 
put  in  an  embarrass ing and di f f icul t  publ ic  re la t ions  pos i t ion  around 
the  wor ld  because  of  the  ac t iv i t ies  in  Sudan and tha t  i t  might  not  have  
the  k ind of  control  over  the  Chinese  o i l  companies  tha t  a re  
par t ic ipa t ing  there .   I t  might  or  i t  might  not .  
 But  the  poss ib i l i ty  of  increas ing tens ion between companies  and 
the  s ta te  as  the  companies  pursue  prof i t  and tha t  the  s ta te  has  o ther  
in teres ts .   Could  you jus t  explore  tha t  a  l i t t le  b i t  more .   Does  tha t  
provide  leverage  for  us  in  t ry ing to  deal ,  ge t  the  Chinese  government  
to  handle  these  companies  tha t  a re  prol i fera t ing?  
 MR.  MAHLEY:  Again ,  I  would  argue  on tha t  ques t ion  i t ' s  a  yes  
and a  no,  and i t  i s  one  of  those  th ings  in  which you have to  in  one  
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respect  unders tand the  complexi ty  of  China  as  a  whole .   I 'm 
probably  not  the  bes t  person a t  the  table  here  to  answer  th is  ques t ion ,  
but  I 'm on tha t  l ine .  
 The d i f f icul ty  i s ,  i s  tha t  China  gets  very  embarrassed about  the  
fac t  tha t  i t  can ' t  do  some th ings  and a t  the  same t ime,  i t ' s  a lso  the  case  
tha t  i t ' s  a  very  b ig  country  wi th  a  lo t  of  dynamism out  there ,  and there  
are  th ings  tha t  go  on tha t  the  government  doesn ' t  know about .   Now,  
the  problem we have in  t ry ing to  deal  wi th  tha t  and to  t ry  to  ge t  the  
government  to  do something about  i t  i s  tha t  when you go to  the  
government  and say look a t  what  these  bums are  doing tha t  you don ' t  
know about ,  tha t  you rea l ly  ought  to  s top ,  you run in to  a  b lank wal l  
f requent ly  because  the  Chinese  government  i s  unwil l ing  to  admit  tha t  
i t  doesn ' t  know what 's  going on out  there  and therefore  tha t  there  i s  
something tha t  i t  ought  to  go out  and s top.  
 Now,  then,  you’ve  got  to  convince  them that  i t  rea l ly  i s  wor th  
s topping,  then you 've  got  to  be  able  to  s tand back and s tand as ide  for  a  
l i t t le  b i t  unt i l  they f ina l ly  get  a round to  doing something about  i t .   
That ' s  why you get  very  mixed resul ts  because  you can never  te l l  or  a t  
leas t  I  can ' t  ever  te l l  in  my deal ings  wi th  them about  whether  or  not  
th is  i s  something in  which they rea l ly  don ' t  know what 's  going on and 
they are  then going to  do something once  they get  the  s tory  f igured out  
or  whether  they perfec t ly  wel l  know what 's  going on and are  going to  
use  tha t  as  an  excuse  to  not  do  something tha t  they didn ' t  want  to  do to  
begin  wi th .  
 How to  predic t  the  way to  t ry  to  break tha t  to  ge t  be t ter  resul t s  
uni formly across  the  board  i s  f rankly  jus t  beyond my abi l i ty  to  predic t  
a t  leas t .  
 CHAIRMAN BARTHOLOMEW:  Ambassador  Mahley,  though,  
somet imes  i t ' s  an  excuse  and somet imes i t ' s  an  explanat ion .   One of  the  
ques t ions  tha t  a  number  of  us  have had is  every  t ime a  new agreement  
i s  s igned,  i f  essent ia l ly  we ' re  be ing to ld  the  Chinese  government  
doesn ' t  have  the  power  or  the  abi l i ty  or  the  wi l l ingness  to  implement  
the  agreements ,  then what  i s  the  value  of  the  agreements  in  the  f i rs t  
p lace?  
 In  o ther  words ,  what  you do-- take  credi t  for  the  Chinese  s igning 
yet  another  agreement  and a t  the  same t ime when people  say  but  what  
about  implementa t ion ,  then i t ' s  the ,  wel l ,  implementa t ion  i s  a  l i t t le  b i t  
d i f f icul t?   So we 're  a t  the  s tage  where  i t ' s  l ike  we can ' t  have  i t  both  
ways .  
 MR.  MAHLEY:  I t ' s  my exper ience ,  a t  leas t ,  they don ' t  s ign  
agreements  tha t  they ' re  s imply  t ry ing to  s ign  something which they ' re  
b la tant ly  going to  go out  and ignore  then.   What  you ' re  t ry ing to  do is  
to  put  in  p lace  a  f ramework by which they can f ind  themselves  means  
to  opera te  in  an  acceptable  fashion for  the  in ternat ional  communi ty  
and for  jo in t  in teres ts  and therefore  to  t ry  to  in  some ways  gain  an  
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educat ional  aspect  as  wel l  as  everything e lse .  
 So,  in  tha t  sense ,  another  agreement  i s  useful  because  i t  g ives  
the  Chinese  something e lse  in  language which they 've  agreed to  and in  
fashions  which they 've  agreed to  which they can now use  as  a  means  of  
d i rec t ing  the i r  behavior .   And I  would  have  to  say  I  don ' t  cons ider  tha t  
to  be  a  s tep  backward when we do that .  
 CHAIRMAN BARTHOLOMEW:  Presuming,  of  course ,  tha t  they 
want  to  s top  the  behavior?  
 MR.  SEDNEY:  I f  I  can add a  l i t t le  b i t  jus t  br ief ly  f rom my 
background of  working wi th  the  Chinese .  
 HEARING COCHAIR REINSCH:  Br ief ly .  
 MR.  SEDNEY:  I  th ink there  are  many Chinese  in  the  Chinese  
government  a t  very  h igh levels  who do want  to  do something about  
th is .   But  there  are  a lso  o thers  in  o ther  bureaucracies ,  somet imes  
compet ing bureaucracies ,  who don ' t .  
 I  th ink i t ' s  essent ia l ly  a  cont inuing bat t le .   The t rend has  been 
pos i t ive ,  but  i t  cont inues  to  be  a  d i f f icul t  i ssue  wi th in  the  Chinese  
government .   As  I  sa id  before ,  we 've  seen some rea l ly  s igni f icant  
progress  in  areas  such as  nuclear  i ssues  over  the  decades ,  but  in  o ther  
areas  we haven ' t .   Cer ta in ly  there  are  p laces  l ike  tha t  I  ment ion in  my 
wri t ten  tes t imony,  Zibo,  a  c i ty  in  China  which a lmost  dominates  the  
g lass- l ined reactor  vesse l  bus iness  in  the  wor ld .   These  are  p ieces  of  
equipment  tha t  are  useful  for  a  wide var ie ty  of  chemical  appl ica t ions  
inc luding,  of  course ,  the  product ion of  agents  re la ted  to  chemical  
weapons .  
 There  are  a  number  of  companies  in  tha t  c i ty  who do business  
around the  wor ld ,  and some of  them,  and one  in  par t icular  tha t  we 
sanct ioned and we sanct ioned repeatedly  i s ,  qui te  f rankly ,  an  
embarrassment  to  tha t  c i ty .   Shining a  l ight  on  tha t  c i ty 's  inabi l i ty  to  
contro l  tha t  par t icular  company I  th ink wi l l  he lp  us  in  te rms of  
regula t ing  what  happens  to  tha t  company because  the  cent ra l  
government  of ten  doesn ' t  have  the  reach to  get  down to  some of  these  
smal l  companies  unless  they make the  decis ion to  go and,  as  
Commiss ioner  Wortze l  sa id ,  a t  th ings  the  way they do wi th  the  
In ternet ,  but  those  are  th ings  tha t  they see  as  going di rec t ly  to  the  
safe ty  and secur i ty  of  the i r  country .  
 I  can ' t  say  tha t  there 's  been no progress .   There 's  been a  lo t  of  
progress  and I  th ink we have a  b ig  ro le  to  p lay  in  tha t .   Sorry .  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Videnieks .  
 COMMISSIONER VIDENIEKS:   Good morning,  gent lemen.   A 
very  s imple  ques t ion.   How do the  two depar tments  def ine  
prol i fera t ion?   And two,  where  does  PRC rank in  the  wor ld  both  in  
terms as  a  percentage  of  GDP and absolute ly  as  a  prol i fera tor  or  
t ransfer  or  of  sa les?   That ' s  bas ica l ly  the  ques t ion  I  have .   I s  there  a  
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dif ference  between the  way the  two depar tments  def ine  
prol i fera t ion?  
 MR.  SEDNEY:  I  don ' t  know of  any di f ference  in  the  way we 
def ine  prol i fera t ion .  
 COMMISSIONER VIDENIEKS:   How would we def ine  
prol i fera t ion?   What  i s  prol i fera t ion?   I  heard  the  words  " t ransfer"  
sa id ,  a  "sa le ."   Can we def ine  the  term? 
 MR.  MAHLEY:  I 'm going to  t ry  to  not  make i t  l ike  the  o ld  
Supreme Cour t  Jus t ice ,  "you know i t  when you see  i t . "   But  I  guess  I  
would  def ine  prol i fera t ion  as  the  spreading or  t ransfer  of  capabi l i t ies  
or  the  technology and knowledge to  suppor t  capabi l i t ies  of  the  
par t icular ly  product ion of  weapons  of  mass  des t ruct ion ,  but  a lso  of  the  
enhancement  of  mi l i ta ry  capabi l i t ies  to  areas  tha t  d id  not  previous ly  
possess  i t  and par t icular ly  in  which we do not  have  a  c lear  indica t ion  
tha t  i t  wi l l  be  responsibly  used once  i t  i s  acquired .  
 COMMISSIONER VIDENIEKS:   Thank you.   Any addi t ion  to  
tha t?  
 MR.  SEDNEY:  I  th ink we have the  same def in i t ion  of  
prol i fera t ion ,  and I  th ink on tha t  i ssue  we work very  c lose ly  together .  
 COMMISSIONER VIDENIEKS:   The second point ,  where  does  
China  both  absolute ly  and as  a  percentage  of  GDP in  terms of  
t ransfers ,  to  the  extent  tha t  i t ' s  t ransparent ,  what  we know? 
 MR.  SEDNEY:  There 's  prol i fera t ion  that  occurs  f rom 
everywhere .   There 's  prol i fera t ion  tha t  occurs  f rom companies  in  the  
U.S.   That ' s  why we have laws and we sanct ion and we prosecute  f i rms 
in  the  U.S.  
 COMMISSIONER VIDENIEKS:   In  th is  case ,  as ide  f rom U.S. ,  
PRC bas ica l ly?   Where  does  PRC s tand global ly  i f  one  were  to  rank 
prol i fera tors?  
 MR.  MAHLEY:  There  are  a  couple  ways  I  would  t ry  to  parse  
tha t  ques t ion  in  terms of  responding to  i t .   The  f i rs t  i s ,  i s  tha t  the  
quant i ty  and,  for  ins tance ,  dol lar  va lue  of  prol i fera t ing  i tems,  and I 'm 
not  sure  where  I  would  rank China  absolute ly  on tha t  bas is  because  
again  i t ' s  a  ques t ion  of  where--wel l ,  in  one  respect ,  i t ' s  a  ques t ion  of  
what  don ' t  you know that  you ' re  t ry ing to  evaluate  because  
prol i fera t ion  ac t iv i t ies  tha t  we know about ,  we t ry  to  s top .  
 One of  the  th ings  tha t  we are  concerned about  i s  the  fac t  tha t  
there  are  prol i fera t ion  ac t iv i t ies  we don ' t  know about ,  and so  therefore  
once  we then f ind out  about  those ,  we then t ry  to  t race  i t  back and t ry  
to  f igure  out  where  i t  came f rom,  but  tha t ' s  again  an  af ter - the-fac t  
point ,  and I  don ' t  th ink anything I  say  would  be  current  on  tha t .  
 I  would  say  probably  s imply  by i t s  magni tude  tha t  China  i s  s t i l l  
despi te  any progress  tha t  they 've  made cer ta in ly  in  the  top  s ix  or  seven 
prol i fera tors  in  the  wor ld  in  te rms of  the  quant i ty  of  mater ia l  tha t  ge ts  
out  of  China  to  p laces  tha t  we would  prefer  tha t  i t  not  go .  
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 In  te rms of  both  i f  you take  an  a t t i tudinal  look a t  i t ,  in  te rms 
of  t ry ing to  rank prol i fera tors ,  I  would  say  tha t  I  would  a t  leas t  
probably  put  China  down in  the  second quar t i le  or  probably  about  11th  
or  12th  in  the  wor ld ,  but  tha t ' s - -  
 COMMISSIONER VIDENIEKS:   That  would  be  in  aggregate  
terms,  you ' re  saying?   Or  percent?  
 MR.  MAHLEY:  In  a t t i tudinal  te rms,  yes .  
 COMMISSIONER VIDENIEKS:   At t i tudinal?  
 MR.  MAHLEY:  Yes .  
 COMMISSIONER VIDENIEKS:   Okay.    
 MR.  MAHLEY:  But  tha t  second one is  pure  guess  on my bas is .   
Don ' t  misunders tand that  for  anything tha t  looks  l ike  a  government  
opinion.  
 COMMISSIONER VIDENIEKS:   But  one  could  say ,  then,  tha t  we 
don ' t  rea l ly  know and there  are  var ious  judgments  as  to  where  they 
s tand global ly?  
 MR.  MAHLEY:  That  i s  correc t .   I t ' s  a  subjec t ive  judgmenta l  
assessment .  
 COMMISSIONER VIDENIEKS:   Si r ,  any addi t ional  comments?  
 MR.  SEDNEY:  I  would  agree  wi th  Ambassador  Mahley.   I  don ' t  
have  any di f ferent  v iew.  
 COMMISSIONER VIDENIEKS:   Thank you both .  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Brookes .  
 COMMISSIONER BROOKES:   Thank you.   Thank you both  for  
appear ing today.   I  had a  quick  ques t ion .   I  not iced in  Ambassador  
Mahley 's  wr i t ten  comments  here  something tha t  caught  my eye ,  and i t ' s  
not  a  gotcha  ques t ion .   I t ' s  on  page  three ,  and where  you say tha t  
China 's  nonprol i fera t ion  record  i s  improving,  but  there  appears  to  have  
been some sor t  of  lack of  compl iance  wi th  U.N.  Secur i ty  Counci l  
resolut ions ,  and I  be l ieve  you ' re  regarding the  ones  above as  re la ted  to  
Nor th  Korea  and I ran .  
 This  i s  a t  the  bot tom of  the  page.  
 MR.  MAHLEY:  Right .  
 COMMISSIONER BROOKES:   There  were  some cont inued 
outs tanding concerns .   Did  I  read  tha t  correc t ,  tha t  there  have  been,  so  
wi th in  the  las t  year ,  to  your  knowledge,  there  have  been viola t ions  of  
these  U.N.  Secur i ty  Counci l  resolut ions  by the  Chinese  s ince  the  Nor th  
Korean one  goes  back to  about  the  fal l ,  and then the  o ther  one ,  the  I ran  
sanct ions  I  be l ieve  are  December?   Am I  reading tha t  correc t ly ,  tha t  
there  have  been vio la t ions  of  those  U.N.  Secur i ty  Counci l  resolut ions  
by the  Chinese  s ince  they were  implemented,  passed by the  U.N.  
Secur i ty  Counci l?  
 MR.  MAHLEY:  There  have been t ransfers  which we have 
addressed wi th  the  Chinese  in  which we bel ieve  tha t  the  t ransfers  were  
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not  permit ted  by U.N.  Secur i ty  Counci l  Resolut ion 1737 and 
1747.  
 COMMISSIONER BROOKES:   What  about  1718?  
 MR.  MAHLEY:  1718,  I  do  not  know of  any ins tances  involving 
the  Chinese  over  the  las t  year .  That ' s  a  d i f ferent  i ssue .  
 COMMISSIONER BROOKES:   So as  regards  to  Nor th  Korea ,  
none,  but  some as  regards  to  I ran?  
 MR.  MAHLEY:  Correct .   And the  argument  f rankly  that  we have 
had wi th  the  Chinese  on the  par t icular  ins tances  tha t  I 'm aware  of  are  
arguments  in  which the  Chinese  are  arguing tha t  these  are  not  
prohibi ted  by the  U.N.  Secur i ty  Counci l  resolut ions  because  the  U.N.  
Secur i ty  Counci l  resolut ions  are  not  b lanket .   They are  focused 
resolut ions ,  and we bel ieve  tha t  the  mater ia ls  involved are  th ings  tha t  
ought  to  be  banned under  1737 and 1747 and the  Chinese  d isagree  wi th  
tha t .  
 COMMISSIONER BROOKES:  Can you te l l  us  what  those  
mater ia ls  or  equipment  are?  
 MR.  MAHLEY:  In  th is  c i rcumstance ,  I  cannot ,  no .  
 COMMISSIONER BROOKES:   Okay.   Mr.  Sedney,  do you have 
anything to  add to  tha t?  
 MR.  SEDNEY:  I  th ink i t  goes  a long wi th  the  comments  we 
descr ibed ear l ie r ,  the  Chinese  approach to  th is  i s  what  I  ca l l  a  
legal is t ic  one .   In  o ther  words ,  they t ry  and parse  the  exact  words  
ra ther  than ac t ing  in  the  spi r i t  of  these ,  and so  jus t  the  fac t  tha t  we 
have these  d iscuss ions  wi th  the  Chinese  over  whether  th is  i s  a l lowed 
or  not  a l lowed,  very  c lear ly  the  t ransfers  tha t  Ambassador  Mahley is  
ta lk ing about  are  th ings  tha t  a re  not  consis tent  wi th  the  spi r i t  of  those  
U.N.  resolut ions  and the  purpose  and in tent  of  them.  
 COMMISSIONER BROOKES:   So the  Chinese  acknowledge these  
t ransfers  tha t  you 've  confronted  them with  which we don ' t  have  any 
speci f ics  on  in  th is  forum? 
 MR.  MAHLEY:  That  i s  correc t  I  mean that - -  
 COMMISSIONER BROOKES:   They acknowledge them? 
 MR.  MAHLEY:  - - the  t ransfers  involved,  the  Chinese  have not  
denied  occurred .   The issue  was  an argument  about  whether  or  not  
these  would  have been banned by 1737 and 1747.  
 COMMISSIONER BROOKES:   And I  assume that  these  are  
re la ted  to  the  I ranian  nuclear  program? 
 MR.  MAHLEY:  Not  necessar i ly ,  s i r .  
 COMMISSIONER BROOKES:   Can you te l l  us  which programs?  
 MR.  MAHLEY:  They might  wel l  be  involved wi th  the  I ranian  
miss i le  program as  wel l  as  the  I ranian  nuclear  program.  
 COMMISSIONER BROOKES:  Okay.   Could  you provide  
informat ion to  our  s taf f  a t  the  c lass i f ied  level  on  th is  because  th is  
would  be  in teres t ing  for  us  to  know?  There 's  ways  tha t  we can do tha t ;  
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r ight?  
 CHAIRMAN BARTHOLOMEW:  We can get  a  br ief ing.   I  th ink 
might  be  the  way to  do that .  
 COMMISSIONER BROOKES:   Okay.   I 'd  l ike  a  l i t t le  b i t  more  
speci f ics ,  but  the  bot tom l ine  here ,  I  don ' t  want  to  character ize  your  
words ,  but  the  fac t  i s  tha t  you bel ieve  wi th in  the  las t  year ,  the  Chinese  
have  v io la ted  these  two Secur i ty  Counci l  resolut ions  regarding I ran 's  
nuclear  and miss i le  programs s ince  implementa t ion  of  1737 and 1747?  
 MR.  MAHLEY:  I  would  say  tha t  v io la t ion  i s  a  very  s t rong term.  
I  would  say  tha t  they have made t ransfers  which we would  have 
chal lenged under  those  resolut ions .  
 COMMISSIONER BROOKES:   Okay.   Thank you very  much.  
 HEARING COCHAIR REINSCH:  Thank you.   I  would  jus t  add 
tha t  the  Commiss ion has  had a  couple  br ief ings  on th is  a t  the  c lass i f ied  
level ,  and we have some informat ion a l ready.   I  th ink what  we ' l l  do  i s  
f igure  out  i f  those  br ief ings  have been responsive  to  Commiss ioner  
Brookes '  ques t ion,  and i f  they have,  we ' l l  ge t  tha t  informat ion to  h im 
di rec t ly .   I f  they haven ' t ,  we ' l l  ask  you for  some more  informat ion,  and 
then we ' l l  go  f rom there  and see  what  happens .  
 Let  me take  a  couple  minutes  to  re turn  to  the  ques t ion  of  regime 
s ince  Ambassador  Mahley ra ised  them.   They don ' t  be long to  the  
MTCR or  the  Aust ra l ia  Group.   Do we want  them to?   And what  are  we 
doing to  persuade them to  i f  we do want  them to?  
 MR.  MAHLEY:  Fi rs t  of  a l l ,  they want  to .   They have  appl ied  for  
membership .    
 HEARING COCHAIR REINSCH:  In  both?  
 MR.  MAHLEY:  Yes .  
 HEARING COCHAIR REINSCH:   They 've  appl ied  for  
membership  in  the  MTCR? 
 MR.  MAHLEY:  Yes .   And the  answer  i s ,  i s  tha t  we have a  se t  of  
cr i te r ia  which we bel ieve  tha t  they need to  meet  before  we ' re  going to  
be  prepared to  a l low them in to  tha t  organiza t ion .   And we keep 
encouraging them very  s t rongly  in  b i la tera l  d iscuss ions  to  do the  
th ings  tha t  we th ink would  be  necessary  in  order  to  do tha t ,  and as  
soon as  they have done tha t ,  then I  th ink we would  be  prepared to  
welcome them in to  the  organiza t ion .  
 HEARING COCHAIR REINSCH:  And thei r  response  has  been to  
begin  to  under take  those  th ings  or  to  argue  tha t  they don ' t  need to  in  
order  to  jo in?  
 MR.  MAHLEY:  Their  response  has  been in  a  couple  of  ins tances  
to  say  tha t  they aren ' t  sure  tha t  they can do those  th ings ,  tha t  we ' re  
asking them to  do the  imposs ib le ,  in  which case  we say we ' l l  be  happy 
to  te l l  you how you might  be  able  to  do th is  i f  you 'd  l ike  to  get  some 
t ra in ing f rom us .  
 But  the  o ther  par t  i s ,  i s  tha t  there  are  some cases  in  which there  
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are  some ins tances  in  which they have argued tha t  they have  met  
the  cr i te r ia .   We have indica ted  why we do not  be l ieve  tha t  to  be  the  
case ,  and so  therefore ,  we ' l l  cont inue  to  work on that  bas is .  
 HEARING COCHAIR REINSCH:  And the  cr i te r ia  in  genera l  a re  
the i r  abi l i ty  to  pol ice  themselves ;  i s  tha t  rea l ly  what  we ' re  focused on 
or  ge t t ing  necessar i ly  laws in  p lace  or  implementa t ion  processes  in  
p lace?  
 MR.  MAHLEY:  Again ,  a t  th is  level ,  I  can ' t  g ive  you the  speci f ic  
cr i te r ia ,  but  I  can  say  genera l ly  tha t  the  i ssue  i s ,  i s  tha t  we expect  
them to  demonst ra te  both  the i r  abi l i ty  to  fu l ly  implement  a l l  of  the  
e lements  of  the  regime,  which would  inc lude ,  for  example ,  the  abi l i ty  
to  ban the  expor t  of  a l l  the  k inds  of  th ings  tha t  they ' re  supposed to  ban 
the  expor t  of  under  the  regime.  
 And as  I  ment ioned before ,  as  a  mat ter  of  fac t ,  tha t  i s  something 
they have done in  terms of  making a  roughly  para l le l  se t  of  expor t  
cont ro l  regula t ions  for  both  the  Aust ra l ia  Group and the  Miss i le  
Technology Control  Regime.  
 But  a lso  i t  involves  a  ques t ion  tha t  we have good conf idence  tha t  
they wi l l ,  indeed,  ac tual ly  enforce  those  ac t iv i t ies  so  tha t  in  addi t ion  
to  having them on the  books ,  they wi l l  ac tual ly  not  prol i fera te  those  
mater ia ls .  
 HEARING COCHAIR REINSCH:  Okay.   Let  me then ask--maybe 
Mr.  Sedney is  a  more  appropr ia te  person to  ask  in  th is  case--you 
decide  between you-- the  same se t  of  ques t ions  wi th  respect  to  the  
Wassenaar  Arrangement .   Do we want  them in?   Are  we having 
discuss ions  wi th  them?  Have they appl ied  in  tha t  case?  
 MR.  SEDNEY:  The Wassenaar  Arrangement  i s  an  organiza t ion  
tha t  again  the  Sta te  Depar tment  i s  responsible  for .    
 HEARING COCHAIR REINSCH:  So you ' re  dropping i t  on  him.  
 MR.  SEDNEY:  That ' s  based on my pas t  knowledge f rom having 
worked in  the  Sta te  Depar tment  in  the  pas t .   But  maybe Ambassador  
Mahley would  be  the  correc t  person to  answer  on th is .  
 MR.  MAHLEY:  I  was  going to  say  the  answer  in  the  f i rs t  
ins tance  i s  no ,  they have  not  appl ied  for  membership  in  the  Wassenaar  
Arrangement .   The answer  in  the  second ques t ion  i s  tha t  the  Wassenaar  
Arrangement  in  the  convent ional  arena  i s  a  p lace  in  which we again  
would  l ike  to  have  the  Chinese  coordinate  the i r  pol ic ies ,  but  unt i l  they 
have got ten  coordinated  pol ic ies ,  I  don ' t  th ink we 're  going to  be  asking 
them to  jo in  the  organiza t ion  and the  ar rangement ,  and there  were  
o ther  in ternal  pol i t ica l  reasons  wi th  the  Wassenaar  Arrangement  why 
that  would  not  necessar i ly  be  a  propi t ious  th ing to  do.  
 Remember ,  a l l  of  those  regimes  opera te  on consensus .   So tha t  
i t ' s  not  only  us  but  a  number  of  o ther  people  tha t  have  got  to  ge t  in  
a l ignment  wi th  tha t .  
 HEARING COCHAIR REINSCH:  I  unders tand tha t .   I 'm tempted 
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to  pursue  tha t ,  but  le t  me ask  Mr.  Sedney a  re la ted  ques t ion .   You 
spoke in  your  tes t imony about  convent ional  weapons ,  which re  an  
e lement  of  Wassenaar  a long wi th  dual  use .   I t  seemed to  me f rom your  
descr ip t ion ,  and correc t  me i f  I 'm wrong,  tha t  the  i ssue  here  i s  not  so  
much an  argument  about  whether  or  not  they fu l f i l led  the i r  obl iga t ions ,  
but  an  argument  over  whether  they ' re  pursuing the  pol icy  tha t  we 
would  l ike  them to  pursue  and they appear  not  to  be .  
 I t  seems to  me tha t  i f  they were  in  Wassenaar ,  wouldn ' t  tha t  he lp  
on the  convent ional  weapons  f ront?  
 MR.  SEDNEY:  I t  would  help ,  but  the  threshold  ques t ion  here ,  
and I  agree  very  much wi th  Ambassador  Mahley on th is ,  i s  the  Chinese  
a t t i tude  and the i r  a t t i tude  i s  the  evidence  by the  ac tual  pol ic ies  they 
carry  out .   The Wassenaar  Arrangement ,  as  Ambassador  Mahley 
descr ibed i t ,  i s  a  consensual  regime.   I t ' s  a  consensual  regime of  l ike-
minded countr ies ,  and I  th ink tha t ' s  rea l ly  where  we have the  problem,  
both  wi th  the  Wassenaar  and perhaps  wi th  the  MTCR,  l ike-minded 
countr ies .  
 For  China  to  get  to  the  p lace  where  we would  fee l  comfor table  
wi th  i t  be ing a  l ike-minded country  in  these  prol i fera t ion  regimes ,  
there  s t i l l  i s  a  way to  go inc luding very much the  i ssue  of  t ransparency 
of  the i r  enforcement  ac t iv i t ies ,  ef fec t iveness  of  the i r  enforcement  
ac t iv i t ies .  
 Chair  Bar tholomew,  you ra ised  the  i ssue  of  the  wor th  of  having 
China  be  in  regimes ,  and we agree  wi th  tha t .   We only  want  China  to  
be  in  regimes  when that  improves  the  funct ioning of  the  regime and 
improves  China 's  performance.   Again  to  speak personal ly--because  
th is  i s  a  Sta te  Depar tment  i ssue-- I  th ink in  both  those  regimes  China  
s t i l l  has  a  way to  go before  i t  meets  tha t  c r i te r ia  of  be ing essent ia l ly  a  
l ike-minded country .  
 MR.  MAHLEY:  I  would  agree  wi th  tha t .  
 HEARING COCHAIR REINSCH:   Thank you.   Now,  we 've  
completed  the  f i rs t  round.   Four  commiss ioners ,  Blumenthal ,  Wortze l ,  
F iedler  and Wessel ,  have  indica ted  they have some addi t ional  
ques t ions .  I f  you can conf ine  yourse l f  to  one  or  two,  we ought  to  be  
able  to  f i t  everybody in .   And so  we ' l l  go  in  the  order  tha t  I 've  been 
informed that  they have  ques t ions  which means  we ' l l  s tar t  wi th  
Commiss ioner  Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you both  and thank 
you for  taking so  much t ime wi th  us .   I  know you have impor tant  jobs  
to  do.   This  ques t ion  of  mot ivat ions  tha t  we touched on,  tha t  we th ink 
tha t  the  denuclear iza t ion  of  Nor th  Korea  and I ran  are  the  c lear  and 
present  dangers ,  but  the  Chinese  perhaps  may not ,  would  l ike  them to ,  
but  perhaps  they have o ther  mot ivat ions ,  perhaps  they have h igher  
pr ior i t ies ,  perhaps ,  as  we ta lked about  before ,  they bel ieve  tha t  the  
r i sks  of  taking ac t ion  are  grea ter  than the  r i sks  of  inact ion .  
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 But  cer ta in ly  we have the  power  to  reshape the i r  
r i sk /benef i t  analys is .   In  the  case  of  Nor th  Korea ,  I ' l l  jus t  use  one  
example .   The Banco Del ta  Asia  case ,  i t ' s  my unders tanding the  
Chinese  banking sys tem was  somewhat  concerned that  we would  s tar t  
to  go  af ter  the  banking sys tem in  genera l  throughout ,  not  only  in  
Macao,  but  in  China ,  anyone who was  a  money launder ing concern ,  and 
i t ' s  my unders tanding tha t  they ac tual ly  were  provided some 
mot ivat ion ,  le t ' s  say ,  to  re th ink the  r i sk /benef i t  analys is  on  taking 
ac t ion  wi th  respect  to  China .  
 I  wonder  g iven the  extent  we went  to  to  f ind  a  way to  get  the  
money f rom Banco Del ta  Asia  back to  the  Nor th  Koreans ,  no  pr ivate  
bank in  the  wor ld  would  take  the  money,  so  we had to  go through our  
Federa l  Reserve  System,  I  wonder  i f  i t  i s  in  both  of  your  opinions ,  i t ' s  
going to  be  more  d i f f icul t ,  a f ter  we went  around the  wor ld  t ry ing to  
convince  o ther  countr ies  to  take  ac t ion  agains t  the i r  own banks  or  
o ther  banks  tha t  a re  launder ing money and involved in  prol i fera t ion ,  i f  
now that  we 've  taken such s t rong ac t ion  to  go back and give  the  Nor th  
Koreans  back the i r  laundered money,  i f  we want  to  se t  about  crea t ing  
the  r ight  types  of  mot ivat ions  once  again  for  the  Chinese  or  o ther  
countr ies  wi th  respect  to  sanct ioning I ran  and North  Korea ,  how much 
more  d i f f icul t  i s  tha t  going to  be  now? 
 Have we rea l ly  taken a  credibi l i ty  h i t  when we go back and say 
tha t  tha t  bank is  no  longer  a  concern?  
 MR.  SEDNEY:  I 'm guess ing that  for  both  of  us  th is  i s  a  b i t  out  
of  our ,  or  fa i r ly  far  out  of  our  areas  of  responsibi l i ty .   In  terms of  the  
overa l l  h i t  on  credibi l i ty ,  I  don ' t  see  tha t  r ight  now.   I  th ink tha t  the ,  
as  we sa id  and as  the  adminis t ra t ion  has  sa id ,  the  resumpt ion of  the  
Six-Par ty  ta lks ,  we have a  heads  of  de legat ion meet ing scheduled in  
Bei j ing  for  next  week,  I  be l ieve .   That ' s  something tha t  we bel ieve  
holds  a  prospect  for  forward movement  towards  the  denuclear iza t ion  of  
the  Korean peninsula .  
 We are  put t ing  a  huge amount  of  ef for t  and suppor t  to  i t .   We in  
the  Depar tment  of  Defense  wi l l  have  somebody who wi l l  be  
accompanying Ambassador  Hi l l  to  the  heads  of  de legat ion meet ing.  
 VICE CHAIRMAN BLUMENTHAL:  Yes .  
 MR.  SEDNEY:  So we 're  moving forward for  tha t .   In  terms of  
the  broader  impact  on  the  f inancia l  sys tem,  I 'd  have  to  say  tha t  I 'm not  
qual i f ied  to  do tha t .  
 VICE CHAIRMAN BLUMENTHAL:  Let  me put  a  f iner  point  on  
i t .   Wouldn ' t  i t  be  d i f f icul t  now to  go to  countr ies  and say  p lease  
fo l low us  in  c leaning up your  own banks  and sanct ioning banks  tha t  
are  us ing money for  prol i fera t ion  purposes  now that  af ter  we went  
through that  ef for t  one  t ime,  we essent ia l ly  l i f ted  tha t  a l l  together  in  a  
way that ,  again ,  no  pr ivate  bank in  the  wor ld  would  take  tha t  money.   
We had to  go through our  own Federa l  Reserve  System.   Wouldn ' t  be  
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more di f f icul t - -wouldn ' t  you th ink some countr ies  would  have 
reservat ions  now about  jo in ing us  in  tha t  ef for t?  
 MR.  MAHLEY:  The banking ques t ion is  complete ly  outs ide  my 
area  of  competence ,  and I 'm not  going to  t ry  to  answer  tha t .   But  in  
terms of  the  genera l  ques t ion  of  d id  our  movement  on BDA, Banco 
Del ta  Asia ,  cause  o ther  credibi l i ty  problems in  terms of  people  
suppor t ing  our  nonprol i fera t ion  regimes .   In  p laces  I 've  gone,  I  have  
not  seen any of  tha t  because  I  th ink tha t  i s  genera l ly  taken as  an  
e lement  of  one  th ing tha t  was  on the  mix,  and that  having gone one 
th ing in  the  mix,  i t ' s  now something tha t  d id  i t s  job  when i t  d id  i t s  job ,  
and we 're  now on to  a  d i f ferent  i ssue .  
 So I  have  not  seen tha t  wi th  respect  to  o ther  prol i fera t ion  
ques t ions  tha t  I 've  ra ised  wi th  o ther  countr ies .    
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Wortze l .  
 COMMISSIONER WORTZEL:   Gent lemen,  which Chinese  
companies  can  se l l  equipment  d i rect ly  f rom People 's  Libera t ion  Army 
mater ie l  s tocks ,  you know,  as  opposed to  off  of  a  corpora te  product ion 
l ine ,  and how does  tha t  re la te  to  th is  whole  problem of  government  
contro l  over  prol i fera t ion?  
 And then for  Mr.  Sedney,  you brought  up a  very  in teres t ing  i ssue  
of  the  embarrassment  tha t  Zibo Chemical ' s  ac t iv i t ies  br ing  to  the  c i ty .  
 And i t  s t ruck me as  you sa id  tha t  tha t  many of  these  c i t ies  in  the  
provinces  they ' re  in  have  s is ter  re la t ionships  wi th  American c i t ies  and 
American s ta tes .   What  do you th ink would  be  the  react ion,  i f  you 
th ink Zibo c i ty  would  be  concerned about  th is  embarrassment  or  i s  
concerned,  to  ac tual ly  going to  s ta te  governors  or  mayors  and c i ty  
popula t ions  in  the  Uni ted  Sta tes  and us ing tha t  s i s ter  c i ty  or  s i s ter  
s ta te  re la t ionship  and the  t rade  tha t  comes f rom that  re la t ionship  as  a  
means  to  pressure  local i t ies  in  China  as  opposed to  the  cent ra l  
government?  
 MR.  SEDNEY:  Commiss ioner  Wortzel ,  one  of  the  reasons  I  sa id  
I  l ike  coming to  th ings  l ike  th is ,  in  the  pas t ,  to  hear  the  exchanges ,  
and now to  be  par t  of  them,  i s  to learn  f rom you.   And the  second th ing 
you ment ioned,  tha t ' s  a  new door ,  a  door  I  hadn ' t  thought  about  before ,  
and I  wi l l  th ink about  tha t ,  and I  th ink we ' l l  look in to  tha t .  
 In  terms of  the  answer  to  your  f i rs t  ques t ion ,  I  th ink to  g ive  you 
a  rea l ly  good answer ,  we ' l l  have  to  get  back to  you on tha t  because  I  
don ' t  know the  speci f ics  on  tha t .   I t ' s  a  good ques t ion ,  but  I  jus t  don ' t  
know the  answer .  
 HEARING COCHAIR REINSCH:  Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Jus t  a  quick fo l low-up ques t ion on 
my ear l ier  PLA Poly  ques t ion.  One,  how do we know that  the  PLA is  
out  of  bus iness  g iven the  lack of  t ransparency other  than the  fac t  tha t  
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they 've  to ld  us  they ' re  out  of  bus iness?  
 MR.  SEDNEY:  I t ' s  an  i ssue  that  I 've  been fo l lowing c lose ly  for  
the  las t  15  years ,  and especia l ly  the  per iod of  t ime af ter  the  PLA was  
ordered out  of  bus iness .   Al l  the  informat ion tha t  we had then,  wi thout  
ge t t ing  too  speci f ic  on  tha t ,  was  tha t  there  was  some res is tance ,  there  
was  some s lowness .   There  were  people  tha t  had to  make choices  about  
whether  they went  wi th  the  bus iness  s ide  or  they s tayed wi th  the  PLA.  
 There  are  s t i l l  cont inuing c lose  personal  connect ions ,  but  i t  was  
a  pol icy  decis ion,  and a long wi th  what  Ambassador  Mahley sa id ,  and i t  
was  a  pol icy  decis ion tha t  I  th ink was  made for  a  lo t  of  good mi l i ta ry  
reasons .   The reason tha t  they div ided i t  was  not  because  of  some idea  
tha t  th is  was  moral ly  wrong;  i t  was  because  they thought  tha t  the  
involvement  of  the  PLA in  bus iness  was  making the  PLA a  less  
eff ic ient  mi l i ta ry ,  and I  th ink tha t  we would  agree  wi th  tha t .  
 So  they have carr ied  i t  forward,  and I  th ink they 've  carr ied  i t  
forward fa i r ly  ef fec t ively ,  and they have  bui l t  a  s t ronger  and bet ter  
PLA as  a  resul t .  
 COMMISSIONER FIEDLER:  Okay.  
 MR.  SEDNEY:  So I  th ink i t ' s  ac tual ly  been fa i r ly  effec t ive ,  but  
what  I 'm doing is  I 'm giving you an  impress ionis t ic  answer  ra ther  than 
a  deta i led  answer  because  I  th ink we could  ac tual ly  g ive  you a  deta i led  
answer  in  a  d i f ferent  se t t ing .  
 COMMISSIONER FIEDLER:  Is  He Ping s t i l l  a  h igh off ic ia l  of  
Poly?  
 MR.  SEDNEY:  There  are  a  number  of  people  wi th  very  c lose  
PLA connect ions  who are  off icers  in  Poly .  
 COMMISSIONER FIEDLER:  Is  He Ping among them?  Deng 
Xiaoping 's  son- in- law,  former  head of  Poly?  
 MR.  SEDNEY:  I  haven ' t  looked a t  the  leadership  s t ruc ture  
la te ly .   The las t  t ime I  looked a t  i t ,  which was  probably  about  a  year  
ago,  tha t  was  the  case ,  but  I  don ' t  know the  answer  now.  
 COMMISSIONER FIEDLER:  Okay.   Do you know? 
 MR.  MAHLEY:  I  don ' t  know the  answer  to  tha t  in  today 's  te rms.  
 COMMISSIONER FIEDLER:  The one  concern  I  have  about  
whether  the  PLA is  in  bus iness  or  not  i s  i f  Poly  i s  buying thei r  AK-47s  
to  se l l  to  the  Sudan,  say ,  c lear ly ,  they got  to  pay them for  the  
weapons .   They ' re  not  ge t t ing  them for  f ree .   So there  i s  s t i l l  a  
bus iness  re la t ionship  between the  PLA i f  they ' re  se l l ing  them from 
PLA s tocks?  
 MR.  SEDNEY:  I f  they ' re  se l l ing  them from PLA s tocks  or  i f  
they ' re  se l l ing  them from--  
 COMMISSIONER FIEDLER:  Versus  the  product ion  l ine  a t  
NORINCO. 
 MR.  SEDNEY:  Or  i f  they ' re  se l l ing  them--wel l ,  Poly  i s  
pr imar i ly  a  broker ,  and so  there  a  lo t  of  re la t ionships  among those  
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f i rms that  they ' re  engaged in ,  and they ' re  a  good broker  so  they 
make a  lo t  of  prof i t  f rom each par t  of  the  sa le .  
 COMMISSIONER FIEDLER:  Thank you.  
 MR.  SEDNEY:  But  I  th ink as  we get  back on Larry 's  ques t ion ,  
tha t  might  answer  par t  of  yours .  
 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Wessel .  
 COMMISSIONER WESSEL:   Thank you.   Mr.  Sedney,  I 'd  l ike  to  
go back to  your  tes t imony i f  I  could ,  and you refer  to  convent ional  
weapons ,  the  fac t  tha t  the i r  suppl ies  could  be  used on bat t le f ie lds  tha t  
ta rget  and ki l l  Americans  in  Afghanis tan  and I raq .  
 Can you,  hopeful ly ,  in  th is  se t t ing ,  i f  not ,  in  another  se t t ing ,  le t  
us  know what  weapons  have found thei r  way to  the  bat t le f ie ld?   What  
Chinese-made weapons  may have prol i fera ted  and leaked through I ran  
or  somewhere  e lse  and found thei r  way to  the  bat t lef ie ld ,  RPGs or  
whatever  e lse  they might  be?   And what  ef for ts  have been made to  
t race  the  ser ia l  numbers  or  whatever  o ther  means  we might  have  to  
determine  where  the  leakage is  coming f rom and how we might  do  
something to  address  tha t  problem? 
 MR.  SEDNEY:  Let  me jus t  say ,  f i rs t  of  a l l ,  in  the  speci f ics  of  
your  ques t ion ,  I  can ' t  answer  tha t  in  th is  se t t ing .   You 've  probably  seen 
some publ ic  s ta tements  by  adminis t ra t ion  off ic ia ls  a long these  l ines .   
Under  Secre tary  Burns  in  the  Sta te  Depar tment  made a  s ta tement  a long 
these  l ines  re la t ing  to  th is  i ssue ,  but  to  the  k inds  of  de ta i l s  you ' re  
ta lk ing about ,  we 'd  have  to  be  in  a  h igh c lass i f ica t ion  se t t ing .  So we 
wi l l  work wi th  the  Commiss ion to  ar range tha t .  
 COMMISSIONER WESSEL:   Okay.   That  would  be  great .   Thank 
you.  
 MR.  SEDNEY:  But  le t  me jus t  add on th is ,  the  convent ional  
t ransfers  to  I ran ,  tha t ' s  not  jus t  the  only  i ssue .   There  i s  another  i ssue  
as  wel l ,  and tha t ' s  g iv ing convent ional  suppor t  to  an  I ranian  regime 
which i s  not  p laying a  s tabi l iz ing ro le  in  what  i s  a  very  ins table  
region,  and by doing tha t ,  as  I  sa id ,  we bel ieve  tha t  China  i s  ac t ing  
agains t  the  region 's  in teres ts ,  agains t  our  in teres ts  and agains t  the i r  
own in teres ts .  
 COMMISSIONER WESSEL:   I  c lear ly  unders tand and agree .   
And we need to  look a t  both  tha t  ques t ion  as  wel l  as  what  d i rec t  
a rmaments  may,  in  fac t ,  be  jeopardiz ing the  l ives  of  our  t roops ,  and I  
th ink Congress  would  l ike  to  know what  can be  done about  tha t .   
Thank you.  
 HEARING COCHAIR REINSCH:  Thank you.   Commiss ioner  
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Not  a  
ques t ion  but  a  comment  on my end.   Thank you,  again ,  gent lemen,  for  



 

 

 
 
 
  

39  
appear ing before  us  and thank you for  what  I  th ink is  qui te  f rank 
tes t imony about  the  nature  of  the  chal lenges .  
 Ambassador  Mahley,  I  was  par t icular ly  s t ruck by what  you sa id  
a t  the  very  beginning about  we ' re  see ing increas ingly  sophis t ica ted  
prol i fera t ion  networks ,  and tha t  combined wi th  the  lack of  
t ransparency makes  i t  seem as  though the  problems fac ing us  are  going 
to  be  get t ing  harder  and not  eas ier .   So we rea l ly  look forward to  
cont inuing discuss ion wi th  you,  sugges t ions  tha t  you might  have  of  
how we can improve the  tools  tha t  you have in  order  to  be  able  to  
carry  out  the  impor tant  work tha t  you ' re  doing.  
 Thank you.  
 HEARING COCHAIR REINSCH:  To conclude,  we ' re  on a  ro l l .   
This  i s  the  second hear ing in  a  row where  the  adminis t ra t ion  has  sent  
us  two except ional ly  knowledgeable  and competent  wi tnesses ,  and 
we 're  gra teful  to  you for  your  t ime and a lso  for  your  knowledge and 
gra teful  to  your  super iors  for  having the  wisdom to  send you.   Thank 
you very  much.   We ' l l  be  back to  you i f  there  i s  fo l low-up to  be  done.   
We apprecia te  your  t ime.  
 I 'm to  announce to  the  room that  the  Commiss ion is  going to  
c lose  the  room now for  lunch.   So we 're  going to  ask  our  gues ts  to  
leave .  We' l l  reopen the  room at  12:55 in  t ime for  the  next  panel .   
Thank you very  much,  and we 're  in  recess .  
 [Whereupon,  a t  11:55 a .m. ,  the  hear ing recessed,  to  reconvene a t  
1 :00 p .m. ,  th is  same day. ]  
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A F T E R N O O N   S  E S S I  O N 

 
PANEL II:   IMPACT OF CHINA’S PROLIFERATION ON U.S.  

NATIONAL SECURITY AND NONPROLIFERATION INTERESTS 
 

OPENING STATEMENT OF COMMISSIONER MARK T.  ESPER 
HEARING COCHAIR  

 
 HEARING COCHAIR ESPER:  Good af ternoon.   Our  second 
panel  today wi l l  d iscuss  the  impact  of  China 's  prol i fera t ion  on U.S.  
na t ional  secur i ty  and nonprol i fera t ion  in teres ts .    
 We are  p leased to  welcome two panel is ts  to  speak on th is  i ssue ,  
and excuse  me i f  I  ge t  pronunciat ions  wrong,  but  Dr .  J ing-dong Yuan 
is  the  Direc tor  of  the  Educat ion Program at  the  James  Mart in  Center  
for  Nonprol i fera t ion  Studies ,  where  h is  research focuses  on Asia-
Paci f ic  secur i ty ,  g lobal  and regional  arms control  and nonprol i fera t ion  
issues ,  U.S.  pol icy  toward Asia ,  and China 's  defense  and fore ign 
pol icy .   Dr .  Yuan is  a lso  an  Associa te  Professor  of  In ternat ional  Pol icy  
Studies  a t  the  Monterey  Ins t i tu te  of  In ternat ional  Studies .  
 Second is  Dr .  Brad Rober ts ,  who is  a  member  of  the  research 
s taff  a t  the  Ins t i tu te  for  Defense  Analyses  in  Alexandr ia ,  Virgin ia ,  
wi th  exper t i se  on  the  prol i fera t ion and control  of  weapons  of  mass  
des t ruct ion .   In  h is  current  pos i t ion  a t  the  IDA,  he  regular ly  provides  
analyt ica l  suppor t  to  the  Off ice  of  the  Secre tary  of  Defense  and other  
U.S.  government  agencies .   Addi t ional ly ,  he  i s  an  adjunct  professor  a t  
George  Washington Univers i ty .  
 Gent lemen,  we are  very  p leased to  have both  of  you wi th  us  
today and we look forward to  your  remarks .   In  terms of  procedure ,  
jus t  so  you know,  what  we ' l l  do  i s  g ive  you approximate ly  seven 
minutes  for  opening ora l  remarks ,  and when you see  the  yel low l ight - -
you have two minutes  lef t .   And then wi th  regard  to  Q&A, we ' l l  go  f ive  
minutes  each for  each commiss ioner .    
 Dr .  Yuan,  you have the  f loor ,  s i r .  
 

STATEMENT OF DR. JING-DONG YUAN 
DIRECTOR OF EDUCATION PROGRAM, THE JAMES MARTIN 

CENTER FOR NONPROLIFERATION STUDIES,  MONTEREY 
INSTITUTE OF INTERNATIONAL STUDIES,  MONTEREY, 

CALIFORNIA 
 

 DR.  YUAN:  Thank you very  much,  Commiss ion Chairperson,  
hear ing cochai rs ,  members  of  the  Commiss ion and profess ional  s taf f .   
Thank you,  again ,  for  the  invi ta t ion  to  tes t i fy  before  th is  Commiss ion.  
 I  tes t i f ied  about  f ive  years  ago,  a lmost  s ix  years  ago,  r ight  af ter  9 /11 
in  2001.   I  th ink over  the  las t  f ive  years ,  cer ta in ly  a  lo t  has  taken 
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place  wi th  regard  to  China 's  pol icy  in  the  areas  of  
nonprol i fera t ion  and arms control  and regional  secur i ty .  
 I  would  submit  tha t  these  are  pos i t ive  changes  because  i f  you 
look a t  the  overa l l  t rend,  tha t  i s  China  has  made a  commitment  to  
fu l f i l l  i t s  in ternat ional  mul t i la tera l  and b i la tera l  nonprol i fera t ion  
obl iga t ions  and responsibi l i t ies .  
 There  are  s t i l l  i ssues  to  be  sure ,  and these  in  a  way cont inue  to  
i r r i ta te  U.S. -China  re la t ions .   I  th ink the  Chinese  government  c lear ly  
i s  aware  of  the  impor tance  tha t  the  U.S.  government  a t taches  to  
nonprol i fera t ion  and arms control ,  and is  making ef for t  to  address  
some of  the  i ssues  tha t  are  of  concern  to  the  U.S. ,  especia l ly  in  areas  
tha t  can  affec t  U.S.  na t ional  secur i ty  in teres ts .  
 So  g iven tha t   I  have  a  prepared wri t ten  s ta tement ,  so  my 
remarks  wi l l  be  mainly  to  h ighl ight  a  few points  and then I 'm happy to  
respond to  ques t ions .  
 Bas ica l ly  the  overa l l  assessment  of  China ,  i f  you look a t  China 's  
commitments  and obl iga t ions ,  i t s  in ternat ional  commitments  obvious ly  
i s  the  NPT,  the  Nonprol i fera t ion  Treaty .   In  the  chemical  and 
biologica l  areas ,  they are  the  CWC, Chemical  Weapons  Convent ion,  
and the   Biologica l  and Toxin  Weapons  Convent ion.   China  i s  a lso  a  
par ty  to  and the  1967 Outer  Space  Treaty .  
 China  has  been par t ic ipa t ing  in  a  number  of  in ternat ional  forums 
such as  the  U.N.  Fi rs t  Commit tee  Conference  on Disarmament  on 
ongoing arms contro l ,  d isarmament  and nonprol i fera t ion  issues .   And 
recent ly  China  has  s igned on and cer ta in ly  suppor ts  the  Uni ted  Nat ions  
Secur i ty  Counci l  Resolut ion 1540 which commits  a l l  member  s ta tes  to  
es tabl ish  and s t rengthen domest ic  expor t  cont ro l  regula t ions  to  prevent  
the  sens i t ive  mater ia ls  f rom fa l l ing  in to  the  hands  of  te r ror is t  groups  
or  o ther  non-s ta te  ac tors .  
 Secondly  i s  China 's  commitment  to  the  mul t i la tera l  regimes .   
Here  I  th ink i t ' s  in teres t ing  to  note  tha t  there  has  been a  not iceable  
change wi th  regard  to  Chinese  a t t i tudes .   I f  you read the  Chinese  arms 
control  whi te  paper  or  the  defense  whi te  paper ,  maybe f ive  or  s ix  years  
ago,  you wi l l  see  the  language regarding the  mul t i la tera l  cont ro l  
regime such as  MTCR,  Aust ra l ia  Group,  Wassenaar  Arrangement ,  or  
Nuclear  Suppl iers  Group,  in  less  than pos i t ive  terms.    
 China  regarded these  ar rangements  as  pre t ty  much 
discr iminatory ,  nontransparent  and very  arbi t rary .   But  s ince  2004,  
when China  appl ied  for  and became a  member  of  the  NSG,  the  a t t i tude  
has  changed,  and China  now conducts  regular  consul ta t ions  wi th  a l l  
these  mul t i la tera l  expor t  cont ro l  a r rangements .  
 I  would  jus t  l ike  to  quote  f rom the  2005 Chinese  Arms Control  
and Nonprol i fera t ion  Whi te  Paper .   Bas ica l ly ,  "China  values  the  
impor tant  ro le  of  the  mul t ina t ional  expor t  cont ro l  mechanism in  the  
f ie ld  of  nonprol i fera t ion ."    
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 What  i s  most  impor tant - - again ,  I  quote- -"China  has  
conducted  ac t ive  d ia logues  and exchanges  wi th  these  mechanisms,  
learning f rom and drawing on thei r  useful  exper ience  and pract ices  for  
i t s  own reference ."  
 To that  ef fec t ,  I  th ink i f  you look a t  the  Chinese  domest ic  
cont ro l  regula t ions ,  the  contro l  l i s t s  pre t ty  much mirror  those  
mainta ined by the  mul t i la tera l  expor t  cont ro l  a r rangements .    
 And there  are  o ther  developments .   For  ins tance ,  the  domest ic  
developments  of  an  expor t  control  sys tem,  manpower ,  and 
infras t ructure .   But  some issues  s t i l l  remain .   For  ins tance ,  i f  China  
has  made the  commitment  to  in ternat ional  and mul t i la tera l  
nonprol i fera t ion  ar rangement ,  why is  there  s t i l l  repor ted  ac t iv i t ies  by  
Chinese  ent i t ies  and companies  in  the  areas  of  prol i fera t ion ,  especia l ly  
t ransfers  of  sens i t ive  and dual  use  i tems as  repor ted  by the  U.S.  
in te l l igence  and U.S.  media?  
 So th is  ra ises  two ques t ions  bas ica l ly .   One is  what  i s  the  
Chinese  capaci ty  to  enforce  i t s  own domest ic  laws?   And what  are  the  
Chinese  in tent ions  because  there  are  ent i t ies  which are  considered to  
be  s ta te-owned?   So they in  a  way should  be  eas ier  for  the  Chinese  
government  to  contro l .  
 I  th ink a  lo t  of  U.S.  sanct ions  have  been imposed on ent i t ies  
engaged in  chemical  or  some miss i le  component  expor ts .   Some of  the  
companies  are  re la t ive ly  smal l  and in  one  case  there 's  one  individual  
who has  received f ive  or  s ix  t imes .   So there  are  s t i l l  problems.  
 In  the  las t  two years ,  China  has  s t rengthened i t s  exis t ing  expor t  
cont ro l  regula t ions  by amending the  nuclear ,  nuclear  dual -use  and 
chemical  and bio logica l  regula t ions ,  and now China  has  in t roduced the  
so-cal led  "ca tch-a l l"  regula t ion ,  and is  conduct ing a  wide  ar ray  of  
workshops  and t ra in ing to  bet ter  inform indust r ies  of  the i r  
responsibi l i t ies  in  nonprol i fera t ion .  
 Thank you.  
[The s ta tement  fo l lows:] 3 
  
 HEARING COCHAIR ESPER:  Good.   Thank you,  Dr .  Yuan.   Dr .  
Rober ts .  

 
3 Click here to read the prepared statement of Dr. Jing-dong Yuan  

http://www.uscc.gov/hearings/2007hearings/transcripts/july_12_13/yuan.pdf
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STATEMENT OF DR. BRAD ROBERTS 

RESEARCH STAFF MEMBERS, INSTITUTE FOR DEFENSE 
ANALYSES,  WASHINGTON, D.C.  

 
 DR.  ROBERTS:   I  would  l ike  to  add my thanks  for  the  
oppor tuni ty  to  be  here .   I  am a lso  obl iged to  add the  usual  d isc la imer  
tha t  the  v iews I  express  are  my own and shouldn ' t  be  a t t r ibuted  to  my 
employer  or  any of  i t s  sponsors ,  and indeed the  v iews I  wi l l  express  
aren ' t  even rea l ly  my own.  
 I 'm here  to  help  you answer  one of  the  ques t ions  on your  l i s t  of  
seven.   At  leas t  my formal  presenta t ion  addresses  d i rec t ly  one  speci f ic  
ques t ion .   I 'm happy for  the  d iscuss ion to  go wherever  helpful .   But  
tha t  was  ques t ion  four ,  which is  essent ia l ly  why does  China  behave the  
way i t  does?   What  i s  the  th inking tha t  underpins  a  s t ra tegy tha t  
d isappoints  us?   
 I  th ink there  are  essent ia l ly  two main  explanat ions  for  th is .   The 
f i rs t  i s  tha t  Chinese  decis ion-makers  don ' t  qui te  see  the  problem the  
same way we do.   The Bush adminis t ra t ion ,  in  a  way tha t  i s  not  a l l  tha t  
d i f ferent  f rom the  Cl in ton adminis t ra t ion  before  i t ,  g ives  very  
s igni f icant  prominence  to  the  prol i fera t ion  problem in  the  US secur i ty  
environment .  Indeed,  for  the  Bush adminis t ra t ion ,  the  nexus ,  the  
crossroads  of  tyranny and technology,  i s  the  fundamenta l  chal lenge in  
our  secur i ty  environment ,  and the  fundamenta l  tes t  of  what  a  
responsible  s takeholder  does .  And fur ther  in  the  Bush adminis t ra t ion’s  
v iew,  th is  i s  a  fundamenta l  in ternat ional  problem for  which 
responsible  powers  must  employ thei r  fu l l  power  purposeful ly .  
 This  i sn ' t  how China  looks  a t  prol i fera t ion .   China  has  obviously  
a t tached r i s ing  impor tance  to  prol i fera t ion  in  i t s  secur i ty  envi ronment  
and r i s ing  impor tance  to  nonprol i fera t ion  in  i t s  b i la tera l  re la t ionship  
wi th  the  Uni ted  Sta tes .  
 But  i t s  percept ion  of  i t s  secur i ty  environment  doesn ' t  qui te  a l ign  
wi th  ours .   China’s  fundamenta l  chal lenge is  the  Uni ted  Sta tes .  And 
the  Uni ted  Sta tes  i s  a  two-s ided coin .   On the  one  s ide ,  the  US is  
China 's  b igges t  par tner  as  we can help  China  achieve  the  s tabi l i ty  i t  
needs ,  the  development  i t  needs .  But  we ' re  a lso  potent ia l ly  the  spoi ler  
in  a l l  of  tha t .  So there 's  a  fundamenta l  Chinese  ambivalence  about  the  
Uni ted  Sta tes  and there 's  a  percept ion tha t  we l ive  in  d i f ferent  secur i ty  
environments  and therefore  have  d i f ferent  commitments  to  working the  
problem.  
 Of  course ,  there  i s  a  Chinese  debate  on China 's  secur i ty  environment ,  
jus t  as  there  i s  an  American debate .  Many of  those  par t ic ipants  in  tha t  
debate  see  more  coopera t ion  wi th  the  Uni ted  Sta tes  on  nonprol i fera t ion  
as  he lpful  to  China  for  var ious  reasons ,  inc luding to  improve i t s  
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secur i ty  environment .  
 But  many would  argue tha t  there 's  a l ready enough coopera t ion .   
In  the i r  v iew,  more  coopera t ion  jus t  he lps  America  extend i t s  
hegemonic  unipolar  moment ,  and when the  wor ld  i s  headed towards  
mul t ipolar i ty ,  tha t ' s  jus t  he lp ing American b ide  t ime.   These  d i f ferent  
perspect ives  on China’s  secur i ty  environment  lead  to  d i f ferent  choices  
about  pol icy .  
 The second main  reason for  the  gap between US expecta t ions  and 
China’s  nonprol i fera t ion  performance i s  tha t  even where  we see  the  
problem the  same,  we don ' t  a lways  see  the  solut ion  the  same.  On both  
Nor th  Korea  and I ran ,  for  example ,  China  and the  Uni ted  Sta tes  are  
more  or  less  l ined up behind the  IAEA's  def in i t ion  of  what  the  problem 
is .   But  we have di f ferent  senses  of  what  the  r ight  so lut ion is .  
 From the  U.S.  perspect ive ,  g iven our  h is tor ica l  concern  about  
nuclear  Armageddon,  our  regular  wars  wi th ,  " t in-pot  d ic ta tors ,"  we ' re  
urgent  about  having rea l  so lu t ions  to  prol i fera t ion  problems.   (At  leas t  
we say we are . )  
 China ,  on  the  o ther  hand,  has  a  d i f ferent  h is tory .   I t ' s  been 
coerced.   I t ' s  been compel led .  I t ' s  been invaded.   I t ' s  been t rea ted  to  
the  tender  mercies  of  coal i t ions  of  the  wi l l ing .  Therefore ,  i t  i s  a  lo t  
more  skept ica l  about  US-prefer red  solut ions  when i t  comes to  
noncompl iance  problems.   They prefer  persuas ion over  coerc ion.   They 
prefer  taking t ime because  sooner  or  la ter  the  problem is  going to  get  
worked out ,  in  the i r  v iew.   We're  not  so  ready to  g ive  up t ime on these  
problems.  
 The impl ica t ion  of  these  d i f ferences  of  v iew and his tor ica l  
exper ience  i s  tha t  China  i s  not  wi l l ing  to  s ign  up uncr i t ica l ly  to  
s t ra tegies  craf ted  in  Washington to  deal  wi th  prol i fera t ion  problems.  
 Now,  what  are  the  impl ica t ions  of  these  two fac tors?   Wel l ,  I  
th ink the  main  impl ica t ion  i s  tha t  when we go to  China  to  t ry  to  ta lk  
wi th  Chinese  exper ts  and pol icymakers  about  China 's  nonprol i fera t ion  
performance,  they don ' t  share  the  common US percept ion tha t  there 's  a  
problem wi th  China’s  nonprol i fera t ion  performance.  There  was  a  t ime 
when they would  have.  Mao 's  v iew was  tha t  nuclear  prol i fera t ion  was  
good and af ter  Mao and through the  1980’s  and 1990’s ,  many Chinese  
analys ts  came to  the  v iew that  fore ign complain ts  about  China’s  
nonprol i fera t ion  performance were  val id .  But  tha t  sense  seems to  be  
gone,  and not  jus t  among hard- l iners .  
 The average  Chinese  pol icy  analys t  s i t t ing  in  a  th ink tank or  an  
academic  ins t i tu t ion  who 's  informed on these  topics  would  say  today 
tha t  China  has  assumed a l l  of  the  expected  t rea ty  obl iga t ions  of  a  
responsible  s takeholder  in  the  WMD realm,  and where  i t s  performance 
cont inues  to  d isappoint  America ,  i t ' s  in  those  areas  where  America  i s  
asking th ings  of  China  tha t  go  beyond what  the  t rea ty  regime requires .  
 In  response  to  US complaints ,  they make the  fo l lowing 
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arguments :  
 F i rs t :  “You Americans  want  us  to  s ign  up to  your  coal i t ions  of  
the  wi l l ing .   But  f rom the  Chinese  perspect ive ,  tha t  undermines  the  
t rea t ies  and works  agains t  mul t ipolar i ty .”  
 Second:   “You Americans  want  to  come a long and ta lk  to  us  
about  the  v i r tues  of  your  pol ic ies  towards  Is rae l ,  India ,  Japan—(wel l ,  
le t  me leave  Japan off  the  l i s t  for  a  moment) - -  your  pol ic ies  towards  
countr ies  tha t  a re  outs ide  the  t rea ty  regime.   Wel l ,  we perceive  your  
pol ic ies  towards  them as  double-s tandards .”  
 “You 're  saying nonprol i fera t ion ,  but  you ' re  helping them.   So is  
the  f ina l  American tes t  of  China 's  commitment  to  nonprol i fera t ion  tha t  
we Chinese  are  wi l l ing  to  s ign  up for  your  double-s tandards?   Why 
should  we go that  far?”   
 -These  are  the  k inds  of  arguments  we hear  f rom them.    
 The c los ing ques t ion  on your  l i s t  focuses  on what  to  do about  
th is?   I 've  sketched out  a  ser ies  of  mispercept ions  of  American pol icy  
and in teres ts ,  and cr i t ic isms of  American pol icy .  I  wouldn ' t  sugges t  
tha t  those  are  a l l  of  the  reasons  tha t  they don ' t  par t ic ipa te  fu l ly  wi th  
us ,  but  when you have mispercept ions  and cr i t ic isms,  there 's  an  
oppor tuni ty  to  go out  and ta lk  and persuade.  
 Some of  you wi l l  reca l l  Secre tary  Rumsfeld 's  remarks  a t  the  
Shangr i -La conferences  of  the  las t  two years .   Two years  ago,  he  sa id  
we need to  get  the  Chinese  to  be  more  t ransparent  on  mi l i ta ry  affa i rs .   
Then,  he  went  to  China .   At  the  next  Shangr i -La conference ,  he  sa id  
something to  the  ef fec t  of  “you know,  i t ' s  not  tha t  s imple .   We need 
mutual  demyst i f ica t ion .”   Now that ’s  an  in teres t ing  word choice .   I t  
conveys  a  not ion tha t  as  China  does  bet ter ,  the  US too needs  to  do 
bet ter .  The US needs  a lso  to  do a  be t ter  job  of  ar t icula t ing  what  i t s  
complain ts  are ,  hear ing the i r  complaints  and bui ld ing consensus ,  not  
jus t  brow-beat ing.  
 Let  me s top there  and hope I 've  s t i r red  the  pot  enough.  
[The s ta tement  fo l lows:]  
 

Prepared Statement  of  Dr.  Brad Roberts  
Research Staff  Members ,  Inst i tute  for  Defense  Analyses ,  

Washington,  D.C.  
 
The focus of my remarks is on the proliferation policies and practices of the People’s Republic of China.  I 
will not describe these in detail, as I understand that the administration witnesses on the first panel will 
already have done so.  As a general characterization, China has moved over the last 15-20 years to bring 
those policies and practices into closer alignment with international norms and U.S. preferences.  But some 
important gaps remain and U.S. officials have registered concerns about: 
 

• aspects of China’s trade in proliferation sensitive dual-use materials and technologies; 
• its lack of participation in the Proliferation Security Initiative and other ad hoc coordinating 

mechanisms; 
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• and its failure to fully support U.S. strategies vis-à-vis specific countries of 

proliferation concern.   
 
What explains these gaps?  Why does China not do a better job on nonproliferation?  How can its future 
performance be improved?  
 
My insights into these matters derive from a decade of interaction with experts in the Chinese think tank 
community at conferences, seminars, and other gatherings in China, the United States, and elsewhere.  
Some of those experts are from the academic world but others are a part of the PRC government, including 
uniformed military personnel.  Their views are not necessarily fully reflective of the thinking of senior 
decision-makers in the Party, military, or state institutions.  But they provide useful insights into the 
context in which Chinese policy is made.  Reported below are their ideas as best I understand them.  In 
reporting their views, I am not endorsing them.  Where a conclusion or opinion of my own is expressed, 
please understand that these are my personal views that should not be attributed to my employer or any of 
its sponsors. 
 
The gap between U.S. expectations and Chinese performance in the nonproliferation realm has two 
primary explanations: 
 

1. China does not see the proliferation problem in quite the same way as the United States. 
2. It sometimes prefers solutions to proliferation problems different from those of the United 

States.   
 
An obvious result is that China’s expert community assesses China’s nonproliferation performance more 
positively than does the U.S. expert community.  Understanding these different perceptions can help to 
bring into focus opportunities to continue to narrow the gap.  I will address each of these points in turn. 
 
First, China and the United States have overlapping but not identical views of the problem posed by the 
proliferation of weapons of mass destruction.   
 
For the Bush administration, the acquisition of WMD by rogue states and non-state actors is a fundamental 
challenge to U.S. security and to international order more generally.  The “crossroads of tyranny and 
technology” poses a threat to U.S. security of sufficient magnitude to warrant the full use of U.S. power to 
confront “gathering threats,” including the preemptive use of military means to remove those threats when 
other means have failed.  The “crossroads” also poses a threat to international order of sufficient magnitude 
to warrant an unprecedented level of cooperation among the major power based on common interests and 
common responsibilities.  Proliferation is thus a test of other stakeholders in international order in terms of 
their willingness to accept and exercise power to defend order.  These core concepts are well articulated in 
the administration’s National Security Strategy and National Strategy to Combat WMD. 
 
The People’s Republic of China takes a different view of the international security environment.  To be 
sure, proliferation has steadily grown in salience in China’s views of its security environment, as recent 
Defense White Papers attest.  Over the last decade or so, there has been a broadening and deepening of 
Chinese consensus around the proposition that the proliferation of nuclear weapons is harmful to China’s 
security and to its interests in stability in the Middle East and elsewhere.  There is also a rising willingness 
to exercise Chinese responsibilities as a stakeholder in international order to inhibit proliferation and deal 
with problems of non-compliance with the nuclear Non-Proliferation Treaty.   
 
But proliferation is not THE central problem for China in the way that the Bush administration perceives it 
to be for the United States.  For China, the central challenge is the United States—the only foreign actor 
with the potential to make or break China’s quest for peace, development, stability, and power.  Will the 
United States be partner or spoiler in this quest?  Will it be (in Chinese eyes) a careful steward of common 
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interests in peace in the Taiwan strait or a witting or unwitting partner of Taipei’s in precipitating 
war?  China’s experts are deeply ambivalent about a U.S. dominated world order, which both serves 
China’s interests in stability but also threatens to contain China’s power.  They prefer instead the 
emergence of a more multipolar order.  This ambivalence makes it difficult for China to fully join the Bush 
administration in the aggressive use of all means at its disposal to confront challenges at “the crossroads of 
tyranny and technology.”  Some Chinese experts argue that cooperation with the United States on 
nonproliferation should be more far-reaching because it pleases Washington and thus contributes to a 
friendly, steady hand on China policy there.  Other Chinese experts argue that such cooperation only 
extends American hegemony and the “unipolar moment” and thus works against China’s long-term 
interests.  A few even argue that some continued proliferation in regions not neighboring China helps to 
keep the United States focused on those areas rather than on China’s rise.  
 
Their debate is influenced significantly by a broad skepticism in China about the durability of the U.S. 
commitment to nonproliferation.  Many Chinese experts see China as moving closer to the nonproliferation 
regime just as the United States moves away.  A few, especially cynical observers even worry about a U.S. 
ruse to trick China into not helping its friends acquire nuclear weapons at the same time that the United 
States quietly encircles China with new nuclear-armed allies.  In defense of their claim that the U.S. 
commitment to nonproliferation is weakening, they argue that: 
 

• The Bush administration undertook a series of initiatives in 2000 and 2001 to loosen arms control 
restraints and to undermine multilateral processes aimed at strengthening existing multilateral 
mechanisms.   

• The 2002 Nuclear Posture Review signaled U.S. intent to abandon its Article VI commitment 
under the nuclear Non-Proliferation Treaty and to increase its reliance on nuclear weapons while 
also lowering the nuclear threshold.   

• Counterproliferation has gained the upper hand over nonproliferation in terms of the time, 
attention, and focus of senior U.S. policymakers.  Bush administration officials have spoken about 
the likely collapse of the nonproliferation regime. 

• The United States continues to assist its friends and allies to acquire nuclear weapons or to 
increase their nuclear potential.  Around China’s periphery, these conspicuously include India and 
Japan. 

• The United States has been unreceptive to PRC initiatives to reduce the risks of strategic military 
competition, including its proposals for a bilateral agreement on no-first-use of nuclear weapons 
and for a multilateral agreement banning the weaponization of outer space.  Indeed, they argue, 
the Bush administration writes openly about dissuading Chinese competition by maintaining 
supremacy and increasing its freedom of strategic maneuver. 

 
[To repeat:  these are Chinese arguments about U.S. policies, not mine.] 
 
In sum, China and the United States have different perceptions of the proliferation problem and of the ways 
in which nonproliferation can contribute to the achievement of national objectives.  But these differences 
have not precluded a significant convergence of policies and practices over the last two decades.   
 
The second primary explanation for the continued gap between China and the United States on 
proliferation is that the two countries sometimes prefer different solutions to specific proliferation 
problems.   
 
Even where the two countries can agree on the need to tackle a specific proliferation problem, as for 
example in instances of noncompliance with the NPT as confirmed by the International Atomic Energy 
Agency, the two often differ on the means of doing so.  The United States approaches its responsibilities as 
a security guarantor with a sense of purpose born of decades of worry about nuclear war and a century of 
worry about “tin-pot dictators” emboldened by military prowess.  It seeks solutions to problems of treaty 
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noncompliance that are prompt and definitive.  China approaches its responsibilities as a 
permanent member of the United Nations Security Council from a different historical experience.  As a 
country with a deep and abiding grievance against the injustices done it by major powers willing to 
intervene in its internal affairs, China has a strong antipathy to interference in the affairs of another state 
and to the use of force, or threatened use of force, to compel a sovereign entity toward some externally 
imposed purpose.  Thus it is hardly surprising that China’s expert community is generally skeptical of the 
effectiveness of coercion by major powers, whether political, economic, or military.  Those experts tend to 
see the United States as overly reliant on coercive policy tools and as unwilling to work with political tools 
of persuasion.  They see the former as unpromising of success and the latter much more certain of success 
over time.  Those experts also perceive the United States as overly eager to act in response to intelligence 
that it won’t share with others and that is sometimes unreliable.   
 
These perceptions translate into an unwillingness to sign up uncritically to country-specific strategies 
crafted in Washington.  On North Korea, for example, Chinese experts have generally seen the time as not 
ripe for exercising China’s influence in a bid to end the nuclear program there, on the argument that neither 
Pyongyang nor Washington is ready for such a final deal.  On Iran, China has generally taken the European 
and Russian view that more can be done within the nonproliferation regime to bring Iran into full 
compliance with its treaty obligations.  But even on these two cases it sometimes seems that policy 
disagreements overshadow the significant convergence of policy that has occurred.    
 
In sum, even where the two can agree on a problem, they don’t always agree on the solution.   
 
Drawing China’s policies and practices more closely to U.S. preferences would be easier if there were a 
significant constituency in China arguing that China’s behaviors are falling well short of what is required.  
But few in China make this argument, and not simply because criticizing their government can be costly.  
China’s experts generally see China’s nonproliferation policies and practices as very well aligned with 
China’s international obligations.  They hold up the development of institutional capacity over the last 
decade, in the form of a regulatory system supported by an interagency process, as testament to China’s 
commitment to police its behaviors and ensure its compliance with its self-accepted treaty obligations.  
[The development of that capacity deserves U.S. recognition and praise.]  China’s experts acknowledge 
that Chinese policies and practices sometimes fall short of U.S. preferences even when they meet China’s 
international obligations.  They emphasize this distinction between international obligations and U.S. 
preferences and argue that most if not all of the U.S. complaints about Chinese nonproliferation policies 
and practices stem from China’s reluctance to meet U.S. demands that exceed China’s treaty obligations.  
Of course they then ask why China should be held to standards written unilaterally in Washington and not 
to China’s own self-accepted obligations.   
 
For example, the United States has been disappointed by China’s reluctance to formally participate in 
activities such as the Proliferation Security Initiative and the Missile Technology Control Regime.  As a 
general matter, Chinese experts oppose “coalitions of the willing” because they perceive them as 
unhelpful—in Chinese eyes, they slow the development of a multipolar system and undermine the 
legitimacy of standing multilateral institutions.   
 
The Bush administration has also been disappointed with China’s lack of enthusiasm for the proposed 
U.S.-India nuclear agreement.  China’s position reflects a long-standing concern about U.S. 
nonproliferation policies that they perceive as providing special nuclear benefits to U.S. friends outside of 
the treaty regime.  Chinese experts criticize what they perceive to be a double-standard in U.S. 
nonproliferation policy.  On the one hand, U.S. adversaries are treated to tough U.S. policies, sustained 
coercion, and even preventive war.  On the other hand, U.S. friends get a helping hand to develop their 
nuclear potential—think of Israel, India, and Japan, they argue.  Chinese experts ask if America will only 
be happy with China’s nonproliferation performance when China has fully signed up to support these 
double standards. 
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China’s experts generally see no reason other than deference to the United States to join in special 
American projects that fall outside the internationally-defined regime.  This deference comes hard when 
many of those experts see the United States as unwilling to reciprocate with deference of its own to some 
important Chinese interests. 
 
This brings us to the final question:  what more can be done to narrow the gap between U.S. expectations 
and Chinese performance in the nonproliferation realm? 
 
Some of the barriers to improved Chinese performance derive from misperceptions of U.S. policies and 
intentions.  The U.S. expert community has tried to dispel those misperceptions but there is no substitute 
for a serious effort by U.S. officials to understand Chinese perceptions and to dialogue about them in a way 
that creates mutual understanding.   
 
But some of the barriers to improved Chinese performance derive from complaints about U.S. policy that 
are held by other stakeholders in international order with a commitment to nonproliferation.  It is 
conceivable that more can be done to persuade skeptics of the utility of coalitions of the willing and of 
exceptional policies for exceptional situations.  But it is also conceivable that something can be learned 
from this criticism that can inform continued U.S. policy development in a way that enhances the prospects 
for success in dealing with proliferation over the longer term. 
 
To deal effectively with Chinese misperceptions and criticisms, it is important to understand them.  This 
requires dialogue.  From this outsider’s perspective, it appears that the process of communicating between 
the two countries on proliferation has been a largely one-way flow of U.S. complaints, demands, and 
threats.  It has also been episodic.  But dialogue is a two-way street.  And it must be sustained if its value is 
to be cumulative.  Secretary of Defense Donald Rumsfeld went to China in autumn 2005 in part to 
persuade China of the virtues of greater transparency and came back to praise the virtues of “mutual 
demystification.”  A process of articulating and exploring the different perceptions and underlying beliefs 
that guide policy choice in each capital may help to narrow gaps in valuable ways.  Continuing progress in 
bringing China’s nonproliferation policies and practices into alignment with U.S. preferences seems to 
require a closer convergence of: 
 

• perceptions of the security environment; 
• beliefs about the potential for deeper China-U.S. cooperation to influence that environment in 

ways that serve the interests of both; 
• expectations about the long-term viability of nonproliferation; and 
• thinking about how carrots and sticks can best be employed in multilateral efforts to deal with 

current and emerging problems of treaty non-compliance. 
 
Such an agenda seems well aligned with the objectives of an administration committed to strategic 
dialogue with Beijing and desirous of enhancing China’s contributions to international order as a 
“responsible stakeholder.” 
 

Panel  II:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR ESPER:  Thank you,  Dr .  Rober ts .   We 're  
going to  go in to  a  round of  f ive-minute  ques t ions  per  commiss ioner .   
Commiss ioner  Reinsch,  do  you have any?  
 HEARING COCHAIR REINSCH:  Not  yet .  
 HEARING COCHAIR ESPER:  Good.   I  ac tual ly  had Dr .  Wortze l  
f i r s t  and then Mr.  Wessel .  
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 COMMISSIONER WORTZEL:   Gent lemen,  thank 
you both  for  coming out  there  and,  J ing-dong,  thanks  for  taking the  
t ime to  f ly  a l l  the  way out  f rom the  west  coas t  and you for  negot ia t ing  
the  br idge ,  Brad.  
 DR.  ROBERTS:   Al l  the  way across  the  Potomac.  
 COMMISSIONER WORTZEL:   We heard  in  the  las t  panel  f rom 
the  government  perspect ive  tha t  China  i s  ac tual ly  taking the  t ime and 
making the  ef for t  to  res t ructure  some of  i t s  companies  tha t  have  been 
sanct ioned for  prol i fera t ion ,  and one of  the  points  you make in  your  
tes t imony,  your  wri t ten  tes t imony,  Dr .  Yuan,  i s  tha t  there  i s  not  rea l ly  
a  suff ic ient  s t ruc ture  for  tha t .  
 I s  th is  res t ructur ing  merely  a  legal  maneuver  tha t  would  get  
exis t ing  companies  tha t  a re  under  sanct ion  off  the  sanct ions  l i s t s ,  
whi le  crea t ing  new government- re la ted  companies  tha t  can  then 
cont inue  the  prol i fera t ion  wi thout  concerns  about  sanct ions?   I  mean 
that ' s  something I  worry  about .  
 I t  cer ta in ly  indica tes  tha t  there  might  be  a  d i f ference  in  nat ional  
in teres ts  and why you might  f ind  th is  ef for t  going on.   So that  would  
be  my f i rs t  ques t ion of  you.  
 And then,  second,  Dr .  Rober ts ,  you recommend that  there  has  to  
be  or  there  should  be  a  d ia logue,  and tha t  d ia logue is  going to  be  
impor tant  to  mutual  unders tanding.   Yet ,  the  St ra tegic  Command 
commander ,  the  STRATCOM commander ,  has  invi ted  the  commander  
of  the  Second Art i l le ry  Corps  of  China  to  the  Uni ted  Sta tes  for  exact ly  
such a  d ia logue,  and the  Second Art i l le ry  Corps  Commander  has  
decl ined tha t  twice .  
 Yet ,  dur ing the  same per iods  of  the  invi ta t ion  by Genera l  
Car twright ,  the  Second Art i l le ry  Corps  Commander  t rans i ted  the  
hemisphere  and had meet ings  in  Lat in  America ,  I  th ink in  Cuba and 
Brazi l  or  Argent ina .   So how should  we unders tand th is  Chinese  
re luctance  to  engage in  any form of  s t ra tegic  d ia logue about  these  
ques t ions  of  nuclear  doct r ine  and prol i fera t ion?  
 DR.  YUAN:  Thank you very  much,  Dr .  Wortzel ,  for  tha t  
ques t ion .   I  th ink the  res t ructur ing i s  s t i l l  going on in  terms of  both  
China 's  own domest ic  expor t  control  regula t ion  and who would  be  
doing what  in  in teragency processes  between di f ferent  government  
depar tments .  
 What  i s  a lso  impor tant  and in teres t ing  i s  where  i s  the  ro le  of  the  
mi l i ta ry  and a lso  mi l i ta ry  af f i l ia ted  companies .   Even though in  1998-
99,  there  was  a  d ives tment  f rom business  engagement  by the  PLA,  I  
th ink i f  you look a t  the  h is tory  of  those  defense  companies ,  especia l ly  
those  huge companies  such as  NORINCO, China  Great  Wal l ,  they 
inher i ted  and bas ica l ly  made the  t rans i t ion  f rom government  agencies  
to  commercia l  ent i t ies ,  and are  s t i l l  holding very  powerful  c lout  wi th in  
the  Chinese  government  s t ructure  because  a l l  the  heads  of  those  
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companies ,  b ig  corpora t ions ,  car ry  minis ter ia l  or  a t  leas t  v ice  
minis ter ia l  weight ,  rank,  so  they are  very  powerful  individuals .  
 Secondly ,  I  th ink Dr .  Rober ts  a l luded to ,  i s  there 's  a  d i f ference  
in  in terpre ta t ion  of  what  should  be  expor ted  and what  should  not?   And 
I  th ink for  China ,  i t s  f i r s t  obl iga t ion  i s  to  in ternat ional  t rea t ies ,  the  
NPT and a l l  these  t rea t ies .  I t s  second obl igat ion  i s  to  i t s  own 
commitment  to  the  mul t i la tera l  a r rangements  such as  the  Nuclear  
Suppl iers  Group.   And then the  th i rd ,  i .e . ,  domest ic  re la t ions .    
 So  some i tems are  of  a  dubious  nature ,  especia l ly  i f  you look a t  
NORINCO or  some other  company,  they do t rade  a  lo t  of  dual -use  
i tems.   So  these  i tems may not  be  on  China 's  l i s t  or  the  in ternat ional  or  
mul t i la tera l  l i s t s ,  but  they may be  under  sanct ions  by U.S.  domest ic  
legal  requirements  such as  the  I ran  Nonprol i fera t ion  Act  of  2000.  
 U.S.  has  i t s  own domest ic  legis la t ion .   So because  of  these ,  the  
U.S.  government  imposed sanct ions  fo l lowing i t s  laws.   Now,  the  i ssue  
i s  how to  get  China  to  move toward address ing U.S.  concerns ,  I  th ink 
i f  you look a t  the  las t  two years ,  NORINCO is  doing a  lo t  of  publ ic  
re la t ions  ac t iv i t ies  in  the  U.S.  and is  a lso  address ing some of  the  
problems by adopt ing i t s  own  in ternal  compl iance  program.  
 So,  hopeful ly ,  over  t ime some of  these  ques t ions  wi l l  be  deal t  
wi th ,  i f  not  complete ly  removed.   Thank you.  
 DR.  ROBERTS:   The dia logue you referenced,  jus t  for  the  
benef i t  of  the  group who may not  be  famil iar ,  the  pres idents  agreed,  
Pres idents  Bush and Hu agreed,  to  three  mi l i ta ry  confidence-bui ld ing 
measures  a t  the i r  Summit ,  and one  of  the  three  was  a  d ia logue on 
nuclear  mat ters .  The Whi te  House  asked Genera l  Car twright  a t  
STRATCOM to  take  the  lead on th is ,  and 15 months  la ter ,  they have 
not  even s igned up Genera l  J ing  to  come kick  the  t i res  in  Omaha.   
What  expla ins  th is?  
 As  an  as ide ,  le t  me note  tha t  th is  i s   not  qui te  the  d ia logue about  
nonprol i fera t ion  tha t  I  was  d iscuss ing in  my in t roductory  remarks .   
And what  i t  i s  remains  unclear .   I  th ink in  both  China  and the  Uni ted  
Sta tes ,  there 's  a  sense  tha t  you don ' t  want  to  have  Genera l  J ing  go to  
STRATCOM without  knowing what  comes next .  I f  tha t ' s  the  f i rs t  s tep ,  
what 's  the  second s tep  and what 's  the  th i rd  s tep ,  and where  do you 
th ink you ' re  headed wi th  th is?  Answer ing th is  ques t ion  te l l s  you what  
to  do in  the  f i rs t  s tep .   Are  you going to  ra ise  expecta t ions ,  lower  
expecta t ions?   Rather  than jus t  have a  v is i t  for  v is i t ' s  sake ,  what  are  
you t ry ing to  accompl ish?   We are  s t i l l  t ry ing to  f igure  tha t  out  on  our  
s ide  and I  th ink they ' re  s t i l l  t ry ing to  f igure  tha t  out .  
 What  e lse  expla ins  the  delay?  There  are  some ins t i tu t ional  
fac tors  here .  The head of  STRATCOM is  used to  ta lk ing to  a  lo t  of  
fore igners  about  a  grea t  many topics.   The head of  the  Second Art i l le ry  
doesn ' t  ta lk  to  anybody.   He goes  on--  
 COMMISSIONER WORTZEL:   Brazi l ,  Argent ina .  



 

 

 
 
 
  

52  
 DR.  ROBERTS:   Yes  he  does ,  but  he  doesn ' t  have 
s t ra tegic  nuclear  d ia logues .   I  be l ieve  there  has  been no such Chinese  
d ia logue wi th  a  Russ ian  counterpar t ,  for  example .  
 There 's  a lso  a  poss ib i l i ty  tha t  they are  wai t ing  to  have  bet ter  
capabi l i t ies  to  show.   This  would  be  s tandard  behavior  tha t  we 've  seen 
in  o ther  d imensions  of  the i r  mi l i ta ry  t ransparency.  
 The shor t  answer  i s  tha t  I  don ' t  rea l ly  know.  We can conjec ture  a  
lo t  about  what  expla ins  the i r  behavior .   But  what  we can do something 
about  i s  our  behavior .  I  have  the  impress ion tha t  the  Chinese  see  us  as  
sending mixed messages  about  nuclear  d ia logue.   They saw the  two 
pres idents  make the  commitment ;  then months  went  by before  a  formal  
invi ta t ion  came;  indeed,  a  ha l f  year  went  by  before  a  formal  invi ta t ion  
came.  
 As  one  former  senior  NSC off ic ia l  put  i t ,  there  seems to  be  
something of  a  convergence  of  d is in teres t  in  a  lo t  of  par t ies  here ,  and 
so  the  Chinese  get  the  mounta ins '  wor th  of  the  b lame because  they ' re  
the  ones  who aren ' t  wi l l ing  to  go the  next  s tep ,  but  I 'm not  sure  i t ' s  
jus t  a  responsibi l i ty  of  the i rs ,  as  I  th ink we 're  s t i l l  a  b i t  hamstrung 
here .  
 Thanks .   
 HEARING COCHAIR ESPER:  Good.   Thank you,  both .   
Commiss ioner  Wessel .  
 COMMISSIONER WESSEL:   Thank you both  for  be ing here .   I  
want  to  fo l low up on Commiss ioner  Wortze l ' s  comments  and your  
comments ,  Dr .  Rober ts ,  and a lso  going back to  your  tes t imony 
indica t ing  tha t  there  are  two pr imary explanat ions  for  some of  the  
i ssues  we have as  to  whether  there  i s  a  c lear  and consis tent  pol icy  by 
the  U.S.  government  tha t  the  Chinese  unders tand and see .   I  mean i f  
you look across  the  board ,  and th is  i s  not  a  par t i san  comment  because  I  
th ink we had the  same problems dur ing the  Cl in ton adminis t ra t ion ,  as  
you look a t  currency,  as  you look a t  many other  i ssues ,  we speak tough 
and then we sor t  of  back up and don ' t  take  suff ic ient  ac t ion  a t  t imes .  
 We 've  had ser ia l  prol i fera tors  tha t  there  have  been demarches ,  
there  have  been per iodic  sanct ions ,  but  we have jo in t  ventures ,  as  I  
unders tand i t ,  be tween U.S.  companies  and some of  those  prol i fera tors .  
 We have fa i led  to  take  ac t ion  agains t  parents  and up the  s tandard ,  i f  
you wi l l .  
 Do you th ink the  U.S.  i s  be ing c lear  and consis tent  enough in  
how i t  approaches  these  or  i s  the  inconsis tency adding to  our  
problems?   For  both  wi tnesses ,  p lease .  
 DR.  ROBERTS:   We worry  about  China  as  a  s t ra tegic  par tner  and 
jus t  imagine  what  i t  i s  to  be  America 's  s t ra tegic  par tner  on  something.  
 We've  got  to  be  the  master  of  inconsis tency.  
 I t  would  be  hard  to  argue  the  case  tha t  no ,  we ' re  consis tent  
enough.   The key ques t ion  i s :  how much does  our  inconsis tency harm 
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us?   I  don ' t  th ink tha t  our  inconsis tency expla ins  the  bas ic  
choices  China  has  made in  th is  area .   I  th ink i t s  bas ic  choices  are  
dr iven by in ternal  domest ic  fac tors .   I t s  bas ic  choices  v is -à-vis  i t s  
expor ts  of  cer ta in  th ings ,  and i t s  membership  of  t rea ty  regimes ,  for  
example ,   a re  dr iven by in ternal  fac tors  to  the  par ty  and the  way the  
economy works ,  and by an  overa l l  sense  of  China 's  main  fore ign pol icy  
themes ,  peaceful  r i se ,  and tha t  te l l s  them what  sor t  of  macro  level  
choices  to  make.  
 So in  the  in teres t  of  t ime,  I  th ink I  would  jus t  say  sure ,  we can 
a lways  be  more  consis tent ,  but  I  don ' t  see  our  inconsis tencies  as  
having contr ibuted  much to  the  problem that ' s  in  f ront  of  us  here .  
 COMMISSIONER WESSEL:   Okay.   Dr .  Yuan.  
 DR.  YUAN:  I  th ink tha t  ever  s ince  the  Cl in ton adminis t ra t ion ,  
the  U.S.  government  has  a lways  been debat ing which would  be  the  
most  ef fec t ive  s t ra tegy,  whether  i t ' s  sanct ions  or  engagement  or  a  
mixture  of  the  two.  
 I f  you look a t  the  prac t ice  and appl ica t ion  of  those  U.S.  pol ic ies  
regarding Chinese  behavior  over  a  decade and a  hal f ,  I  th ink there 's  a  
s low shi f t  a t  leas t  wi th  regard  to  China 's  behavior .   But  China  s t i l l  i s  
re luctant  to  respond every  t ime the  U.S.  government  ra ises  something,  
especia l ly  in  the  context  they don ' t  want  to  share  informat ion,  
in te l l igence ,  so  somet imes  there  i s  f rus t ra t ion  for  the  Chinese  
off ic ia ls ,  those  d ip lomats .   They have to  go to  those  companies  to  
inves t iga te  what 's  going on wi thout  proper  in te l l igence .  
 Secondly ,  I  th ink the  Chinese  economy today is  not  what  i t  was  
20,  25  years  ago.   You could  have maybe 90 percent  or  95  percent  
under  s ta te  control .   Today,  over  50 percent  of  the  Chinese  economy is  
pr iva te  non-s ta te  contro l .   And there  are  thousands  and thousands  of  
companies  of  pr iva te  individual ly-owned,  fore ign-owned,  and jo in t  
ventures ,  and they a l l  engage in  t rade  one  way or  another ,  especia l ly  in  
the  chemical -b io logica l  a rea .  
 I t ' s  very  d i f f icul t .   Even i f  the  government  i s  wi l l ing  to  do 
something about  i t ,  i t  s t i l l  takes  t ime and a  lo t  of  resources ,  and then I  
th ink tha t  a lso  crea tes  the  problem for  the  U.S.  government ,  and that ' s  
why they cannot  decide  which is  the  most  ef fec t ive  way of  deal ing 
wi th  Chinese  behavior .  
 COMMISSIONER WESSEL:   Thank you.  
 HEARING COCHAIR ESPER:  Great .   Thank you.  Commiss ioner  
Fiedler .  
 COMMISSIONER FIEDLER:  I  have two ques t ions .   F i rs t ,  Dr .  
Yuan,  you made reference  to  mi l i ta ry  af f i l ia ted  companies .  
 DR.  YUAN:  Yes .  
 COMMISSIONER FIEDLER:  Could  you give  me three  or  four  
examples  of  what  you mean,  sor t  of  names of  companies?   
 DR.  YUAN:  Wel l ,  there 's  s t i l l  a  conglomerate ,  so-cal led  New 
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Era Group.  
 COMMISSIONER FIEDLER:  Xinshidai .  
 DR.  YUAN:  Xinshidai ,  yes .   I t ' s  par t  of  i t .   But  i t  i s  more  of  a  
group tha t  has  a  lo t  of  ent i t ies  and corpora t ions  a  par t  of  tha t ,  so  i t ' s  
k ind of  an  umbrel la .   And that  umbrel la  has  something to  do wi th  the  
PLA General  Staf f  Depar tment .   But  then you move down,  these  are  the  
companies ,  l ike  Great  Wal l ,  NORINCO, defense  corpora t ions  which 
ac tual ly  manufacture  and t rade  in  d i f ferent  defense  i tems.  
 COMMISSIONER FIEDLER:  Thank you very  much.   A genera l  
ques t ion for  both  of  you.   NORINCO was  sanct ioned for  prol i fera t ing  
wi th  I ran ,  twice  I  be l ieve ,  on  two di f ferent  separa te  occas ions .   Do you 
bel ieve  tha t  NORINCO was  a  lone  ac tor  or  do  you bel ieve  tha t  the  
prol i fera t ion  was  a  mat ter  of  Chinese  government  pol icy?   Unless  
there 's  a  th i rd  choice  somewhere .   I  only  see  two choices .  
 DR.  YUAN:  No,  I  don ' t  th ink i t ' s  Chinese  pol icy  for  NORINCO 
to  prol i fera te  because  NORINCO does  a  lo t  of  bus iness  in  the  
convent ional  arms t rade .   And there 's  no  in ternat ional  ban on 
convent ional  arms t rade .   There 's  the  U.N.  Arms Regis t ry  tha t  
h ighl ights  i f  there 's  dramat ic  accumulat ion  of  arms in  a  par t icular  
region of  concern ,  but  tha t ' s  not  a  ban on convent ional  arms.  
 So a  lo t  of  the  ac t iv i t ies  tha t  NORINCO engages  are  in  the  
convent ional  arms t rade ,  or  defense  t rade .    
 But  I  th ink the  reason that  NORINCO receives  sanct ions  f rom 
the  U.S.  government  probably  f ive or  s ix  t imes ,  i f  I  read  the  
Congress ional  Research Service  repor t  correc t ly ,  i s  because  i t s  
cus tomer  i s  I ran .   NORINCO is  bui ld ing subways  in  Tehran,  and i t ' s  
engaged in  a  lo t  of  commercia l  act iv i t ies ,  and because  of  the  U.S.  
government  pol icy  of  I ran  Nonprol i fera t ion  Act ,  a  lo t  of  the  dual -use  
i tems that  NORINCO is  involved in  t rading are  subjec t  to  U.S.  
sanct ions .   That 's  why NORINCO is  being sanct ioned.  
 COMMISSIONER FIEDLER:  So you th ink they ' re  a  lone  ac tor?   
You?  
 DR.  ROBERTS:   Are  they act ing  outs ide  of  Chinese  pol icy ,  I  
th ink the  answer  i s  obviously  yes  in  those  behaviors .   But  i t ' s  c lear  
tha t  d i f ferent  par ts  of  the  Chinese  government  and s ta te  and par ty  
appara tus  br ing di f ferent  levels  of  enthus iasm to  the  pol ic ing of  the  
behaviors  of  s ta te  ent i t ies  wi th  regard  to  China 's  commitments .  
 COMMISSIONER FIEDLER:  Okay.   Actual ly  that ' s  an  
in teres t ing  d is t inguishing character is t ic .   So  le t  me rephrase  the  
ques t ion .   Do you th ink they were  in  tune  wi th  the  PLA's  pol icy  v is -à-
vis  I ran?  
 DR.  ROBERTS:   This  i s  ent i re ly  conjectura l  on  my par t .  
 COMMISSIONER FIEDLER:  I 'm asking for  the  conjectura l .  
 DR.  ROBERTS:   My sense  i s  tha t  a  lo t  of  tha t  behavior  i s  what  
we might  th ink of  as  mercenary .  I t  i s  dr iven more  by the  personal  
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pr ivate  in teres ts  and the  associa ted  ins t i tu t ional  in teres ts  
than i t  i s  by  a  senior  leadership  decis ion-maker  saying “I 'm t ry ing to  
p in  America  down in  the  Gulf ,  I 'm t ry ing to  s t rengthen I ran 's  hand,  and 
therefore  I  want  th is  f r iend of  the  PLA to  go off  and do something 
tha t ' s  cont rary  to  pol icy .”   I  don ' t  th ink tha t  expla ins  i t .  
 COMMISSIONER FIEDLER:  I  can  unders tand that  in  the  f i rs t  
ins tance ,  but  le t ' s  take  mul t ip le  ins tances .   So NORINCO gets  
sanct ioned by the  Uni ted  Sta tes .   China  becomes aware  tha t  the  Uni ted  
Sta tes  doesn ' t  l ike  the  behavior ,  and as  a  mat ter  of  fac t ,  rea l ly  doesn ' t  
l ike  the  behavior ,  and then NORINCO does  i t  again  and again  and 
again ,  and the  Chinese  government  does  nothing.  
 Why am I  not  to  be l ieve  a t  th is  point  beyond the  fac t  tha t  
everybody is  c la iming tha t  they ' re  unable  to  enforce?   At  th is  point ,  
why is  any reasonable  person ac tual ly  not  to  be l ieve  tha t  i t ' s  a  mat ter  
of  pol icy  tha t  they don ' t  c rack down on them?   
 DR.  ROBERTS:   I t ' s  a  rhetor ica l  ques t ion .   At  th is  point ,  a f ter  
th is  much behavior ,  but  who 's  going to  do the  cracking down?  Which 
par t  of  the  government?    
 COMMISSIONER FIEDLER:  We a lways  ta lk  about  the  
government ,  but  you were  qui te  correc t  in  correc t ing  me about  what  
par t  of  the  government .  
 DR.  ROBERTS:   Yes .  
 COMMISSIONER FIEDLER:  So is  i t  the  secur i ty  services ;  i s  i t  
the  CMC; is  i t  the  PLA i tse l f ;  i s  i t  the  Sta te  Counci l?   I 'm somewhat  
f r ightened tha t  we don ' t  have  a  bet ter  v iew of  tha t  as  a  mat ter  of  
government  analyt ics .   That  bothers  me a  great  deal .   Thank you.  
 HEARING COCHAIR ESPER:  Commiss ioner  Bar tholomew,  do 
you have some ques t ions?  
 CHAIRMAN BARTHOLOMEW:  Thank you,  gent lemen.   This  i s  
very  in teres t ing ,  ge t t ing  us  to  th ink about  these  th ings  in  some s l ight ly  
d i f ferent  ways .   I 'd  l ike  to  fo l low up on Commiss ioner  Fiedler  thought ,  
but  s tar t  out  by  saying the  s t ruggle  we have in  unders tanding th is  i s  
what  k ind of  control ,  i f  any,  does  the  Chinese  government  have  over  
companies  tha t  a re  s ta te  enterpr ises  or  associa ted  wi th  the  s ta te  or  
even pr ivate .   And,  i s  i t  tha t  there  i s  an  inabi l i ty  for  them to  crack 
down,  an  unwil l ingness?   I s  i t  a  lack  of  pol i t ica l  wi l l?  
 I s  there  a  lack  of  knowledge?   I 'm a lso  s t ruck by the  fac t  tha t  
when you ask ,  Dr .  Rober ts ,  essent ia l ly  what  par t  of  the  government  
should  be  doing the  cracking down,  then the  ques t ion  I  have  i s  what  
par t  of  the  government  are  we ta lk ing to  about  these  th ings ,  and are  we 
ta lk ing to  the  wrong par t  of  the  government?  
 I  th ink f rus t ra t ion  i s  over  a  number  of  years  of  hear ing tha t  
they ' l l  s ign  agreements  and then the  agreements  aren ' t  enforced.   And 
people  then say ,  wel l ,  they don ' t  have  the  abi l i ty  to  contro l  what ' s  
going on.   Then you s tar t  ques t ioning,  wel l ,  then what 's  the  value  of  
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the  agreement  tha t  they s ign?   I f  we ' re  ta lk ing to  cer ta in  groups  of  
people ,  and they aren ' t  the  people  who have the  abi l i ty  or  the  
wi l l ingness  to  do the  crackdown? 
 I 'm not  exact ly  sure  what  my ques t ion  i s ,  but  i t ' s  s t i l l  tha t  
s t ruggle  to  unders tand.   Do we rea l ly  unders tand why they aren ' t  doing 
the  th ings ,  f i r s t ,  why are  they a l lowing NORINCO to  do th is  seven 
t imes  in  a  row? 
 DR.  ROBERTS:   I  don ' t  know.   I  have  an  opinion which is  tha t  
i t ' s  harder  to  crack down on big  companies  l ike  NORINCO that  are  
h ighly  inf luent ia l  in  the  sys tem and very  impor tant  to  the  advance  of  
var ious  Chinese  in teres ts  around the  wor ld  than i t  i s  to  crack down on 
l i t t le  companies  tha t  a re  sor t  of  opera t ing  normal ly  in  the i r  economy.  
 So my percept ion,  as  the  occas ional  reader  of  the  informat ion on 
these  problems,  i s  tha t  they 've  bas ica l ly  brought  a  lo t  of  the  ac tors  
in to  l ine ,  but  they 've  got  a  few big  ac tors  who get  to  de termine  where  
the  l ine  l ies  a  lo t  of  the  t ime,  and par t icular ly  in  a  sys tem that  opera tes  
not  jus t  on  top  down par ty  author i ty ,  but  on  the  pr inciple  of  graf t  and 
connect ions  and a l l  of  tha t ,  you can imagine  tha t  there 's  a  lo t  more  a t  
s take .   There 's  a  much more  complex process  involved in  br inging tha t  
ent i ty  in to  compl iance  wi th  s ta te  pol icy  than in  br inging a  smal l  ent i ty  
in to  compl iance .  
 So are  we ta lk ing to  the  r ight  people?   I  th ink we 're  ta lk ing to  
the  r ight  people  who can deal  wi th  the  major i ty  of  the  problem,  I  mean 
who can deal  wi th  most  of  the  ac tors ,  but  who can ac tual ly  br ing the  
most  inf luent ia l  ac tors  in to  l ine  are  only  the  people  a t  the  top  of  the  
sys tem.  
 CHAIRMAN BARTHOLOMEW:  Yes .  
 DR.  ROBERTS:   And i f  there 's  chronic  misbehavior ,  i t  would  
seem that  the  people  a t  the  top  of  the  sys tem aren ' t  wi l l ing  to  pay 
whatever  pr ice  i s  involved vis -à-vis  tha t  la rge  ac tor  to  compel  i t s  
compl iance .  
 CHAIRMAN BARTHOLOMEW:  And how do we reconci le  that ,  
Dr .  Yuan,  wi th  what  you sa id  tha t  there  are  lo ts  and lo ts  of  smal l  
companies  out  there ,  and essent ia l ly  they can ' t  keep t rack of  a l l  of  the  
smal l  companies?   I f  I  put  these  two pieces  together ,  there  i s  the  they-
can ' t -ac t  or  won ' t -ac t -  agains t - the-big-companies  because  of  the  
leverage  tha t  the  b ig  companies  have ,  and then they can ' t  ac t  or  won ' t  
ac t  agains t  the  smal l  companies  because  they don ' t  necessar i ly  know 
what  the  smal l  companies  are  doing.   
 DR.  YUAN:  I  th ink the  Chinese  government  exact ly  in  
responding to  th is  k ind of  a  problem is  in t roducing or  s t rengthening i t s  
exis t ing  s t ructure .   In  the  pas t ,  more  focus  was  on l icense  appl ica t ion  
review,  approval ,  d isapproval ,  but  now I  th ink there  i s  a  growing 
recogni t ion  of  the  ro le  of  the  so-ca l led  "border  cont ro l ,"  the  Genera l  
Adminis t ra t ion  of  Customs.   They now check agains t  what  i s  on  the  
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bi l l ,  on  the  document ,  agains t  the  l i s t  of  cont ro l led  i tems.  
 They ' re  a lso  in t roducing the  so-cal led  "harmonized sys tem."   
They in t roduced dig i ta l ,  l ike  e ight  d ig i t s ,  and i f  i tems are  under  expor t  
cont ro l  on  the  l i s t ,  they wi l l  have  an ext ra  two digi ts .   So tha t  would  
make i t  eas ier  for  the  cus tom off ic ia ls  to  ver i fy ,  and they a lso  have  
screening machinery  tha t  can  see  through cargoes .   But  obviously ,  you 
can ' t  check every  cargo conta iner  so  you randomly check.   But  then 
you check a l l  the  documenta t ion .   So  i t 's  s lowly t ry ing to  address  those  
problems.  
 But  wi th  regard  to  NORINCO, in  addi t ion  to  the  fac t  tha t  
NORINCO is  b ig  and inf luent ia l ,  I  th ink there 's  a  ques t ion  about  
whether  the  Chinese  government  agrees to  the  U.S.  premise  these  are  
contro l led  i tems because  they are  not  on  Chinese  l i s t s ;  nor  are  they on 
the  mul t i la tera l  regimes’  l i s t s  of  which China  i s  par t .  
 So  here  the  ques t ion  i s  should  China  take  the  ext ra  s tep  to  
prevent  a  company f rom making prof i t  because  the  U.S.  government  
ra ises  concerns?   So there 's  something ext ra .   So  I  th ink  there  are  some 
di f ferences  in  in terpre ta t ion  and enforcement  as  wel l .  
 CHAIRMAN BARTHOLOMEW:  Thank you.   I 'm going wi th  the  
agreement  of  the  chai r  to  take  a  few more  minutes  to  fo l low up on tha t .  
Our  previous  wi tnesses  ta lked,  of  course ,  about  the  d i f ference  between 
complying wi th  the  le t ter  of  the  law or  agreement  and complying wi th  
the  spi r i t  of  the  agreement ,  and tha t  there  are  arguments  tha t  can  be  
made tha t  the  Chinese  are  complying wi th  the  le t te r  and not  the  spi r i t  
and tha t ' s  a  mat ter  open to  in terpre ta t ion .   That  ge ts  in to  Dr .  Rober ts '  
in teres t ing  comments  about  they view th ings  d i f ferent ly  than we do,  
and that ' s  not  surpr is ing,  and we have to  f igure  out  how to  t ry  to  
change that  dynamic .  
 Do you th ink tha t  i f  there 's  an  embarrassment  fac tor  tha t  comes 
a long,  and I 'm asking th is  par t icular ly  because  i t  has  come up in  
d iscuss ions  of  what  Chinese  companies  and Chinese  s ta te  companies  
are  doing in  Sudan,  tha t  i s  car ry ing a  huge publ ic  re la t ions  problem 
wi th  i t  for  the  Chinese  government  tha t  could  very  wel l - - I  mean i t  i s  
s tar t ing  to  over lap  in to  the  Bei j ing  Olympics- - tha t  whether  there  i s  
oppor tuni ty  to  encourage  the  Chinese  government  to  change i t s  ac t ions  
v is -à-vis  some of  these  companies  based on the  fac t  tha t  there  are  
embarrass ing consequences  tha t  happen?  I s  tha t  a  poss ib i l i ty  or  i s  th is  
jus t  not  going to  mat ter?   
 DR.  YUAN:  I  th ink China  i s  a  r i s ing power ,  and China  does  care  
about  i t s  in ternat ional  image as  a  responsible  and peaceful ly  r i s ing  
power ,  and China  cares  about  i t s  re la t ionship  wi th  the  Uni ted  Sta tes .   
What  China  i s  doing in  Sudan or  in  a  number  of  countr ies  i s  pre t ty  
much dr iven by i t s  growing demands  for  energy.   So there  i s  a  
commercia l  reason for  China  to  expand these  ac t iv i t ies  in  these  
countr ies .   So th is  i s  number  one .  
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 Number  two,  I  th ink to  i t s  c redi t ,  I  mean in  a  way the  
Chinese  government  does  not  l ike  to  in ter fere  in  o ther  countr ies '  
in ternal  af fa i rs .   Normal ly  th is  i sn ' t  what  Chinese  government  does ,  
but  increas ingly  I  th ink over  the  las t  few months  or  even hal f  a  year ,  
China  i s  beginning to  sense  th is  s takeholder  responsibi l i ty  where  I  
th ink Rober t  Zoel l ick ,  the  former  Deputy  Secre tary  of  Sta te ,  in  h is  
s ta tement  he  ment ioned tha t  China  should  be  a  responsible  power  so  i t s  
ac t ions  can have inf luence  and impact  on  a  number  of  impor tant  
in ternat ional  i ssues .   China  has  appointed  an  Envoy for  Afr ican 
Affa i rs ,  and now is  suppor t ive  of  expansion of  U.N.  peacekeeping 
opera t ions  in  Sudan and is  jo in ing the  peacekeeping opera t ions .  
 Gradual ly  I  th ink China  recognized that  you can ' t  jus t  focus  on 
commercia l  in teres ts .   There  are  moral ,  more  impor tant  pol i t ica l  
responsibi l i t ies  tha t  an  emerging power  carr ies  and assumes.   So I  
th ink China  i s  a l ready shi f t ing  toward a  grea ter  recogni t ion  of  th is  
problem.  
 CHAIRMAN BARTHOLOMEW:  Dr .  Rober ts ,  any comments?  
 DR.  ROBERTS:   To say I  la rgely  agree  wi th  the  argument  by Dr .  
Yuan.   I  th ink the  responsible  s takeholder  argument  i s  very  appeal ing  
to  a  lo t  of  Chinese ,  though not  a l l  of  them,  by any means .  The not ion 
tha t  the i r  behavior  should  be  seen by themselves  to  be  responsible  i s  
something tha t  I  hear  widely  expressed.  
 They ' re  a  l i t t le  less  enthus ias t ic  for  the  not ion  tha t  i t ' s  somehow 
America 's  job  to  determine  whether  they ' re  responsible .  They a lso  ask  
who gets  to  assess  whether  America  i s  ac t ing  responsibly  on the  wor ld  
s tage .  
 But  I  f ind  in  genera l  a  des i re  to  be  seen to  be  responsible  and an  
openness  to  having the i r  behaviors  d iscussed in  a  way tha t  c r i t ica l ly ,  
but  not  ideologica l ly ,  chal lenges  them to  adapt  those  behaviors  in  a  
way that  comports  wi th  the  genera l  unders tanding of  what  
responsib i l i ty  involves  in ternat ional ly .  I  f ind  a lso  some suppor t  for  the  
not ion  tha t  responsib i l i ty  i s  not  l imi ted  to  a  t rea ty  under taking.  Some 
Chinese  analys ts  suppor t  the  argument  tha t  there  are  norms of  
in ternat ional  behavior  tha t  a re  not  necessar i ly  expressed in  a  t rea ty ,  
and thus  tha t  responsibi l i ty  somet imes  requires  of  China  tha t  i t  go  
beyond the  le t ter  of  the  law to  address  the  common need to  crea te  an  
in ternat ional  order  tha t ' s  s table .  
 HEARING COCHAIR ESPER:  I 'd  l ike  to  ask  a  couple  ques t ions .  
Going back to  China’s  in teres ts ,  and you 've  each ta lked about  th is ,  
how would  you character ize  the i r  prol i fera t ion  of  i tems and mater ia ls  
to  I ran?   I s  i t  therefore  a  mat ter  of  corrupt ion?   I s  i t  a  mat ter  of  
pursuing the i r  own s t ra tegic  in teres t  to  bui ld  a  re la t ionship  wi th  I ran  
because  of  I ran’s  energy resources ,  or  as  some might  propose ,  i s  i t  a  
means  by which to  keep the  Uni ted  Sta tes  of f  ba lance  in  the  Gulf?   
Any of  the  above,  a l l  the  above,  how would  you character ize  th is?  
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 DR.  ROBERTS:   My view is  tha t  there  are  few decis ions  of  
governments  made a t  h igh levels  tha t  don ' t  involve  mul t ip le  fac tors ,  
and my answer  to  your  ques t ion would  be  a l l  of  the  above.  I  th ink tha t  
there  i s  def in i te ly  a  cons t i tuency in  China  for  the  v iew that  c rea t ing  
t rouble  for  America  e lsewhere  in  the  wor ld  i s  a  good th ing,  
par t icular ly  i f  i t  focuses  American mi l i ta ry  p lanning on those  
chal lenges  ra ther  than China 's  r i se .   Def in i te ly  tha t  camp exis ts .  
 I  th ink there  i s  a lso  a  camp for  currying favor  wi th  I ranians  as  
obviously  fu ture  contenders  to  a  major  fac tor  in  the  Asian  balance  of  
power .  By thei r  v iew,  China  should  have  a  pos i t ive  re la t ionship  wi th  a  
regime that ' s  not  going to  go away.   
 There  are  a lso  c lear  economic  interes ts  tha t  p lay  to  developing 
th is  re la t ionship ,  inc luding in  the  energy rea lm.  Here  there  i s  a lso  Dr .  
Yuan’s  very  impor tant  point -   tha t  they don ' t  perce ive  most  of  the  
behaviors  for  which we sanct ion them as  inconsis tent  wi th  the i r  
obl igat ions ,  and what  America  i s  doing is  asking for  specia l  deference  
on China 's  behal f  to  br ing Chinese  behaviors  in to  compl iance  wi th  our  
expecta t ions  as  opposed to  anybody 's  commitment ,  anybody 's  t rea ty  
obl iga t ion .   So natura l ly  i t ' s  then harder  for  us  to  come a long and say 
“please  change.”   
 HEARING COCHAIR ESPER:  Let  me br ing th is  back to  one  of  
the  fundamenta l  ques t ions ,  and tha t  i s  notwi ths tanding the i r  
percept ions  of  the i r  t rea ty  obl iga t ions  or  the  Uni ted  Sta tes '  percept ions  
of  the i r  t rea ty  obl iga t ions--China 's  tha t  i s - -what  are  the  t rea ty  
par tners '  col lec t ive ly  v iew of  China 's  nonprol i fera t ion  performance?  
 Do other  t rea ty  par tners ,  e i ther  the  NPT or  the  mul t i la tera l  
regimes ,  see  China  as  l iv ing up to  i t s  obl iga t ions  or  fa l l ing  shor t  in  
some areas?  
 DR.  YUAN:  Var ious  o ther  par t ies  in  genera l  have  the  v iew,  
pos i t ive  v iew,  of  the  evolut ion  of  Chinese  behavior ,  and a lso  they 
don ' t  normal ly  have  the i r  own domest ic  laws tha t  require  them to  
impose  sanct ions  i f  they consider  Chinese  behavior  as  a  v io la t ion  of  
the i r  domest ic  laws.   I  th ink the  U.S.  probably  i s  the  only  country  tha t  
does  tha t  because  i t  has  maybe far  more  in teres t  in  g lobal  and regional  
contexts .  
 Other  par tners  normal ly  wi l l  engage in  d ip lomat ic  d ia logue and 
consul ta t ion  and to  encourage  China  to  move forward more  in  a  
pos i t ive  manner  to  address  some of  the  concerns  ra ther  than to  impose  
sanct ions .  
 HEARING COCHAIR ESPER:  I t  sounds  to  me l ike  you ' re  
sugges t ing  tha t ,  col lec t ive ly  t rea ty  par tners  don ' t  see  China  has  fu l ly  
l iv ing up to  i t s  obl iga t ions ,  but  are  more  wi l l ing  to  approach the  
problem in  a  d i f ferent  way.  
 DR.  YUAN:  I f  China  viola tes  or  a  Chinese  ent i ty  v io la tes  
in ternat ional  t rea t ies- -  
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 HEARING COCHAIR ESPER:  Right .  
 DR.  YUAN:  - -or  mul t i la tera l  commitment ,  then member  s ta tes  
wi l l  express  concerns  publ ic ly .  For  ins tance ,  the  January  tes t ,  a  lo t  of  
countr ies  expressed concerns  publ ic ly ,  but  in  the  nuclear  area ,  even in  
the  chemical  area ,  because  i t ' s  rea l ly  d i f f icul t  to  demonst ra te  tha t  
Chinese  ent i t ies  v io la te  the i r  in ternat ional  commitment ,  so  I  don ' t  see  
member  countr ies  express ing s t rong opposi t ion  there .   
 HEARING COCHAIR ESPER:  Okay.   Dr .  Rober ts ,  any thoughts?  
 DR.  ROBERTS:   On the  Biologica l  Weapons  Convent ion,  I  th ink 
the  Uni ted  Sta tes  i s  the  only  s ta te  par ty  tha t  has  ra ised  consis tent ly  a  
ques t ion  in  th is  area ,  but  o ther  s ta tes  are  not  in  the  habi t  of  ra is ing  
ques t ions  publ ic ly .   The U.S.  has  ra ised  th is  obl igat ion  because  i t  was  
required  for  a  long t ime by the  Congress  to  have  arms contro l  impact  
s ta tements—an annual  repor t  f rom the  execut ive  to  the  Congress  on 
t rea ty  compl iance .  
 Other  s ta te  par t ies  to  t rea t ies  usual ly  don ' t  do  tha t .   So the  BWC, 
I 'm not  sure  how much to  read in to  the  fac t  tha t  the  US has  been the  
only  par ty  to  ra ise  tha t  chal lenge.  
   On the  CWC, the  Chemical  Weapons  Convent ion,  in  genera l ,  I  
th ink the  percept ion i s  tha t  China  has  brought  i t s  behaviors  in to  
compl iance  wi th  i t s  t rea ty  obl iga t ions .  But  Aust ra l ia  Group members ,   
who have some more  t ransparency into  China’s  t rade  prac t ices  express  
a  l i t t le  f rus t ra t ion  now and again .  
 On the  NPT,  the  common percept ion is  tha t  China  s igned up to  
everything;  i t ' s  doing what  i t ' s  supposed to  do.   According to  th is  
percept ion,  a l l  of  China’s  nuclear  ass is tance  to  bad Pakis tan  preceded 
i t s  assumpt ion of  a  legal  t rea ty  obl igat ion .    
 I  th ink those  are  the  common percept ions .   That ' s  the  beginning 
and the  end of  the  t rea ty  l i s t .  
 Now,  a  lo t  of  the  th ings  tha t  t rouble  us  are  in  the  convent ional  
weapons  rea lm,  and the  miss i le  rea lm where  we 'd  l ike  to  sugges t  
there 's  a  g lobal  norm agains t  miss i les ,  but  there  i sn ' t .  
 But  there 's  a lso  the  fac t  tha t  a  grea t  many countr ies  are  
suspic ious  of  China  and doubtful  of  the  des i re  and capaci ty  of  a  one-
par ty  h ighly  mi l i ta r ized  sys tem to  honor  i t s  commitments  and of  a  
socie ty  tha t  lacks  the  t ransparency to  g ive  us  conf idence .  
 So even i f  there  are  not  many countr ies  making speci f ic  charges  
about  China 's  behavior ,  there  i s  I  th ink a  large  dose  of  suspic ion tha t  
what  we see  i sn ' t  a lways  what  we 're  get t ing  out  of  China  on these  
th ings .  
 HEARING COCHAIR ESPER:  Okay.   Thank you.  At  th is  t ime,  
we ' re  going to  go to  Commiss ioner  Reinsch and then Commiss ioners  
Houston,  Wortze l  and Fiedler .  
 HEARING COCHAIR REINSCH:   Thank you.   I 'd  l ike  to  
cont inue  the  l ine  tha t  Mark jus t  s tar ted .   I t  seems to  me in  the  l ight  of  
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what  you 've  been saying that  one  of  the  ways  to  deal  wi th  the  
Chinese  react ion  to  some of  the  th ings  tha t  we 've  been press ing them 
to  do i s  to  t ry  to  mul t i la tera l ize  the  approach and make the  case  to  
them that  everybody wants  them to  proceed in  cer ta in  ways;  i t ' s  not  
jus t  the  Uni ted  Sta tes .   That  may not  be  poss ib le  for  a  lo t  of  reasons ,  
but  I 'd  l ike  you to  ref lec t  for  a  couple  minutes ,  not  on  the  convent ions  
and t rea t ies  you ment ioned,  but  on  the  regimes .  
 The previous  wi tnesses  for  the  adminis t ra t ion  indica ted ,  for  
example ,  tha t  China  had appl ied  to  jo in  the  Aust ra l ia  Group and the  
MTCR and suggested  tha t  i t  rea l ly  had been the  Uni ted  Sta tes  tha t  was  
holding that  up  because  we had some reservat ions  about  whether  or  not  
they could  adequate ly  implement  the  commitments  tha t  would  be  
required  of  them were  they to  jo in .  
 We then had a  d iscuss ion about  Wassenaar ,  which would  address  
the  convent ional  weapons  i ssue ,  which was  sor t  of  a long s imi lar  l ines ,  
tha t  there  was  some doubt  as  to  whether  they would  be  able  to  do the  
th ings  they had to  do were  they to  jo in ,  a l though they haven ' t  appl ied  
there .    
 Can e i ther  of  you or  both  of  you comment ,  f i r s t ,  on  whether  i t  
would  be  a  good s t ra tegy for  us  to  cont inue  to  encourage  them to  jo in ,  
and whether  tha t  i s  feas ib le  or  whether  we 're  asking too much of  them,  
and whether  i t  would  make any di f ference  i f  they did?  
 DR.  YUAN:  I  th ink,  as  I  d iscussed,  the  shi f t  in  Chinese  
a t t i tudes  towards  those  mul t i la tera l  regimes  over  the  las t  few years .   
The i rony is  tha t  in  the  la te  '90s ,  the  Cl in ton adminis t ra t ion  was  
ac t ive ly  encouraging China  to  par t ic ipate  and to  jo in  the  MTCR,  and 
China  a t  the  t ime,  the  response  was  we wi l l  ser ious ly  s tudy th is .   Now,  
China  has  turned around,  showing in teres t  in  jo in ing the  MTCR,  and 
then the  U.S.  i s  bas ica l ly  saying,  wel l ,  can  China  meet  i t s  obl iga t ions ,  
commitments  once  i t  becomes a  member?  
 My perspect ive  i s  to  encourage  China  to  become a  member .   That  
wi l l  ac tual ly  encourage  more  pos i t ive  behavior  because  as  a  member  
wi th in  the  MTCR,  i t  has  to  comply wi th  addi t ional  obl igat ions  and 
commitments .  
 So I  th ink the  concerns  over  whether  China  can enforce  i t s  own 
obl iga t ions  i s  re la ted  more  to  th is  percept ion  tha t  once  China  becomes 
a  member ,  i t  wi l l  a l low other  member  s ta tes  to  have  more  f lexib i l i ty  in  
t ransfer r ing  technology to  China  now that  China  i s  a  par t  of  the  
MTCR.   I  don ' t  th ink tha t  i s  a  foregone conclus ion because  a l l  these  
o ther  members  s t i l l  have  the i r  own in ternat ional  obl iga t ions  or  
domest ic  regula t ions  so  i t ' s  not  necessar i ly  tha t  China  wi l l  suddenly  
become a  cus tomer  of  a  lo t  of  those  impor tant  technologies .  
 So i f  tha t  i s  not  a  concern ,  i f  we remove that ,  and then 
encouraging China  to  become par t  of  the  MTRC wil l  fac i l i ta te  China 's  
becoming a  more  responsible  p layer  in  the  miss i le  area .  
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 HEARING COCHAIR REINSCH:   I  want  to  fo l low on 
that ,  but ,  Dr .  Rober ts ,  do  you have a  comment  as  wel l?  
 DR.  ROBERTS:   Sure .   I  th ink i t ' s  in  our  in teres t  to  encourage  
them to  jo in .   I  be l ieve  they wi l l  jo in .   I 'm not  conversant  wi th  the  
adminis t ra t ion 's  unders tanding of  the i r  capabi l i t ies  to  comply.   I  have  
thought  the  i ssue  was  the i r  wi l l  to  comply,  and as  I 've  heard  the  i ssue  
expressed by Chinese  exper ts ,  th is  i s  a  chicken and egg problem,  by 
which I  mean the  fo l lowing.  China’s  exper ts  asser t  tha t  China  i s  
wi l l ing  to  br ing i t s  behaviors  in to  l ine  wi th  what 's  expected  of  
par t ic ipants  in  these  regimes  when China  i s  a  member ,  but  not  before .   
And Americans  want  China  to  br ing i t s  behavior  in to  l ine  wi th  the  
regime before  s igning up.  Which comes f i rs t ,  the  egg ( fu l l  compl iance)  
or  the  chicken (membership)?  The Chinese  would  say  we know where  
we 're  going to  end up,  in  complying,  so  le t ' s  jus t  ge t  there .  
 Let  me answer  your  o ther  ques t ion  quickly  here .   Does  i t  make 
any d i fference  i f  they  jo in?  I  th ink i t  wi l l  make a  d i f ference  in  the  
sense  tha t  they wi l l  comply wi th  the  le t ter ,  a l though maybe not  fu l ly  
the  spi r i t ,  meaning there  wi l l  be  t ransfers  tha t  come r ight  up  to  the  
def in i t ions .  
  Let ’s  keep our  eye  on the  bal l  here ,  which in  my view is  
Pakis tan 's  miss i le  program.    
 Pakis tan  and India  are  both  poised to  move forward wi th  
s igni f icant  expansions  of  the i r  nuclear  weapons  capabi l i t ies .   Pakis tan  
i s  debat ing  i t s  ro le  as  a  guarantor  or  extended nuclear  de ter rence  to  
o thers  in  i t s  ne ighborhood,  and of  course  we worry  very  much about  
who controls  the  government  in  Pakis tan .  
 I  would  l ike  us  to  l ive  in  a  wor ld  ten  years  f rom now in  which 
they don ' t  have  lo ts  of  long-range miss i le  capabi l i ty  to  go a long wi th  
a l l  of  tha t .   China  doesn ' t  want  to  l ive  in  tha t .   China  wants  to  l ive  in  
the  wor ld  where  they don ' t  have  tha t  capabi l i ty ,  too .   We should  secure  
the i r  par tnership  in  some way.  Doing so  wi l l  make a  d i rec t  impact  on  
Pakis tan’s  nuclear  fu ture  and that  wor ld  ten  years  hence .  
 HEARING COCHAIR REINSCH:  I f  I  can  cont inue  for  a  minute-
- tha t  rea l ly  answers  in  a  way the  next  ques t ion .   I  was  in  the  las t  
adminis t ra t ion  negot ia t ing  wi th  them on th is  subjec t ,  and I  apprecia te  
and agree  wi th  the  evolut ion  in  the i r  th inking and ours  tha t  Dr .  Yuan 
ment ioned.  
 I  guess  having l i s tened to  the  las t  panel  and now you,  the  i ssue  
probably  i s  what  Dr .  Rober ts  jus t  speci f ied ,  which is  the  chicken and 
the  egg.   Are  we bet ter  of f  t ry ing to  br ing them in to  these  regimes  and 
then working wi th  them to  make sure  tha t  they have  adequate  
compl iance  procedures  once  tha t ' s  done,  or  are  we bet ter  of f  ins is t ing  
that  they do a  bunch of  th ings  before  we do that?    
 This  morning 's  wi tnesses  seemed to  be  sugges t ing  the  la t ter .   
You a t  leas t ,  Dr .  Rober ts ,  seem to  be  sugges t ing  the  former  i s  wor th  
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consider ing.   I s  tha t  a  fa i r  s ta tement  on  your  par t?  
 DR.  ROBERTS:   I 'd  buy a  l i t t le  b i t  of f  the  l i s t .  
 HEARING COCHAIR REINSCH:  Pardon me?  
 DR.  ROBERTS:   I 'd  buy a  l i t t le  b i t  of f  the  l i s t ,  meaning I  don ' t  
th ink i t ' s  necessar i ly  in  America 's  in teres ts  to  jus t  say  “come s ign up 
for  a l l  of  th is  and we ' l l  see  how you do.”   Let ' s  take  a  s tep  and see  how 
they do and then we ' l l  see  about  the  next  par t .  
 HEARING COCHAIR REINSCH:  Okay.   Thank you.  
 HEARING COCHAIR ESPER:   Thank you.   Commiss ioner  
Houston.  
 COMMISSIONER HOUSTON:  Thank you and thanks  to  both  of  
you for  be ing here .   This  has  been a  grea t  panel .  I  have  a  ques t ion  tha t  
encompasses  a  lo t  of  what  my fe l low commiss ioners  have  asked 
a l ready.   We ta lk  a  lo t  about  whether  China  has  the  capabi l i ty  to  
comply or  the  wi l l ingness  to  comply to  e i ther  in ternat ional  norms or  
mul t i la tera l  t rea t ies  or  agreements  tha t  they 've  s igned.  
 And,  I 'm s i t t ing  here  th inking about  how jus t  th is  week they shot  
somebody in  China  who didn ' t  comply wi th  the i r  vers ion of  our  FDA.   
He misbehaved and he  got  shot .   I 'm not  sugges t ing  shoot ing people  i s  
a  good way to  make people  comply,  but  i t  does  show that  they do have 
the  abi l i ty  to  move on something impor tant  when they want  to .  
 In  the  las t  panel  I  asked a  ques t ion  about  mot ivat ion .   What  
mot ivates  China  to  e i ther  d i rec t ly  prol i fera te  or  turn  a  b l ind  eye  to  any 
prol i fera t ion  tha t ' s  going on?   I s  i t  economic  mot ivat ion?   I t  i s  mi l i ta ry  
mot ivat ion?    
 In  th is  panel ,  the  ques t ion  would  be  i s  a  commercia l  in teres t  or  a  
mi l i ta ry  in teres t?  And the  answer  i s  probably  the  same as  the  las t  
panel ,  which is  both ,  and i t  depends  on who you 're  ta lk ing about .    
 But  both  of  you have rea l ly  demonst ra ted  an  abi l i ty  in  th is  panel  
today to  th ink outs ide  the  American bun,  which is  rea l ly  helpful ,  
because  we 're  concerned about  our  nat ional  secur i ty ,  and we see  th ings  
f rom our  perspect ive ,  and both  of  you seem to  be  able  to  s tep  out  of  
tha t  and look a t  th ings  f rom the  Chinese  perspect ive .  
 So here  in  America  we have a  lo t  to  keep us  up a t  n ight .   We 
worry  about  a l -Qaeda.   We worry  about  I ran .   We worry  about  
Venezuela .   There 's  lo ts  of  th ings  to  worry  about ,  and tha t  to  a  grea t  
degree ,  even i f  i t ' s  subl iminal ,  i t  def ines  our  pos i t ion  on a  lo t  of  
th ings .  
 So my ques t ion  i s  what  do  the  Chinese  worry  about?   What  i s  
the i r  secur i ty  concern?   I s  there  any fear  of  aggress ion?   Is  i t  
hegemony that  keeps  them going on the  path  of  e i ther  d i rec t ly  
prol i fera t ing  or ,  again ,  turning a  b l ind  eye  to  i t?   What  keeps  them up 
a t  n ight  and what  th ings  tha t  they worry  about  should  we worry  about  
because  they ' re  worrying about  them,  I  guess  i s  the  way to  put  i t?  
 DR.  YUAN:  I  th ink number  one  on the i r  l i s t  i s  the  socia l  
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s tabi l i ty  and cont inued economic  development  because  regardless  
of  the  phenomenal  ra te  of  economic  growth,  China  i s  a  country  of  over  
1 .4 ,  three  or  four  b i l l ion  people  and s t i l l  you have 300 to  500 mi l l ion  
people  l iv ing c lose  to  the  pover ty  l ine .   So  there 's  s t i l l  a  gap in  the  
developed coas ta l  a rea  and underdeveloped in ter ior  region.  
 Every  year  maybe 15,  20  mi l l ion  people  who want  to  get  jobs  
there ,  so  socia l  s tabi l i ty  i s  a  key for  China .   So a  lo t  of  the  Chinese  
fore ign pol icy  today is  dr iven by th is  need to  crea te  and contr ibute  to  
a  peaceful  environment .  
 So tha t ' s  why China  has  t r ied  to  se t t le  i t s  d isputes  wi th  a  number  
of  countr ies ,  te r r i tor ia l  d isputes  and other  d isputes ,  jus t  to  mainta in  a  
peaceful  or  s table  environment .  
 That  a lso  expla ins  why China  values  i t s  re la t ionship  wi th  the  
U.S.  and the  European Union,  and Japan because  these  are  impor tant  
economic  par tners  wi th  China .  
 I  th ink the  U.S.  made a  t remendous  impact  in  the  la te  '90s  
because  the  Cl in ton adminis t ra t ion  a t  the  t ime was  rea l ly  making a  
point  of  nonprol i fera t ion ,  prol i fera t ion  i ssues ,  very  h igh on the  
agenda,  and China  recognized a t  the  t ime.   So i t  moved towards  
developing i t s  own domest ic  sys tem and a lso  coming in to  compl iance  
wi th  a  lo t  of  in ternat ional  sys tems.  
 The next  s tep  i s  to  he lp  China  to  s t rengthen tha t  sys tem because  
i f  you look a t  the  U.S.  government ,  even wi th in  the  Sta te  Depar tment ,  
maybe severa l  hundred people  would  be  working on arms control  
ver i f ica t ion  and nonprol i fera t ion .  
 China’s  Fore ign Minis t ry  has  one  depar tment  responsible  for  the  
same areas ,  maybe 40 or  50  people ,  and in  the  commerce ,  Minis t ry  of  
Commerce ,  they may have 20 people ,  and we a t  the  Monterey  Ins t i tu te ,  
James  Mart in  Center ,  we t ra in ,  and a lso  wi th  the  Univers i ty  of  
Georgia ,  we ' re  t ra in ing a  lo t  of  of f ic ia ls  in  China  who are  to  be  
ass igned responsibi l i ty  in  the  areas  of  expor t  cont ro l .  
 They are  s t i l l  bui ld ing up th is  infras t ructure  and capaci ty ,  but  in  
te rms of  the  government  pr ior i ty ,  I  th ink nonprol i fera t ion  and expor t  
cont ro l  i s  pre t ty  much down on the i r  l i s t .   F i rs t  domest ic  economic  
development  and then mainta in ing a  peaceful  environment  and then 
re la t ions  wi th  key powers ,  and then maybe down the  l i s t  expor t  cont ro l  
and nonprol i fera t ion .  
 DR.  ROBERTS:   I  th ink that ' s  a  very  good character iza t ion  of  
what  keeps  them up a t  n ight .  The key issue  i s  socia l  s tabi l i ty .   And to  
the  extent  the  in ternat ional  envi ronment  impacts  tha t ,  90  percent  of  
tha t  sor t  of  wor ld  v iew is  America .   Where  i s  America  going to  s tand 
on a l l  of  the  problems that  are  potent ia l ly  threa tening to  China 's  
domest ic  t ransformat ion?  
 Where  i s  i t  going to  s tand on t rade?   Where  i s  i t  going to  s tand 
on inves tment?   Where  i s  going to  s tand on technology t ransfer?   
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Where  i s  going to  s tand on Taiwan?   Is  America  going to  be  
fool ishly  t r icked in to  war  by somebody in  Taipei?  
 I s  America  going to  have  the  ski l l  to  avoid  tha t  war?   What 's  
America  doing about  Japan 's  re turn  to  normalcy?   Is  America  helping 
Japan to  def ine  i t s  in ternat ional  ro le  proper ly?   The common Chinese  
v iew is  tha t  we are  not  he lp ing Japan to  f ind  the  r ight  way to  become a  
normal  power .  
 Let  me ta lk  for  jus t  a  moment  about  the  mi l i ta ry  e l i te ,  which I  
th ink i s  more  t roubled  than the  par ty  e l i te  by  the  prospect  of  nuclear  
prol i fera t ion  in  Asia .   "Onesies"  and " twosies ,"  so  to  speak,  a  country  
tha t  ge ts  a  minimum deter rent ,  okay,  the  Chinese  mi l i ta ry  can l ive  wi th  
tha t  because  i t s  has  an  overwhelming pos i t ion  mi l i ta r i ly  v is -à-vis  
those  ac tors .  
 But  when South  Asia  erupts  in to  an  arms race  tha t  leads  to  200,  
300 deployed nuclear  weapons  in  each country ,  tha t  doesn ' t  look so  
good f rom China 's  perspect ive .    
 But  in  China 's  secur i ty  environment ,  the  one  ac tor  tha t  seems 
tempted to  do something to  a l ter  the  s t ra tegic  re la t ionship  wi th  China  
i s  the  Uni ted  Sta tes .   Let ’s  do  a  quick  tour  of  the  hor izon of  China 's  
secur i ty  environment .  Does  Russ ia  want  something fundamenta l ly  
d i f ferent  in  the  way of  a  secur i ty  re la t ionship  wi th  China?   No.  
 India?   Not  rea l ly .   Any of  the  Southeas t  Asians ,  something 
di f ferent?   No.   Japan ta lks  about  changes  but  has  made none.  From 
China’s  perspect ive ,  i t  i s  the  Uni ted  Sta tes  tha t  expresses  the  
occas ional  tempta t ion  to  develop a  s t ra tegic  mi l i ta ry  pos ture  tha t  
would  fu l ly  negate  China 's  de ter rent  –  a  s i tua t ion  in  which the  US 
would  have the  abi l i ty  to  coerce  China  in  the  way i t  d id  in  the  1950s  
and would  be  seen to  have  the  abi l i ty  to  coerce .  
 And that ' s  unacceptable  and tha t ' s  fundamenta l ly  chal lenging to  
China’s  sense  of  ba lance  in  the  in ternat ional  sys tem.   So the  US is  the  
wi ld  card .   They don ' t  s tay  awake because  we 're  a  threa t .   They s tay  
awake because  we 're  a  wi ld  card  and we 're  unpredic table .  
 HEARING COCHAIR ESPER:  Thank you.   We 're  going to  go to  
Commiss ioners  Wortze l  and then Fiedler ,  but  le t  me jus t  ask  one  quick  
ques t ion  because  you both  touched on a  couple  of  th ings  wi th  regard  to  
how the  Chinese  react  and to  whom they react .   Then you ment ioned,  
Dr .  Rober ts ,  about  China’s  concern  about  nuclear  secur i ty  in  Asia .  
 With  regard  to  Nor th  Korea  and the  Six-Par ty  ta lks  over  the  las t  
few years ,  i t ' s  fa i r  to  say  tha t  there  was  an  expecta t ion  tha t  China  
could  have,  should  have,  done more  to  br ing the  Nor th  Koreans  around,  
and that  maybe they were  holding back.   Others  would  say that ,  no ,  
China  exerc ises  as  much inf luence  as  i t  can .  
 But  tha t  dynamic  there  wi th  Nor th  Korea 's  pursui t  and 
acquis i t ion  of  nuclear  weapons ,  the  Six-Par ty  ta lks ,  touched on severa l  
of  those  i ssues  tha t  you jus t  ment ioned.   Do you have any ins ights  you 
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can offer  us  wi th  regard  to  the  ques t ions  I  ra ised?  
 DR.  ROBERTS:   I  a t tended a  very  in teres t ing  conference  in  
China ,  a  year  or  so  ago,  in  which a  Fore ign Minis t ry  person asked a  
th ink tank to  gather  exper ts  f rom the  s ix  countr ies  for  a  d iscuss ion of  
how the  Six-Par ty  Talks  are  going.  There  were  two th ings  tha t  were  
in teres t ing  about  the  d iscuss ion.  
 One was  tha t  we Americans  d idn ' t  have  to  say  anything in  the  
way of  cr i t ic iz ing the  Chinese  government  for  i t s  lack  of  v igor  in  
applying the  tools  of  leverage  avai lable  to  Bei j ing .   The Chinese  
par t ic ipants  were  absolute ly  thr i l led  to  have  the  oppor tuni ty  to  do tha t  
and to  express  the i r  v iew that  the i r  government  was  not  doing a l l  tha t  
i t  might .  
 The  o ther  par t  tha t  was  in teres t ing  was  the  s ta tement  by  the  
senior-most  par t ic ipant  f rom China ,  who sa id  f ina l ly  in  response  to  the  
cr i t ic ism,  “yes ,  of  course ,  we have more  inf luence  than we 've  so  far  
appl ied ,  but  why squander  our  inf luence?   We should  use  i t  when the  
moment  i s  r ipe  [a  very  Chinese  way of  th inking] .   We should  use  i t  
when the  moment  i s  r ipe  and the  moment  i s  not  r ipe .”  
 In  China’s  v iew,  Washington and Bei j ing  have not  ye t  found 
the i r  way c lose  to  the  point  where  they ' re  wi l l ing  to  cut  a  deal .   And so  
long as  they ' re  not  there ,  China  can apply  a l l  the  pressure  i t  has ,  and i t  
won ' t  make the  deal  happen.   When they get  c lose ,  China  can apply  
pressure  and make a  d i f ference .   So when the  t ime is  r ipe ,  China  wi l l  
be  ready,  or  so  they argue.  
 HEARING COCHAIR ESPER:  You sa id  Bei j ing .  You meant  
Pyongyang,  not  Bei j ing?  
 DR.  ROBERTS:   That  Bei j ing could  apply  the  pressure  on 
Pyongyang and Washington both .  
 HEARING COCHAIR ESPER:  When Pyongyang and Washington 
are  c lose .  
 DR.  ROBERTS:   Yes ,  sorry .   So I  do  th ink they are  mot ivated .   I  
th ink we no longer  need to  argue  to  China  tha t  a  nuclear-armed North  
Korea  i s  a  bad th ing.   They get  i t  tha t  tha t  means  sooner  or  la ter ,  not  
immedia te ly ,  new nuclear  ques t ions  in  Japan,  and they would  not  l ike  
to  see  a  nuclear-armed Japan.   They would  not  l ike  to  see  a  nuclear-
armed reunif ied  Korea .  
 Again ,  to  put  i t  in  the  context  of  the  pr ior  remark,  "ones ies"  and 
" twosies ,"  okay,  but  to  see  th is  country  rea l ly  go,  see  Nor th  Korea  go 
in  the  d i rec t ion  of  India  and Pakis tan  wi th  the  potent ia l  to  bui ld  up 
hundreds  of  long range miss i les ,  a l l  of  tha t  r i sks  dragging China  in to  a  
nuclear  confronta t ion  wi th  America ,  and tha t ' s  not  in  the i r  in teres t .  
 DR.  YUAN:  Yes ,  I  th ink I  agree  wi th  Dr .  Rober ts '  assessment .   
Bas ica l ly  China  and the  Uni ted  Sta tes  both  share  th is  common goal ,  
tha t  i s  denuclear iza t ion  of  the  Korean peninsula ,  but  there  are  
d i f ferences  in  approaches  and tac t ics  and th is  i s  because  of  a  d i f ferent  
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his tory ,  h is tor ica l  exper ience  and di f ferent  in teres ts .   The U.S.  
cares  more  or  maybe s ingular ly  about  nonprol i fera t ion ,  th is  Nor th  
Korean nuclear  development .  
 But  China  has  to  th ink about  s tabi l i ty ,  refugees ,  mi l i ta ry  
conf l ic t ,  a  lo t  of  o ther  th ings ,  in  addi t ion  to  denuclear iza t ion .   So I  
th ink i t ' s  a  demonst ra t ion  of  d i f ferent  tac t ics  and di f ferent  uses  of  your  
d ip lomat ic  resources  ra ther  than fundamenta l  d i f ferences  in  the  goal  
be tween these  two countr ies .  
 HEARING COCHAIR ESPER:  Good.   Thank you.  Dr .  Wortzel .  
 COMMISSIONER WORTZEL:  Thank you for  a l lowing me a  
fo l low-up.   Dr .  Rober ts ,  on  page three  of  your  tes t imony,  your  wri t ten  
tes t imony,  you got  a  bul le t  tha t  says  tha t  China  i s  concerned tha t  the  
Uni ted  Sta tes  cont inues  to  ass is t  i t s  f r iends  and a l l ies  to  acquire  
nuclear  weapons  or  increase  the i r  nuclear  potent ia l .  
 My ques t ion  for  you there  i s  what  speci f ic  ac t ions  by the  Uni ted  
Sta tes  do  your  Chinese  in ter locutors  ment ion and is  tha t  wi th  respect  
to- - I  mean is  i t  I s rae l ,  India ,  Japan?   I  jus t  don ' t  know any speci f ic  
ac t ions  tha t  the  Uni ted  Sta tes  has  taken to  encourage  o ther  countr ies  to  
acquire  nuclear  weapons  tha t  I  know of .   So what  are  they complaining 
about?  
 But  then I  have  a  second ques t ion  tha t  both  of  you might  be  able  
to  respond to .   So I ' l l  g ive  you that  one ,  too .   Where  in  the  Chinese  
sys tem,  in  the  government ,  a re  d isputes  resolved?   I f  there 's  a  d ispute  
about  whether  to  expor t  a  contro l led  i tem or  something tha t  cons t i tu tes  
prol i fera t ion  or  not  to  do i t ,  and di f ferent  e lements  of  the  Chinese  
government  or  par ty  are  arguing in  d i f ferent  ways ,  where  in  the  
Chinese  pol i t ica l  sys tem are  these  d isputes  resolved?  
 Here  i t  would  be  a t  the  Nat ional  Secur i ty  Counci l .   They don ' t  
have  one .   I s  i t  the  Centra l  Mil i ta ry  Commiss ion?   I s  i t  Pol i tburo  
Standing Commit tee ,  and when,  par t icular ly  Dr .  Yuan ment ions  tha t  
cer ta in  minis ter ia l  rank off ic ia ls  of  mi l i ta ry  conglomerates  are  a lso--
they ' re  able  to  inf luence  tha t  decis ion sys tem.   Are  they doing tha t  
because  of  the i r  minis ter ia l  equivalent  rank or  the i r  par ty  pos i t ion?   
Wel l ,  tha t ' s  the  g is t  of  i t .  
 DR.  ROBERTS:   I 'm happy to  leave  the  second ques t ion to  Dr .  
Yuan because  I  don ' t  know the  answer .   On the  f i rs t ,  the i r  complain ts  
are  about  Is rae l ,  India ,  Japan.   And the  argument  I  hear  i s  not  tha t  we 
are ,  to  use  your  word,  "encouraging"  the i r  nuclear  acquis i t ion ,  but  we 
are  perfec t ly  happy to  s tand back and say in  the  case  of  Is rae l  and 
India ,  “okay,  you got  there ,  you ' re  a  f r iend of  ours ,  we ' l l  accept  you as  
a  par t  of  the  nuclear  c lub even i f  you ' re  outs ide  the  regime because  i t  
serves  our  in teres ts .   Nothing we can do about  i t .”  This  cr i t ic ism t ies  
to  an  o ld  argument  about  Is rae l  tha t  went  away and then came back 
when the  U.S. - India  nuclear  deal  was  back on the  table .  And i t  
doveta i l s  n ice ly  wi th  the i r  percept ion tha t ,  a l though we may not  be  
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encouraging Japan to  be  a  nuclear  weapons  s ta te ,  we ' re  doing 
everything poss ib le  to  get  i t  r ight  to  the  br ink of  breakout .    
 And not  jus t  breakout  by having one nuclear  weapon,  but  
breakout  wi th  lo ts  of  f i ss i le  mater ia l ,  lo ts  of  engineer ing 
infras t ructure ,  de l ivery  sys tems in  the  form of  the i r  space  launch 
capabi l i ty ,  in te l l igence  target ing ,  reconnaissance  sys tems in  the  form 
of  the i r  space-based in te l  capabi l i t ies .  As  they argue,  “ i f  you 
Americans  don ' t  be l ieve  us  Chinese ,  jus t  look a t  what  you say about  
your  ‘new t r iad’  and what  you ' re  doing wi th  offense  and defense .  
 You 're  bui ld ing in tegra ted  sys tems wi th  your  a l l ies .   So why 
shouldn ' t  we th ink tha t  you ' re  readying them for  nuclear  breakout .”   
And that ' s  not  a  sor t  of  fantasy  argument  of  the  f r inge  outs iders  to  
these  debates .   I t ' s  a  surpr is ingly  widely  held  v iew and th is  i s  a  par t  of  
the  complain t  about  tha t  America  i s  he lp ing Japan to  emerge  as  an  
abnormal  country .   Thanks .  
 DR.  YUAN:  I  th ink regarding who is  the  f ina l  a rb i ter  in  China ' s  
enforcement  of  expor t  contro l  regula t ions ,  the  Sta te  Counci l  i s  
supposed to  be  the  overarching f ina l  arb i ter .  
 China  does  not  have  an  equivalent  of  the  Nat ional  Secur i ty  
Counci l .   There  were  d iscuss ions  a  few years  ago about  es tabl ishing 
one  because  not  jus t  for  expor t  cont rol ,  there  i s  EP3,  the  ASAT tes ts ,  
who in  which par t  of  the  Chinese  government  tha t  you can address  
your  concerns ,  and because  there 's  a  d is juncture  between the  c iv i l ian  
s tovepipe  and then the  mi l i ta ry  l ines  of  command.  
 So far  I  th ink they have pre t ty  much delegated  d i f ferent  
responsibi l i ty  areas .   I f  i t ' s  nuclear  and nuclear  re la ted ,  th is  normal ly  
i s  both  Commerce  and COSTIND.  So f i rs t ,  COSTIND under  China  
Atomic  Energy Author i ty ,  and then COSTIND and in  consul ta t ion  wi th  
Commerce  as  the  f ina l  l icense  grantor .  
 I f  i t ' s  convent ional  arms,  i t ' s  normal ly  the  mi l i ta ry ,  the  Genera l  
Armament  Depar tment .   I f  i t ' s  dual -use  i tems,  most  of  the  dual -use  
i tems would  fa l l  under  the  Minis t ry  of  Commerce .    
 And then you have the  chem-bio  i tems,  tha t  i s  a  par t icular  of f ice  
under  the  Sta te  Development  and Reform Commiss ion.   So we have 
those  individual  government  agencies  responsible  for  var ious  aspects  
of  regula t ions ,  but  then there 's  a  percept ional  k ind of  a  Sta te  Counci l  
and Centra l  Mil i ta ry  Commiss ion i f  rea l ly  there 's  a  problem.   They are  
supposed to  be  the  ones  to  resolve  the  problem.  
 The second ques t ion  about  th is  ranking th ing,  the  minis ter ia l ,  i s  
because  in  China—the head of  the  Depar tment  of  Arms Control  and 
Disarmament  i s  only  a  d i rec tor-genera l ,  and he 's  in  the  American 
sys tem,  a t  the  ass is tant  secre tary  level .   You don ' t  car ry  weight  in  
chal lenging the  head of  a  company tha t  car r ies  a  minis ter ia l  or  v ice  
minis ter ia l  weight .   That ' s  jus t  Chinese  cul ture ,  ranking and author i ty .  
 So you have to  go up the  ladder  to  reques t  a  d ispute  resolut ion  
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mechanism.   Unt i l  China  es tabl ishes  a  sor t  of  coordinat ing  
agency,  these  problems wi l l  remain .  
 COMMISSIONER WORTZEL:  But  I  infer  f rom what  you ' re  
saying then tha t  you rea l ly  have  to  go to  something l ike  the  Pol i tburo  
Standing Commit tee  where  you can begin  to  br ing  together  the  mi l i ta ry  
and the  c iv i l ian  leadership ,  the  CMC.  I t ' s  a  par ty  level ,  very  senior  
par ty  level .  
 DR.  YUAN:  That  only  occurred,  repor tedly ,  when China  decided 
whether  to  se l l  the  Dong Feng DF-3 to  Saudi  Arabia ,  so  there  were  
d i f ferent  perspect ives ,  f rom Minis t ry  of  Fore ign Affa i rs ,  f rom the  
mi l i ta ry ,  and then f ina l ly  the  buck moved to  Deng Xiaoping and Deng 
Xiaoping gave the  author iza t ion .  
 HEARING COCHAIR ESPER:  Thank you,  Dr .  Yuan.   We have 
about  f ive  or  s ix  minutes  lef t  so  I 'm going to  turn  to  Commiss ioner  
Fiedler  and then maybe Commiss ioner  Bar tholomew i f  she  has  any 
f ina l  ques t ions .  
 COMMISSIONER FIEDLER:  I ' l l  ac tual ly  keep i t  shor t .   Dr .  
Yuan,  you ment ioned in  response  to  Commiss ioner  Houston 's  ques t ion  
about  what  keeps  the  Chinese  leadership  up a t  n ight ,  as  the  number  one  
i tem was  socia l  s tabi l i ty .   You put  socia l  s tabi l i ty  ahead of  par ty  
survival?  
 DR.  YUAN:  Pardon me?  
 COMMISSIONER FIEDLER:  Socia l  s tabi l i ty  i s  h igher  ranking 
tha t  par ty  survival?  
 DR.  YUAN:  I  th ink these  two are  re la ted  because  nowadays  I  
th ink economic  development ,  economic  growth,  prosper i ty  and socia l  
s tabi l i ty  are  very  much tha t  can  sus ta in  the  par ty 's  cont inuing in  
power .  
 COMMISSIONER FIEDLER:  So socia l  s tabi l i ty  i s  a  euphemism 
for  par ty  survival?  
 DR.  YUAN:  I  th ink for  a  par ty  to  survive  and to  re ta in  i t s  
legi t imacy,  tha t  you need to  cont inue  economic  growth and to  address  
those  socia l  problems.   Otherwise ,  you wi l l  have  unres t  and because  in  
the  f ina l  analys is  i t ' s  the  government  under  the  par ty  tha t  i s  
responsible  in  d i f ferent  level ,  in  the  cent ra l  level ,  provincia l  and local  
level ,  to  deal  wi th  those  socia l  problems.   
 HEARING COCHAIR ESPER:  Good.   Thank you.  Commiss ioner  
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you and thank you,  
gent lemen,  for  rea l ly  very  in teres t ing  and thought-provoking 
tes t imony.  In  some ways  th is  i s  a  comment  as  much as  a  ques t ion .   Dr .  
Rober ts ,  you c lar i f ied  a  l i t t le  b i t  what  you were  saying when 
Commiss ioner  Reinsch was  asking about  Chinese  ent ry  in to  the  
regimes  to  which they do not  ye t  be long.  
 I t  was  in teres t ing  tha t  th is  morning,  our  Adminis t ra t ion  
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witnesses  ra ised  some ques t ions ,  especia l ly  about  the  consensus-
based nature  of  the  regimes .   I  th ink tha t  we a lways  have the  ques t ion  
of  wi l l  enter ing one  of  these  regimes  change Chinese  behavior  or  wi l l  
the  Chinese  par t ic ipat ion  end up changing the  regime,  jus t  as  tha t  
ques t ion  i s  remaining about  the  WTO.  Was WTO membership  
changing Chinese  pract ices  or  i s  Chinese  par t ic ipat ion  going to  change 
the  WTO?  I t ' s  s t i l l  unclear  on  tha t  one .  
 So how impor tant  i s  Chinese  ent ry  in to  the  remaining regimes?   
How much abi l i ty  they would  have to  change them or  weaken them,  in  
ef fec t?   On the  overa l l  impact  of  them jo in ing these  regimes ,  where  
should  tha t  l ine  be?    
 DR.  ROBERTS:   In  my view,  the  Aust ra l ia  Group is  more  
vulnerable  to  weakening by a  weakly  complying par t ic ipant  than i s  the  
MTCR because  in  the  Aust ra l ia  Group,  a  grea t  deal  of  sens i t ive  
informat ion i s  shared about  suspic ions  of  d ivers ions  or  i l l ic i t  purposes  
associa ted  wi th  os tens ib ly  legi t imate  commercia l  ac t iv i ty .  
 In  the  miss i le  rea lm--wel l ,  the  g lobal  chemical  t rade  in  both  the  
product ion and consumpt ion rea lms is  huge.   This  can ' t  be  sa id  of  the  
miss i le  rea lm where  the  t ransfers  in  technology,  t rade  are  much more  
modest  as  a  por t ion  of  g lobal  economic  ac t iv i ty  and where  essent ia l ly  
the  MTCR comes down to  d iscuss ing a  few hard  cases  every  now and 
again .  
 I t  seems tha t  China 's  genera l  prac t ice  i s  to  come in to  these  
ac t iv i t ies  and comply wi th  the  le t ter  of  the  law and not  a lways  the  
spi r i t .  Accordingly ,  the  r i sk  we would  be  taking is  twofold:  e i ther  
they ' re  rea l ly  not  complying wi th  the  le t te r  or  we ac tual ly  meant  tha t  
complying wi th  the  spi r i t  was  real ly  impor tant  to  us  and the i r  
shor tcomings  there  are  somehow cr ippl ing  to  our  objec t ives .  I  don ' t  
know how I  would  balance  those  r i sks .  
 But  i t  seems to  me these  regimes  need to  be  seen to  be  f lexible  
to  adapt  to  a  changing economy.   The membership  of  these  regimes  
must  evolve  as  the  g lobal  economy changes ,  and i f  we demonst ra te  
increas ingly  tha t  there  are  people  who are  good and in  and others  who 
are  bad and out ,  we ' re  going to  capture  ever  less ,  an  ever-shr inking 
por t ion  of  the  t rade  tha t ' s  of  concern  to  us .  
 So i t  seems to  me you run some r isks .   That  argues  in  favor  of  
running a  few r isks  in  the  hope that  over  the  medium and long- term,  
the  benef i t s  a re  going to  outweigh the  cos ts  tha t  might  have  been wi th  
leaving them out .  
 CHAIRMAN BARTHOLOMEW:  Dr .  Yuan,  anything?  
 DR.  YUAN:  I  th ink the  current  prac t ice  of  ongoing consul ta t ion  
between China  and the  MTCR and the  Aust ra l ia  Group should  
cont inue .   And through th is  process  and consul ta t ion ,  I  th ink the  
Chinese  government  wi l l  a lso  get  a  sense  of  what  i s  expected  of  them 
once  they become a  member  of  these  regimes .   But  I  don ' t  th ink you 
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can expect  100 percent  leak-proof  even af ter  they become a  
member--you say a l l  the  problems should  be  solved,  and there  should  
be  no more  problems,  tha t  i s  unreal i s t ic  expecta t ion .  
 But  you,  in  genera l ,  encourage  the i r  behavior  and se t  the  markers  
and once  they are  moving c lose  to  tha t  marker ,  you should  in tegra te  
China  in to  these  two mul t i la tera l  regimes .  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR ESPER:  Good.   Thank you both .   And 
thank you both  for  coming here  today.   I t ' s  very  in teres t ing  tes t imony 
and your  ques t ions  and answers  were  very  ins ight ful .   So thank you 
both  for  everything,  and for  the  Commiss ion,  we ' l l  take  a  f ive  minute  
break.  
 [Whereupon,  a  shor t  recess  was  taken. ]  

 
PANEL III:   HOW TO IMPROVE CHINA’S NONPROLIFERATION 

COMPLIANCE AND ITS ROLE IN THE GLOBAL SECURITY 
ENVIRONMENT 

 
 HEARING COCHAIR ESPER:  Good af ternoon,  everyone.   This  
i s  our  th i rd  and f ina l  panel  of  the  day and in  i t  we are  honored to  
welcome Dr .  Gary  Ber tsch  of  the  Center  of  In ternat ional  Trade  and 
Secur i ty  a t  the  Univers i ty  of  Georgia  and Mr.  Joseph Cir incione ,  Vice  
Pres ident  for  Nat ional  Secur i ty  a t  the  Center  for  American Progress ,  to  
d iscuss  how to  improve China 's  nonprol i fera t ion  compl iance .  
 Dr .  Ber tsch  i s  the  Founder  and Director  of  the  Center  of  
In ternat ional  Trade  and Secur i ty ,  an  organiza t ion  which s t r ives  to  
address  dangers  posed by the  secur i ty  of  and t rade  in  weapons  of  mass  
des t ruct ion ,  technologies  and mater ia ls  and other  mi l i ta ry-re la ted  
t ransfers .  
 He 's  a lso  the  Univers i ty  Professor  of  Publ ic  and In ternat ional  
Affa i rs  a t  the  Univers i ty  of  Georgia .   He has  authored or  edi ted  over  
20 books  inc luding In ternat ional  Coopera t ion  on Nonprol i fera t ion  
Expor t  Controls .   Dr .  Ber tsch ,  welcome.  
 Mr.  Cir inc ione  i s  Senior  Vice  Pres ident  for  Nat ional  Secur i ty  
and In ternat ional  Affa i rs  a t  the  Center  for  American Progress .   In  
addi t ion  to  previously  serving for  e ight  years  as  the  Direc tor  of  the  
Nonprol i fera t ion  Projec t  a t  the  Carnegie  Foundat ion for  In ternat ional  
Peace  and having taught  a t  the  Georgetown Univers i ty  Graduate  School  
of  Fore ign Service ,  Mr.  Cir inc ione  i s  a  sought-  af ter  commenta tor  in  
the  media  on the  subjec t  of  weapons  and in ternat ional  arms control .  
 Of  course ,  you ' re  sought  af ter  today for  your  ins ights  on  th is  
topic .   Thank you both  for  coming here  today,  and we wi l l  begin  wi th  
Dr .  Ber tsch  for  a  seven-minute  in t roduct ion,  and then we ' l l  proceed to  
Mr.  Cir inc ione .  
 Gent lemen,  thank you both  for  coming.   The f loor  i s  yours ,  Dr .  
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Bertsch.  
 

STATEMENT OF DR. GARY K.  BERTSCH 
UNIVERSITY PROFESSOR OF INTERNATIONAL AFFAIRS,  AND 

DIRECTOR, CENTER FOR INTERNATIONAL TRADE AND 
SECURITY, SCHOOL OF PUBLIC AND INTERNATIONAL 

AFFAIRS,  UNIVERSITY OF GEORGE, ATHENS,  GEORGIA 
  

 DR.  BERTSCH:  Thank you,  commiss ioner ,  and thank you a l l  for  
the  invi ta t ion  to  tes t i fy .   My col leagues  and I  a t  the  Center  for  
In ternat ional  Trade  and Secur i ty  conduct  research,  analys is ,  and 
in ternat ional  out reach to  promote  bet ter  t rade  and secur i ty  pol ic ies  and 
pract ices  wor ldwide  f rom our  two off ices  in  Athens ,  Georgia  and in  
Washington,  D.C.  
 We've  worked in  over  40 countr ies  and focused considerable  
a t tent ion  on nonprol i fera t ion  expor t  contro l  i ssues  in  China  dur ing the  
pas t  decade.  
 I 'm pleased to  share  these  observat ions  wi th  the  Commiss ion.   As  
we enter  the  second hal f  of  2007,  China 's  t rade  controls  and U.S. -
China  coopera t ion  on nonprol i fera t ion  are  a t  a  cr i t ica l  juncture .  
 The Uni ted  Sta tes  and China  are  g lobal  leaders ,  though in  a  
wor ld  fac ing ser ious  s ta te  and non-s ta te  weapons  prol i fera t ion  threa ts .  
 Over  the  las t  severa l  years ,  China  has  been working to  advance  i t s  
expor t  cont ro l  sys tem to  address  those  common threa ts  and become a  
more  responsible  in ternat ional  ac tor .   Yet ,  i t  cont inues  to  encounter  
many chal lenges .  
 Moreover ,  despi te  mutual  and in ternat ional  secur i ty  concerns ,  
U.S. -China  engagement  on nonprol i fera t ion  expor t  cont ro ls  has  yet  to  
gain  t rac t ion .   Meanwhi le ,  U.S.  nongovernmenta l  ent i t ies  have  been 
working wi th  Chinese  par tners  to  es tabl ish  U.S. -China  coopera t ion  in  
th is  area .  
 Indica t ions  are  tha t  those  ef for ts  have  helped produce  notable  
advancement  in  China 's  expor t  contro l  sys tems.   Avenues  to  more  
robust  U.S. -China  coopera t ion  on expor t  contro l  and nonprol i fera t ion  
do exis t ,  in  my opinion,  and need to  be  exploi ted  and enhanced to  a  
grea ter  degree .  
 Whi le  legal  and pol i t ica l  res t r ic t ions  current ly  l imi t  the  extent  of  
government- to-government  coopera t ion  on nonprol i fera t ion  and expor t  
cont ro l ,  there  have  been recent  a t tempts  to  expand the  scope and level  
of  engagement  in  these  areas .  
 In  addi t ion ,  U.S. -based nongovernmenta l  ent i t ies  in  conjunct ion 
wi th  the i r  Chinese  counterpar ts  have  forged product ive  pathways  
towards  more  f ru i t fu l  coopera t ion  in  recent  years .  
 These  pathways  have  helped f i l l  the  gaps  lef t  by  the  l imi ta t ions  
on government- to-government  engagement  and have la id  the  
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groundwork for  grea ter  coopera t ion  in  the  fu ture .  
 My center ' s  research on China 's  expor t  contro ls  began in  1996 
when the  Chinese  sys tem was  nascent  and largely  opaque.   S ince  then,  
we have conducted  severa l  s tudies  on China 's  expor t  contro l  
development .   Each success ive  analys is  demonst ra ted  d iscernable  
progress ,  ye t  each repor t  a lso  noted s igni f icant  d ispar i ty  between 
China 's  expor t  cont ro ls  and in ternat ional  s tandards .  
 In  our  most  recent  repor t ,  which covered the  development  of  
China 's  expor t  controls  through 2004 and was  publ ished in  ear ly  2005,  
2005,  we observed tha t  capaci ty  and pol i t ica l  wi l l  were  the  key 
remaining shor tcomings  and chal lenges  to  improving China 's  sys tem.  
 Before  offer ing my own observat ions  on the  most  recent  
developments  in  Chinese  expor t  contro ls ,  I  would  f i rs t  l ike  to  provide  
a  br ief  overview of  some of  the  U.S.  governmenta l  in i t ia t ives  of  which 
I  am aware ,  and then I  wi l l  focus  on the  work of  our  center  a t  the  
Univers i ty  of  Georgia  has  done and is  doing in  China .  
 Overa l l ,  there  has  been re la t ive ly  l i t t le  government- to-
government  engagement  or  coopera t ion  between the  Uni ted  Sta tes  and 
China  on expor t  contro ls ,  la rgely  due  to  pol i t ica l  and s ta tu tory  
res t r ic t ions .   Those  res t r ic t ions  s tem from legis la t ion  passed in  the  
ear ly  1990s  in  response  to  Tiananmen Square  tha t  l imi ted  the  types  and 
amount  of  ass is tance  the  U.S.  government  could  provide  to  China .  
 Recent ly ,  there  has  been some effor ts  to  promote  government- to-
government  coopera t ion  on expor t  contro l .   In  2004,  for  example ,  the  
Chinese  Minis t ry  of  Commerce  and the  U.S.  Depar tment  of  Commerce  
reached an  agreement  on  end-use  ver i f ica t ions  for  expor t  of  contro l led  
i tems f rom the  Uni ted  Sta tes  to  China  under  the  Joint  Commiss ion on 
Commerce  and Trade.  
 Subsequent ly ,  MOFCOM and the  Depar tment  of  Commerce  
es tabl ished a  U.S. -China  High Technology and St ra tegic  Trade  
Working Group under  the  Joint  Commit tee  in  Apr i l  2006 and held  a  
jo in t  expor t  contro l  workshop for  Chinese  indust ry  in  Shenzhen in  
January  2007.   There  a lso  has  been some bi la tera l  coopera t ion  between 
U.S.  and Chinese  Customs services  wi th  Shanghai  and Shenzhen 
becoming Conta iner  Secur i ty  In i t ia t ive  por ts  in  recent  years .  
 NGOs have been more  ac t ive  dur ing th is  per iod and my wri t ten  
tes t imony out l ines  some of  these  ef for ts .  
 Al low me to  focus  jus t  for  a  few moments  on our  exper ience  a t  
the  Center  for  In ternat ional  Trade  and Secur i ty .   We began our  work,  
as  I  sa id ,  jus t  over  ten  years  ago.   Our  in i t ia l  focus  was  China 's  
developing t rade  control  sys tem,  which we f i rs t  evaluated  in  1996.   
S ince  then,  we have updated  the  evaluat ion  on roughly  a  b iennia l  bas is  
and have expanded our  ac t iv i t ies  f rom research in to  t ra in ing and 
out reach.  
 We re ly  pr imar i ly  on  the  suppor t  of  pr ivate  foundat ions  such as  
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the  Carnegie  Corporat ion of  New York,  the  Ford  Foundat ion,  the  
MacArthur  Foundat ion,  and the  Japan Center  for  Global  Par tnership .  
 The Chinese  Arms Control  and Disarmament  Associa t ion  has  
been our  pr imary par tner  in  China ,  and th is  group known as  CACDA 
has  been ins t rumenta l  in  making much of  our  work there  poss ib le .  
 Our  work suppor ted  by the  Center  for  Global  Par tnership ,  Ford  
and MacArthur  has  focused pr imar i ly  on t ra in ing Chinese  companies  to  
comply wi th  expor t  contro l  regula t ions .   With  CGP suppor t ,  for  
example ,  we have col labora ted  wi th  the  Japanese  organiza t ion ,  the  
Center  for  Informat ion on Secur i ty  Trade  Control ,  on  t ra in ing 
workshops  in  Tokyo and Bei j ing .   These  workshops  provided t ra in ing 
to  se lec t  indust ry  representa t ives  in  China  on developing and 
employing in ternal  compl iance  programs.  
 I  be l ieve  one  of  the  most  impor tant  ac t iv i t ies  ins t i tu t ions  in  the  
Uni ted  Sta tes  can under take  i s  to  work wi th  Chinese  indust r ies  and 
companies  to  enhance  the i r  awareness  and compl iance  wi th  
in ternat ional  nonprol i fera t ion  and expor t  cont ro l  s tandards .    
 Our  center ' s  exper ience  wi th  the  China  Nor th  Indust r ies  
Corporat ion,  NORINCO, which has  been discussed here  today,  i s  
i l lus t ra t ive  of  the  benef i t s  of  th is  sor t  of  coopera t ion .   Our  Univers i ty  
of  Georgia  Center  i s  now act ively  promot ing s t ra tegic  t rade  and 
awareness  and compl iance  in  NORINCO. 
 We have reviewed the  company 's  exis t ing  in ternal  compl iance  
procedures  and offered  ins ights  to  i t s  execut ives  on how to  ins t i tu te  
comprehensive  in ternal  cont ro ls  on  s t ra tegic  expor ts .    
 We have provided t ra in ing to  company execut ives  to  famil iar ize  
them wi th  in ternal  developments  in  expor t  cont ro ls  in  the i r  company in  
the  shor t  and long term.   Our  center  a lso  provides  comprehensive  
expor t  cont ro l  and in ternal  compl iance  t ra in ing to  company employees  
who are  engaged in  s t ra tegic  t rade  opera t ions .   In  the  near  fu ture ,  we 
wi l l  provide  expor t  cont ro l  t ra in ing to  a  broad spect rum of  NORINCO 
employees  to  ra ise  nonprol i fera t ion  awareness  and unders tanding 
throughout  a l l  levels  of  the  company.  
 In  addi t ion ,  NORINCO is  suppor t ing  our  ef for ts  to  conduct  
indust ry  out reach for  Chinese  indust ry  more  broadly  in  the  form of  
seminars ,  workshops  and br ief ings ,  and by t rans la t ing  in to  Chinese  and 
disseminat ing  our  center ' s  expor t  cont ro l  newsle t ter  to  audiences  in  
China .  
 Now,  a  few comments  on recent  developments  in  China .   There  
have  been s igni f icant  and pos i t ive  changes  in  many facets  of  Chinese  
expor t  cont ro l  sys tem over  the  las t  18  months .   Whi le  these  changes  
have  occurred  pr imar i ly  in  the  legal  regula tory  sphere ,  wi th  the  
in t roduct ion of  new measures  and amendments  to  exis t ing  ones ,  there  
have  a lso  been noteworthy developments  in  the  areas  of  indust ry  
compl iance ,  in ternat ional  par t ic ipa t ion  and implementa t ion .  
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 Recent ly ,  China  has  a lso  been more  involved in  b i la tera l  
and mul t i la tera l  coopera t ion  on expor t  cont ro ls .   They par t ic ipa ted  in  a  
ser ies  of  b i la tera l  conferences  and exchanges  on expor t  contro ls  wi th  
the  European Union,  Japan and the  Uni ted  Sta tes  and held  d iscuss ion 
wi th  representa t ives  f rom var ious  mul t i la tera l  regime representa t ives  
in  2006.  
 With  regard  to  my own center ' s  ro le  in  th is  engagement ,  I  am 
convinced tha t  a  number  of  pos i t ive  outcomes have resul ted  f rom our  
coopera t ion  wi th  Chinese  indust ry ,  nongovernmenta l  organiza t ions  and 
univers i t ies .  
 Indust ry  i s  the  f i rs t  l ine  of  defense  in  res t ra in ing prol i fera t ion ,  
and we are  wi tness ing many posi t ive  developments .   For  example ,  
NORINCO's  corpora te  leadership  has  expressed an  unmis takable  
commitment  to  a  responsib le  corpora te  expor t  cont ro l  program.   I t s  
representa t ives  are  recept ive  to  the  ideas  and t ra in ing tha t  we and 
other  U.S.  exper ts  are  providing,  and they have worked di l igent ly  to  
inform thei r  workforce  about  the  need for  expor t  contro ls ,  to  educate  
the i r  regula tory  off ic ia ls  and to  upgrade  the i r  in ternal  compl iance  
program.  
 The NORINCO exper ience  wi l l  have  pos i t ive  inf luence  on other  
Chinese  enterpr ises .   More  Chinese  f i rms are  recogniz ing tha t  
responsible  expor t  cont ro l  behavior ,  informed corpora te  off ic ia ls  and 
an  ef fec t ive  in ternal  compl iance  program can be  thought  of  as  t rade  
enabl ing.   That  i s ,  expor t  contro l  compl iance  i s  good for  bus iness  in  
the  g lobal  economy of  the  21s t  century .   Those  companies  tha t  have  
and are  developing a  responsible  corpora te  cul ture  and in ternal  expor t  
compl iance  sys tems wi l l  be  more  l ike ly  to  avoid  U.S.  sanct ions  and be  
more  compet i t ive  in  more  markets  than the i r  less  responsib le  
counterpar ts .  
 Let  me conclude wi th  two br ief  points .   Number  one ,  there  i s  
much that  the  U.S.  government  and nongovernmenta l  ins t i tu t ions  can 
do to  encourage  and ass is t  China  in  complying wi th  i t s  
nonprol i fera t ion  obl igat ions  and implement ing s t ronger  expor t  
cont ro ls .   Fur thermore ,  I  be l ieve  tha t  pos i t ive  engagement  produces  
the  most  successful  outcomes.  
 Number  two,  there  i s  a lso  much we can do to  encourage  China 's  
growing par t ic ipat ion  in  the  g lobal  nonprol i fera t ion  agenda.   Again ,  
l ike  the  par t ic ipants  in  the  former  panel ,  I  be l ieve  tha t  pos i t ive  
engagement  wi th  China 's  leaders  and ins t i tu t ions  on these  mul t i la tera l  
i ssues  i s  c r i t ica l .  
 The U.S.  government  was  wise  to  suppor t  China 's  access ion to  
the  Nuclear  Suppl iers  Group.   I t  should  cont inue  to  encourage  China  to  
develop i t s  expor t  cont ro l  capaci t ies  and performance so  i t  can  become 
a  fu l l - f ledged and responsible  member  of  a l l  of  the  mul t i la tera l  expor t  
cont ro l  regimes .  



 

 

 
 
 
  

76  

                    

 Thank you.  
[The s ta tement  fo l lows:] 4 
  
 HEARING COCHAIR ESPER:  Good.   Thank you,  Dr .  Ber tsch.   
Mr.  Cir inc ione ,  the  f loor  i s  yours .  
 

STATEMENT OF MR. JOSEPH CIRINCIONE  
SENIOR FELLOW AND DIRECTOR OF NUCLEAR POLICY 

CENTER FOR AMERICAN PROGRESS,  WASHINGTON, D.C.  
 

 MR.  CIRINCIONE:  Thank you very  much for  the  oppor tuni ty  to  
tes t i fy  before  the  Commiss ion today.   I  wi l l  keep my opening remarks  
very  br ief  so  we can have a  d ia logue and I  can  more  d i rec t ly  answer  
your  ques t ions .   I 've  submit ted  my wri t ten  tes t imony for  the  record .   I  
would  apprecia te  the  oppor tuni ty  to  correc t  some of  the  typos  I 've  jus t  
not iced  in  tha t  s ta tement .  
 Let  me summarize  th is  br ief ly .   I  th ink tha t  the  tes t imony you ' re  
hear ing today fa i r ly  represents  the  consensus  v iew of  the  
nonprol i fera t ion  communi ty :  whi le  there  are  ser ious  i ssues  wi th  
China 's  commitment  to  the  in ternat ional  nonprol i fera t ion  regime,  in  
genera l ,  the  t rends  are  pos i t ive ,  tha t  China’s  performance has  
improved dramat ica l ly  in  recent  decades ,  and tha t  the  i ssues  tha t  we 
s t i l l  have  are  manageable  and can be  worked out  through a  pol icy  of  
const ruct ive  engagement  wi th  China .  
 I t  i s  very  useful  to  unders tand the  evolut ion  tha t  has  taken place ,  
tha t  China  has  moved f rom a  pos ture  beginning in  the  1960s  tha t  
ac t ive ly  promoted prol i fera t ion ,  tha t  was  in  favor  of  prol i fera t ion ,  to  
one  in  the  '70s  and '80s  tha t  was  bas ica l ly  neut ra l  on  the  i ssue  of  o ther  
countr ies  ge t t ing  nuclear  weapons ,  to  one  tha t  ac t ive ly  has  opposed the  
prol i fera t ion  of  nuclear ,  chemical  and bio logica l  weapons  to  o ther  
na t ions .  
 China  has  s teadi ly ,  par t icular ly  in  the  '80s  and '90s ,  been 
in tegra ted  in to  the  in ternat ional  f rameworks ,  has  jo ined a lmost  a l l  of  
the  re levant  agreements ,  has ,  in  fac t ,  ac ted  somet imes  quicker  than the  
Uni ted  Sta tes .   For  example ,  they were  the  f i rs t  of  the  nuclear  weapon 
s ta tes  to  ra t i fy  the  addi t ional  protocol  to  the  Nonprol i fera t ion  Treaty ,  
the  one  tha t  requires  addi t ional  ver i f ica t ion  measures  by the  IAEA.  
 The issues  we have now wi th  China 's  provis ion of  sens i t ive  
technologies  to  o ther  countr ies  are  comparable  to  the  i ssues  we have 
wi th  some of  our  c lose  a l l ies .   In  fac t ,  I  would  say  China  performs 
bet ter  than many of  the  o ther  countr ies  in  the  wor ld .   China ,  for  
example ,  i s  about  ten  t imes  the  s ize  of  Pakis tan ,  but  Pakis tan  i s  ten  
t imes  the  prol i fera t ion  problem to  us  than China  i s .   The A.Q.  Khan 
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network has  done far  more  to  damage U.S.  na t ional  secur i ty  
in teres ts  than anything tha t  China  has  done,  cer ta in ly  in  the  pas t  
decade.  
 China  has  increas ingly  coopera ted  wi th  the  Uni ted  Sta tes  on  
some of  these  i ssues ,  not  jus t  i ssues  of  genera l  expor t  contro l ,  but  
speci f ic  cases  of  concern .   For  example ,  in  March 2005,  I  v is i ted  the  
Is fahan uranium convers ion p lant  in  I ran .   I  happened to  be  v is i t ing  i t  
as  a  gues t  of  the  I ranian  government,  and I  was  wi th  Gary Samore ,  who 
as  a  member  of  the  Nat ional  Secur i ty  Counci l  s taf f  had been 
ins t rumenta l  in  convincing China  to  end i t s  a id  to  I ran  for  the  
const ruct ion  and opera t ion  of  th is  p lant .  
 The  p lant  I  v is i ted  had machinery  wi th  Chinese  markings  on i t ,  
and the  I ranians  I  spoke to  were  b i t ter  a t  the  abrupt  end of  the  Chinese  
coopera t ion  for  tha t  p lant .   I t  was  China  tha t  was  g iv ing I ran  the  
technology to  produce  z i rconium,  for  example ,  a  meta l  tha t  one  needs  
to  c lad  fuel  rods .   The Chinese  had sold  them the  equipment ,  had 
provided the  ins t ruct ion  books ,  had been t ra in ing the  I ranian  
technic ians .   The U.S.  was  very  concerned about  th is  ass is tance  in  the  
z i rconium product ion fac i l i ty  and the  uranium convers ion fac i l i ty ,  
convinced China  in  the  la te  1990s  to  end tha t  coopera t ion ,  grea t ly  
compl ica t ing  I ran 's  abi l i ty  to  ac tual ly  produce  both  z i rconium and 
uranium hexaf luor ide .  
 In  fac t ,  to  th is  day,  I ran  s t i l l  has  technica l  i ssues  involved in  the  
product ion of  uranium hexaf luor ide ,  the  gas  one  in jec ts  in to  the  
cent r i fuges  for  enr ichment .    
 In  my recommendat ion to  the  Commiss ion about  what  one  should  
do about  th is ,  the  f i rs t  th ing I  say  i s  don ' t  exaggera te  the  problem.   
There  i s  a  long and somewhat  depress ing congress ional  h is tory  of  
exaggera t ing  the  Chinese  problem.   I  de ta i l  in  par t icular  the  d ismal  
h is tory  of  the  Cox Commiss ion,  which succumbed to  what  I  th ink was  
hys ter ia  over  a l legat ions  of  Chinese  nuclear  espionage.  
 I  would  encourage  the  Commiss ion members ,  i f  you haven ' t  
a l ready,  to  go back and look a t  tha t  Cox Commiss ion repor t .   Almost  
everything sa id  in  tha t  repor t  was  complete ly  wrong,  complete ly  wrong 
about  the  Chinese  nuclear  espionage.  
 So unders tand the  problem,  unders tand there  are  rea l  i ssues  here ,  
but  don ' t  exaggera te  i t  to  the  point  where  you as  a  Commiss ion s tar t  to  
lose  credibi l i ty  on  th is  i ssue .   I 'm not  saying you have yet ,  jus t  a  
warning of  what  to  avoid .  
 The second is  to  p lace  th is  in  context  to  unders tand tha t  the  way 
we 're  going to  get  improved cooperat ion ,  or  I  should  say  cont inued 
coopera t ion ,  wi th  China  i s  tha t  i f  th is  i s  done in  the  context  of  a  
genera l  movement  of  the  nat ions  of  the  wor ld  towards  the  
implementa t ion  of  a l l  of  the  goals  we a l l  share ,  which i s  to  reduce  the  
numbers  of  nuclear  weapons  in  the  wor ld ,  reduce  the i r  ro le  in  secur i ty  
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i ssues ,  and to  move towards  a  wor ld  tha t  i s  f ree  of  nuclear  
weapons ,  China  wi l l  march wi th  us  on th is  road i f  we engage China  
and i f  we are  leading in  th is  s t ruggle .   China  has  shown repeatedly  tha t  
i t  i s  wi l l ing  to  coopera te  not  jus t  wi th  the  in ternat ional  norms,  but  
wi th  U.S.  speci f ic  concerns  as  long as  i t  fee ls  tha t  China  i s  a  par tner  
in  th is  ef for t  and isn ' t  be ing coerced in to  coopera t ion  and as  long as  
China  fee ls  tha t  there 's  a  cer ta in  equal i ty  here  of  the  pr ices  be ing paid  
and the  work being accompl ished.  
 One shor t  example  of  what  I 'm ta lk ing about  i s  th is  i ssue  of  
expor t  contro ls  tha t  Dr .  Ber tsch  i s  rea l ly  the  exper t  on ,  but  these  
expor t  cont ro ls ,  the  addi t ional  protocol  to  the  NPT requires  tha t  
countr ies  declare  the i r  expor ts  of  these  sens i t ive  technologies .   So 
China  i s  now agreed to  tha t  addi t ional  protocol  and i t s  ent i t ies  are  
making those  declara t ions .  
 What  we 'd  l ike  to  do i s  have  every  country  s ign  the  Addi t ional  
Protocol  and we 've  made recommendat ions  in  the  Carnegie  Endowment  
s tudy ca l led  "Universa l  Compl iance ,"  tha t  we add to  tha t  and make a  
requirement  tha t  countr ies  declare  the i r  impor ts .   So  we have 
t ransparency in  not  jus t  who 's  providing the  technology but  a lso  in  
who is  ge t t ing  the  technology.   This  would  have been of  t remendous  
value  in  the  A.Q.  Khan cases ,  for  example .  
 But  you ' re  never  going to  get  countr ies  to  agree  to  those  k ind of  
addi t ional  burdens  unless  they fee l  i t ' s  par t  of  a  process  where  
everybody is  universa l ly  commit t ing  to  th is  process ,  i s  bear ing an  
equal  burden.   And that  requires  tha t  the  Uni ted  Sta tes  as  the  founder  
of  th is  nonprol i fera t ion  regime,  as  the  leading power  in  the  wor ld  
today,  to  be  leading by example ,  to  be  doing i t s  par t  to  reduce  the  ro le  
and sa l iency of  nuclear  weapons  in  in ternat ional  re la t ions .  
 That  concludes  my ora l  remarks .   Thank you.  
[The s ta tement  fo l lows:] 5 
 

Panel  III:   Discuss ion,  Quest ions  and Answers   
 

 HEARING COCHAIR ESPER:  Very good.   Thank you,  Mr.  
Cir inc ione .   We' l l  now turn  to  Commiss ioners  Wessel ,  then Fiedler ,  
then Wortze l ,  in  tha t  order .   Gent lemen.  
 COMMISSIONER WESSEL:   Thank you,  gent lemen,  for  both  
being here .   Joe ,  as  I  sa id  ear l ier ,  good to  see  you again ,  having 
worked together  in  the  House  for  many years .  
 I 'm in t r igued,  Dr .  Ber tsch ,  by  your  comments  about  NORINCO, 
and the  NGO pr ivate  sec tor  par t ic ipat ion.   How did  tha t  come about?   
Did  NORINCO approach the  center?   Did  you approach NORINCO?  Is  
tha t  a  fee-for-service  approach tha t  the  center  i s  going to  be  engaging 
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in  wi th  a  number  of  o ther  companies  as  they get  invi ted  in?  
 DR.  BERTSCH:  Right .  
 COMMISSIONER WESSEL:   What 's  the  sponsorship  of  the  
Chinese  government ,  those  k inds  of  th ings?  
 DR.  BERTSCH:  I 've  been involved in  th is  nonprol i fera t ion  and 
expor t  cont ro l  work for  approximate ly 25 years  and th is  i s  f rankly  the  
most  fasc inat ing  and I  th ink rewarding ac t iv i ty  tha t  I 've  come to  be  
c lose ly  engaged in—that  i s ,  wi th  NORINCO speci f ica l ly  and China  
more  broadly .  
 I ' l l  te l l  you our  NORINCO story .   About  four  or  f ive  years  ago,  I  
was  in  Bei j ing ,  and I  reques ted  a  meet ing wi th  NORINCO to  d iscuss  
the i r  sanct ions ,  and I  went  in  and sa t  down wi th  them,  inc luding one  of  
the i r  v ice  pres idents ,  and heard  them out ,  and then I  to ld  them what  I  
thought  about  the  i ssue .   That  was  our  f i rs t  exchange.  
 A couple  years  la ter ,  in  d iscuss ions  wi th  the  China  Arms Control  
and Disarmament  Associa t ion ,  the i r  Genera l  Secre tary  sa id  tha t  
NORINCO could  use  some help  in  bet ter  unders tanding U.S.  th inking,  
U.S.  s tandards ,  and expor t  cont ro l  in ternal  compl iance  programs.   
Subsequent ly ,  a  NORINCO vice  president  came to  Athens  to  the  
Univers i ty  of  Georgia ,  and sa t  down and sa id  we want  to  ta lk  wi th  you 
about  th is .  
 I  f i r s t  I  s imply  d idn ' t  know what  to  make of  th is .   We hadn ' t  
engaged in  tha t  k ind of  ac t iv i ty  wi th  fore ign f i rms before  a l though we 
opera te- -we did  a  lo t  of  work in  the  '90s ,  par t icular ly  in  Russ ia  and 
Ukraine  and e lsewhere ,  but  we never  had a  company come to  us  and 
say we 'd  l ike  to  ta lk  and unders tand.  
 So we s tar ted  ta lk ing and tha t  went  on for  about  a  year ,  and then 
NORINCO said  would  you advise  us  and ass is t  us ,  and we s igned 
through our  univers i ty- -which has  a  foundat ion for  adminis ter ing our  
research  programs and so  for th- -what  we ca l l  a  technica l  service  
agreement ,  a  one-year  agreement  wi th  NORINCO, to  br ing some of  
the i r  exper ts  to  our  campus,  some of  the i r  of f ic ia ls  in  charge  of  
in ternal  compl iance ,  and to  promote  the i r  expor t  cont ro l  unders tanding 
genera l ly .   In  addi t ion ,  we went  to  Bei j ing  and the i r  corpora te  
headquar ters ,  and I  par t ic ipa ted  wi th  four  or  f ive  of  my col leagues  in  a  
fu l l  morning br ief ing on what  we saw as  the  chal lenges  and issues  tha t  
they ought  to  be  sens i t ive  to ,  and so  we jus t  completed  one  year  of  
coopera t ion  on informat ion shar ing,  expor t  cont ro l  development  and 
compl iance .  
 We 've  jus t  recent ly  s igned a  second year  technica l  service  
agreement ,  which i s  bas ica l ly  an  agreement  for  us  to  provide  services .  
 My univers i ty  and mysel f  individual ly ,  looked a t  th is  very  careful ly  
and sa id  i s  th is  the  k ind of  behavior  tha t  we should  engage in  a t  the  
Univers i ty  of  Georgia ,  which i s  a  research univers i ty ,  a  land grant  
univers i ty  tha t ' s  commit ted  to  publ ic  service .  
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 We a lso  ta lked wi th  key off ic ia ls  in  the  U.S.  government ,  
a l l  a long the  way,  and sa id  i s  th is  something tha t  you would  
recommend,  and a l l  of  the  l ights  were  green.   Everybody sa id  th is  
would  be  useful .   Do i t .   We 're  doing i t ,  and we have been very  
p leased.  
 Jus t  a  recent  example .   In  Apr i l ,  I  was  in  Bei j ing ,  and we put  on  
an  indust ry  out reach workshop,  and NORINCO got  up and gave a  very  
f ine  presenta t ion  on what  they ' re  t ry ing to  do.   I  thought  i t  was  
informat ive ,  hones t  and so  for th .  
 Other  Chinese  companies  came up to  us  and to  NORINCO 
af terwards--and I  wi tnessed th is - -and sa id ,  how do we learn  more  
about  th is?   I  th ink tha t  there 's  a  rea l  in teres t  in  learning more  about  
expor t  cont ro ls  and expor t  cont ro l  compl iance  which I  take  as  a  very  
pos i t ive  development .  
 COMMISSIONER WESSEL:   Okay.   I  see  my t ime has  expired .   
I f  we have another  round,  I 'd  l ike  to  get  back on the  l i s t .  
 HEARING COCHAIR ESPER:  Absolute ly .   And I  ask  everybody,  
both  commiss ioners  and panel is ts  a l ike ,  to  keep your  ques t ions  and 
answers  br ief  so  we can move through them quickly .  
 Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Mr.  Ci r incione ,  could  you give  us  
a  quick  ref resher  on  the  Chinese  ro le  in  ass is t ing  the  Khan network do 
i t s  deeds?  
 MR.  CIRINCIONE:  I t  s tar ted  wi th  China .  
 COMMISSIONER FIEDLER:  In  what  year?  
 MR.  CIRINCIONE:  So Pakis tan  got  i t s  technology--  
 COMMISSIONER FIEDLER:  What  year?  
 MR.  CIRINCIONE:  - - f rom China .   I  th ink I  ac tual ly  have  th is  in  
my tes t imony.   The nuclear  technology tha t  we ' re  worr ied  about  s tar ted  
in  the  1980s .   We bel ieve  tha t  China  suppl ied  Pakis tan  wi th  the  p lans  
for  one  of  i t s  ear l ier  nuclear  bombs,  and i t  looks  l ike  i t  a ided the  
p lu tonium product ion reactor  a t  Khusab in  the  ear ly  1970s .   So i t  goes  
back qui te  a  way,  and th is  was  the  b ig  problem we had wi th  China  in  
those  per iods  where  they ac t ive ly  promoted prol i fera t ion .   Pakis tan  as  
one  of  the i r  a l l ies  was  one  of  the  pr imary benef ic iar ies  of  tha t  
technology.  
 COMMISSIONER FIEDLER:  Do we have  t ime tha t  we th ink i t  
ended?  
 MR.  CIRINCIONE:  I t  dr ibbled out .   As  far  as  we know,  they ' re  
not ,  they ' re  not  providing Pakis tan  wi th  nuclear  technology current ly ,  
and I  would  say-- I  don ' t  know i f  we have a  date  when i t  s topped.   The 
las t  sor t  of  documented ins tance  tha t  I  know of  was  in  the  mid to  la te  
1990s  over  the  i ssue  of  the  r ing  magnets  for  Pakis tan 's  cent r i fuges .   So 
i t  was  s t i l l  going on in  the  mid- '90s .  
 COMMISSIONER FIEDLER:  So i t  was  in  recent  h is tory--  



 

 

 
 
 
  

81  
 MR.  CIRINCIONE:  Yes .  
 COMMISSIONER FIEDLER:  Not  decades  ago,  but  recent  
h is tory .  
 MR.  CIRINCIONE:  Right .  
 COMMISSIONER FIEDLER:  Thank you very  much.   Dr .  
Ber tsch,  have you advised NORINCO subsid iar ies  in  any countr ies  
o ther  than China?  
 DR.  BERTSCH:  No,  I  have not  and we have not .   We have jus t  
deal t  wi th  NORINCO headquar ters  in  Bei j ing .  
 COMMISSIONER FIEDLER:  So have  you thought  about  i t  a t  a l l  
in  te rms of  the i r  very  s igni f icant  internat ional  presence  in  many other  
countr ies?  
 DR.  BERTSCH:  I  th ink that  the  key decis ions  tha t  af fec t  
NORINCO behavior  are  made in  Bei j ing ,  and I  th ink g iven our  l imi ted  
t ime and resources ,  tha t  s tar t ing  there  i s  impor tant .   And we 've  jus t  
s tar ted .  
 COMMISSIONER FIEDLER:  One of  the  th ings  tha t  i s  very  c lear  
to  me today and f rom ear l ier  hear ings  i s  I  don ' t  th ink anybody is  c lear  
about  how the  decis ions  got  made or  how the  decis ions  are  made today 
even?   In  o ther  words ,  we heard  tes t imony that  i t  probably  wasn ' t  
Chinese  pol icy ,  tha t  NORINCO was a  powerful  ac tor  ac t ing  on i t s  own,  
i .e . ,  a  rogue,  tha t  i t  might  not  have  been in  Bei j ing ,  i t  may have been 
somewhere  e lse .  
 So  the  ques t ion  I  have  i s  rea l ly  i s  the  t ra in ing level  a t  the  top  
suff ic ient?   I t ' s  l ike  what  we heard  on the  energy the  o ther  day,  which 
i s  everybody is  ta lk ing to  environmenta l  regula tors  in  Bei j ing ,  but  
nobody is  ta lk ing to  the  guys  a t  the  local  level  who are  supposed to  
regula te  the  fac tor ies  tha t  a re  spewing the  s tuf f .  
 This  i s  a  much more  dangerous  s tuff .   What  about  NORINCO's  
people  in  I ran  today?   Are  they involved in  the  t ra in ing process?  
 DR.  BERTSCH:  You may not  be  aware ,  and I  th ink i t ' s  very  
in teres t ing ,  tha t  NORINCO has  s topped a lmost  a l l  of  the i r  t rade  in  
I ran ,  one  of  the i r  major  t rading par tners .   We had a t  the  Univers i ty  of  
Georgia  in  two weeks  of  in tens ive  t ra in ing the  head of  the i r  market ing  
program for  I ran ,  and I  was  to ld  when I  went  back to  Bei j ing ,  tha t  he  
came back and ta lked to  people  in  NORINCO and sa id  we have  to  th ink 
about  th is  bus iness  in  I ran .   What  k ind of  company are  we?  
 The pres ident  of  NORINCO said  to  me:   tha t  when I  came home 
f rom work one night- - th is  i s  the  pres ident  of  NORINCO speaking--my 
son had seen a  fea ture  about  the  NORINCO sanct ions  on te levis ion,  
coming out  of  Hong Kong,  and sa id  to  me,  Dad,  how can your  company 
be  involved in  tha t  sor t  of  th ing?   And the  Pres ident  then sa id  to  me:   
we want  to  be  a  company wi th  the  socia l  responsibi l i ty .  
 So  I  th ink some in teres t ing  th ings  are  going on.   I  agree  wi th  
you,  we don ' t  know a  lo t  about  what 's  going on in  a  country  as  b ig  and 
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compl ica ted  as  China ,  but  when I  ta lk  to  Boeing in  th is  country  
and GE in  th is  country ,  and other  la rge  corpora t ions ,  th is  i s  
compl ica ted  bus iness  in  the  Uni ted  Sta tes  and China ,  and i t ' s  par t  of  a  
long process  of  t ry ing to  develop a  corpora te  cul ture .   And I 'm hopeful  
tha t  tha t  might  be  happening in  some Chinese  ent i t ies .  
 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR ESPER:  Good.   Thank you.  Dr .  Wortzel .  
 COMMISSIONER WORTZEL:   Gent lemen,  thank you both  for  
coming here  today and tes t i fy ing.   Dr .  Ber tsch ,  NORINCO--I  quickly  
read through the  CRS repor t - -has  been the  subjec t  of  sanct ions  i t  looks  
l ike  seven t imes  between 2003 and 2006,  and a l l  i t  looks  l ike  for  
miss i le  re la ted  expor ts  to  I ran .  
 Do you know what  speci f ic  program or  contrac t  wi th  I ran  was  
being carr ied  out  and the  s ta tus  of  tha t  projec t ,  i f  you know i t?   I s  i t  
complete?   Are  there  NORINCO technic ians?   i f  there  was  a  projec t ,  
there 's  spare  par ts ,  repai rs ,  fo l low-on t ra in ing,  tech  t ra in ing?   So is  
tha t  going on?   That ' s  one  ques t ion  tha t  I  th ink i s  k ind of  re levant  
because  i f  you had a  s ingle  program and i t ' s  over ,  i t ' s  never  over .  
 You 've  a lways  got  spare  par ts ,  repai r  and replace  and t ra in ing,  
even though new business  may not  go on.   So what 's  NORINCO real ly  
up to  there?    
 Second,  my contacts  wi th  the  Chinese  Arms Control  and 
Disarmament  Associa t ion  are  l imi ted .   I 've  been to  a  couple  of  the i r  
conferences  in  China .   The most  interes t ing  one  was  one  I  went  to  in  
England wi th  them,  and a l l  four  representa t ives  of  the  Chinese  Arm 
Control  and Disarmament  Associa t ion  were  ac tual ly  in te l l igence  
off icers .   You may know I  was  ass igned to  the  American Embassy in  
China .   I 'm a  mi l i ta ry  in te l l igence  off icer .   I  was  wi th  the  Defense  
In te l l igence  Agency.  
 Three  of  the  CACDA representa t ives  were  PLA Second 
Depar tment  mi l i ta ry  in te l l igence  off icers  wi th  whom I  had contac t  in  
China  and one of  the  CACDA representa t ives  a t  the  meet ing  was  a  
Minis t ry  of  Sta te  secur i ty  in te l l igence  off icer  wi th  whom I  had had 
pre t ty  regular  contac t  in  China .   They a l l  begged me not  to- - they 
hadn ' t  revealed  to  the  Br i t i sh  the i r  rea l  a f f i l ia t ion .    
 So what  k ind of  organizat ion is  CACDA?  Who in  the  Chinese  
government  does  i t  respond to?   And what  do you make of  the  fac t  tha t  
i t  provided rea l ly  off ic ia l  cover  for  ac t ive  in te l l igence  off icers?  
 DR.  BERTSCH:  Thank you,  Dr .  Wortzel ,  for  those  two good 
ques t ions .   On the  f i rs t  one ,  NORINCO's  bus iness  in  I ran ,  I  be l ieve  
tha t  a l l  sens i t ive  t rade  and contac ts  wi th  sens i t ive  ent i t ies  in  I ran  has  
s topped.   My unders tanding is  tha t  i t  has  s topped.   
 Secondly ,  on  CACDA, I  don ' t  know everybody that  works  in  
CACDA.  I  work di rec t ly  wi th  the  Secre tary  Genera l  who 's  a  former  
Fore ign Minis t ry  off ic ia l  who has  been to  the  Univers i ty  of  Georgia  
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four  or  f ive  t imes .   I 've  met  wi th  h im in  Bei j ing  an  equal  number  
of  t imes ,  and we 've  worked together  in  these  indust ry  out reach 
seminars  and the  only-- the  bes t  in te l l igence  i s  tha t  tha t  I 'm picking up 
on what  k ind of  ques t ions  these  Chinese  companies  are  asking?   Are  
they doing thei r  homework when we send them readings  and mater ia ls?  
 Are  they implement ing in ternal  compl iance  programs and are  
they in teres ted?   And my in te l l igence gather ing i s  saying,  yes ,  th is  i s  
good news,  and there  are  no secre ts  in  the  k ind of  work that  we ' re  
doing.   I  th ink our  Chinese  col leagues  have  been surpr is ingly  
t ransparent  about  where  they are  in  th is  bus iness  and what  they 've  got  
to  do.   There  may be  o thers  tha t  are  going around the  country  doing 
other  th ings ,  but  I  have  no concerns ,  and I  hope,  you know,  I 'm not  
be ing naive  about  these  i ssues ,  but  in  the  work tha t  we are  doing and 
my discuss ion wi th  people  who I  have  a  grea t  deal  of  respect  for  the i r  
advice ,  they say  th is  i s  useful  to  U.S.  na t ional  secur i ty  and U.S.  
na t ional  in teres ts .  
 COMMISSIONER WORTZEL:   Thank you.  
 CHAIRMAN BARTHOLOMEW:  Thank you,  gent lemen,  both  of  
you.   I t ' s  in teres t ing  tes t imony that  you 've  provided.   Dr .  Ber tsch ,  I  
was  s t ruck by th is  socia l  responsibi l i ty  you say tha t  NORINCO has  
found,  and I 'm wonder ing why a  company that  was  sanct ioned seven 
t imes ,  most  recent ly  in  2006,  has  decided tha t  socia l  responsibi l i ty  i s  
an  impor tant  th ing for  them to  be  fu l f i l l ing .   And a lso  g iven a l l  of  the  
d iscuss ion about  how we view what  responsibi l i ty  i s  in  terms of  
responsible  s takeholder  and how the  Chinese  government  might  v iew 
what  responsibi l i ty  i s  in  te rms of  responsible  s takeholder ,  and they 
di f fer  qui te  s igni f icant ly ,  how do you see  NORINCO def in ing a  
socia l ly  responsible  ro le?  
 DR.  BERTSCH:  I  th ink NORINCO looks  a t  companies  tha t  a re  
respected  around the  wor ld  and in  the  Uni ted  Sta tes  and says  we want  
to  be  l ike  them.   NORINCO is  now over  80  percent  non-mil i ta ry  
expor ts .   They 've  gone f rom an exclus ively  defense  company to  a  
company that  i s  compet ing around the  g lobe  for  ge t t ing  goods  in to  the  
market ,  and in  order  for  them to  succeed as  a  company in  the i r  longer-
term vis ion,  they have to  v iewed as  a  responsible  company.  
 They do not  want  to  be  sanct ioned again ,  and I  th ink they are  
doing everything tha t  they can to  avoid  sanct ions .   And therefore ,  i t  
doesn ' t  surpr ise  me when they ta lk  about  socia l  responsibi l i ty .   Thei r  
pres ident  d id  a  s t in t  a t  the  Harvard  Business  School ,  was  in  Cambridge  
las t  summer  for  a  month ,  ta lk ing wi th  o ther  corpora te  leaders ,  and they 
share  s tor ies  and impress ions  about  what  you 've  got  to  do to  succeed in  
the  in ternat ional  marketplace .  
 I  th ink China  i s  on  a  very  s teep learning curve  about  how to  
par t ic ipate  in  the  g lobal  economy and we 've  read in  recent  days  in  our  
newspapers  about  some of  the i r  t ransgress ions  tha t  a re  coming a t  grea t  



 

 

 
 
 
  

84  
cost  in  o ther  areas ,  and I  th ink the  NORINCOs and others  want  to  
avoid  th is  k ind of  s t igma that ' s  been a t tached to  the i r  pas t  behavior .   
 HEARING COCHAIR ESPER:  Thank you.  We' l l  now turn  i t  to  
Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  I  am going to  jo in  my f r iend,  the  
chai rwoman,  and respect fu l ly  submit  ye t  another  devi l ' s  advocate  
ques t ion .   I f  I  were  going to  run through a  mine  f ie ld ,  I  would  want  a  
map before  I  s tar ted  s tepping on boulders .    
 So  my f i rs t  devi l ' s  advocate  ques t ion for  both  of  you is  how do 
you know what 's  expor t  compl iance  and not  expor t  avoidance?   Hang 
on.   And one other  one .   Dr .  Ber tsch,  you ment ioned that  NORINCO, in  
par t icular ,  had s topped doing business  wi th  I ran .   My ques t ion  i s  a  
l i t t le  b i t  broader  than NORINCO, but  does  inc lude  i t ,  s top  doing 
bus iness  wi th  whom in  I ran?   With  pr iva te  cont rac tors  in  I ran?   With  
the  government  of  I ran?  
 As  la te  as  2002 and 2003,  we were  hear ing repor ts  tha t  China  
was  s t i l l  g iv ing uranium to  the  I ranians ,  through I ranian  f ront  groups ,  
and there  were  even Chinese  fee t  on  the  ground in  some uranium mines  
tha t  were  ass is t ing  I ran .   So twofold:  one ,  how do you know?  Is  there  
a  mechanism in  China?   How would  a  Chinese  company know i f  i t  were  
an  I ranian  f ront  group?   Is  there  any kind of  government  or  pr ivate  
sec tor  mechanism to  prevent  tha t  f rom happening?  
 And again ,  how do you know that  i t ' s  not  expor t  avoidance?   
That  i t ' s  jus t  a  rea l ly  smar t  way of  get t ing  the  U.S.  perhaps  off  China 's  
back (a) ,  and (b)  making sure  they know where  the  land mines  are  in  
expor t  cont ro ls?  
 DR.  BERTSCH:  I ' l l  take  i t  f i r s t  and then,  Joe ,  I 'd  be  del ighted  i f  
you would  jump in .   Concerning the  second ques t ion ,  I ran  and 
NORINCO and beyond NORINCO, in  2002,  yes ,  some of  these  th ings  
were  going on.   2007,  I  th ink th ings  are  changing.   I  rea l ly  do th ink 
that  the  NORINCO made some corpora te  decis ions  tha t  sa id  we are  
going to  change our  behavior ,  and they to  my knowledge have done 
tha t ,  a l though I  th ink these  are  the  k inds  of  th ings  tha t  d i f ferent  
groups ,  ins t i tu t ions  have  to  fo l low very  c lose ly ,  and check on.   I  
personal ly  and our  center  does  not  have the  capaci ty  to  do tha t  k ind of  
work.    
 Secondly ,  on  the  i ssue  of  expor t  compl iance  or  avoidance ,  I  
th ink you have to  look a t  what 's  going on and I  don ' t  th ink the  problem 
has  been solved.   I  th ink there  are  s igni f icant  chal lenges ,  but  our  
research,  as  bes t  as  we can do i t ,  te l l s  us  tha t  there 's  rea l  progress  
towards  grea ter  compl iance  or  an  interes t  in  complying,  learning about  
how you comply.  
 Here  you have a  country  tha t  had no par t ic ipat ion  whatsoever  in  
in ternat ional  expor t  contro l  af fa i rs .   They didn ' t  even have people  
working these  i ssues ,  when I  went  there  the  f i rs t  t ime and my 
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col league who went  there  before .   Expor t  controls  was  a l l  very  new 
ter ra in  to  them.  
 When I  compare  China  wi th  some of  the  o ther  countr ies  tha t  I 've  
worked in  of  s igni f icant  s ize  and impor tance  in  the  wor ld ,  I  th ink I  
g ive  China  maybe higher  marks  than any other  country  for  be ing 
ser ious  about  learning.  

 Now,  complying is  another  i ssue ,  and I  ta lk  in  my wri t ten  tes t imony 
that  implementa t ion  and enforcement  i s  not  spot less .   There  are  
shor tcomings ,  but  again  progress  in  my opinion has  been made.  
 MR.  CIRINCIONE:  I  would  be  careful  about  two th ings .   One is  
confus ing China 's  coopera t ion  wi th  U.S.  secur i ty  objec t ives  and 
China 's  coopera t ion  wi th  in ternat ional  obl igat ions .   There 's  nothing 
wrong wi th  China  t rading wi th  I ran .  Most  of  the  wor ld  t rades  wi th  
I ran .  
 There 's  nothing wrong wi th  China  se l l ing  weapons  to  I ran .   Many 
countr ies  se l l  weapons  to  I ran .   So you have to  d is t inguish  between 
what  we would  prefer  o ther  countr ies  do  or  not  do  and what 's  the i r  
legal  r ights  to  do .  
 The second th ing you have to  be  careful  of  i s  cherry-picking,  i s  
present ing  in  repor ts  only  the  informat ion tha t  suppor ts  your  
conclus ion.   In  looking a t  the  2006 repor t ,  I  th ink the  Commiss ion has  
cherry-picked on China 's  nonprol i fera t ion  ac t iv i t ies .   This  reads  more  
l ike  a  prosecutor’s  br ief  than a  judge 's  f inding.  
 You 've  presented  the  th ings  tha t  China ,  tha t  we ' re  concerned 
about  wi th  China .   But  I  don ' t  care  how many ass is tant  secre tar ies  say  
they ' re  deeply  concerned about  China 's  nonprol i fera t ion  record .   China  
i s  s imply  not  a  major  prol i fera t ion  problem in  the  wor ld  today.   I t ' s  not  
even on the  top  ten  l i s t .    
 Are  there  th ings  we want  to  improve?   Absolute ly .   Are  these  
people  one  of  the  major  problems we have?   No,  they are  not .   I  would  
hope tha t  in  your  next  repor t ,  you correc t  some of  these  mis takes .  
 For  example ,  “China  has  refused to  coopera te  in  ef for ts  by  a  
number  of  na t ions  to  persuade or  force  I ran  to  ha l t  i t s  mi l i ta ry  nuclear  
program,  and ins tead has  offered  pol i t ica l  and moral  suppor t  for  I ran  
and obst ruct ionism in  the  Uni ted  Nat ions .”  
 I  don ' t  th ink tha t  was  t rue  when you wrote  i t ,  and i t  cer ta in ly  
i sn ' t  t rue  now.   They have jus t  s igned on to  two U.N.  resolut ions  tha t  
a re  powerful  sanct ions  resolut ions .   They are  ac t ive ly  coopera t ing  in  
resolving the  Nor th  Korean nuclear  problem.   In  fac t ,  i f  i t  were  not  for  
China ,  we couldn ' t  resolve  the  Nor th  Korean nuclear  problem.  
 So I  hope in  your  next  repor t ,  you present  a  ba lanced pic ture  of  
the  th ings  tha t  China  i s  doing r ight ,  as  wel l  as  the  areas  where  we 
th ink they ' re  doing wrong.   That ' s  a  l i t t le  more  than you asked for .   
 HEARING COCHAIR ESPER:  Any fur ther  ques t ions?  
 COMMISSIONER HOUSTON:  No.  
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 HEARING COCHAIR ESPER:  We' l l  turn  next  to  
Commiss ioner  Reinsch and then come back around to  Mr.  Wessel .   I  do  
have a  quick  ques t ion ,  Mr.  Cir inc ione .   Who would  you l i s t  as  the  top  
ten  prol i fera tors?  
 MR.  CIRINCIONE:  Pakis tan  i s  the  most  dangerous  country  in  
the  wor ld  today by far ,  by  far .   That  ne twork has  not  been ro l led  up.  
 HEARING COCHAIR ESPER:  Right .   But  who would  you l i s t  as  
two through ten  then?  
 MR.  CIRINCIONE:  Prol i fera t ion  problems I  sa id .   
 HEARING COCHAIR ESPER:  Right .   Oh,  I  see .  
 MR.  CIRINCIONE:  Nuclear  ter ror ism is  our  number  one  nuclear  
threa t .   The Pakis tan  i s  probably  the  number  one  prol i fera t ing  nat ion  
in  the  wor ld  today.   The exis t ing  arsenals  tha t  we have in  the  wor ld  i s  
a  major  prol i fera t ion  problem.   We have 26,000 nuclear  weapons ,  e t  
ce tera .   There 's  a  lo t  more .   The nonprol i fera t ion  regime i t se l f  i s  
tee ter ing  on the  edge of  col lapse .   Those  are  ser ious  prol i fera t ion  
problems.  
 HEARING COCHAIR ESPER:  Sure .   In  terms of  s ta tes ,  though,  
and as  you know the  CIA publ ishes  a  repor t  every  s ix  months  on 
prol i fera t ing  countr ies ,  I  reca l l .  Who would  you l i s t  as  the  top  f ive  
countr ies  wi th  which we have concerns ,  e i ther  because  they are  
par t ic ipa t ing  or  suppor t ing  or  not  ac t ive ly  enforc ing the i r  prol i fera t ion  
obl iga t ions?  
 MR.  CIRINCIONE:  This  i s  tough.   I  haven ' t  ac tual ly  l i s ted  them 
th is  way in  the  pas t ,  but  I  would  say North  Korea ,  number  one ,  
pr imar i ly  because  i t ' s  the  only  country  expor t ing  bal l i s t ic  miss i les  
current ly .   Pakis tan ,  number  two,  because  i t s  ne tworks  cont inue  on 
nuclear .  
 I ran  i s  not  so  much expor t ing ,  but  they ' re  cer ta in ly  par t  of  the  
problem.   There  are  a  major  cus tomer  for  th is  so  they ' re  a  par t  of  the  
problem.  India  i s  probably  up there  as  number  four .   I 'd  be  hard-
pressed to  f ind  a  f i f th  country  a t  th is  point  tha t  i s  in  tha t  same 
category .   I  would  say  those  would  be  my top four  countr ies  of  
concern .  
 HEARING COCHAIR ESPER:  Commiss ioner  Reinsch.  
 HEARING COCHAIR REINSCH:  Thank you.   I  apologize  for  
miss ing much of  th is  panel .   I  par t icular ly  apologize  because  of  what  
you 've  been saying,  some of  i t  a t  leas t  i s  what  I 've  been saying in  the  
pas t ,  wi th  about  as  much success  as  you ' re  probably  going to  have in  
what  you sa id .  
 But  I  am happy to  have  the  panel .   I 'm happy to  have  th is  la id  
out  because  I  th ink i t  i s  a  more  compl ica ted  ques t ion  than our  repor ts  
in  the  pas t  have  sugges ted  i t  i s ,  and we ' l l  see  what  happens  th is  t ime 
around.  
 Our  repor t  wr i t ing  i s  a  publ ic  exerc ise .   Maybe,  Mr.  Cir inc ione ,  
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you might  want  to  s top in  and observe  when we get  to  th is  
par t icular  chapter .  
 MR.  CIRINCIONE:  Is  tha t  a  chal lenge or  an  invi ta t ion?  
 HEARING COCHAIR REINSCH:  I 'm not  the  chai rman.   I  can ' t  
invi te ,  but  jus t  le t t ing  you know i t ' s  a  publ ic  exerc ise .   We 've  had 
vis i tors  before .    
 Let  me ask  you a  ques t ion  about  resources  and i f  i t ' s  redundant  
and someone e lse  has  asked i t ,  then jus t  say  so  and we ' l l  save  some 
t ime.   And th is  might  be  bet ter  d i rec ted  to  Gary ,  but  su i t  yourse lves .    
 I  guess  the  f i rs t  ques t ion  i s  s imply  do you th ink the  Chinese  las t  
couple  of  years  current ly  are  put t ing  in  enough or  have put  in  enough 
resources  in  terms of  money and therefore  people  s imply  to  do the  k ind 
of  enforcement  and compl iance  they need to  do to  meet  the  obl igat ions  
tha t  they 've  a l ready taken on?   I 'm sorry .   I  mean the  Chinese  
government ,  not  the  companies .  
 DR.  BERTSCH:  Yes .   I  th ink that ' s  a  good ques t ion ,  and my 
genera l  response  would  be  no,  but  on  the  o ther  hand,  I  recent ly  v is i ted ,  
for  example ,  the  Shanghai  Customs Col lege  and they ' re  now put t ing  
in to  the i r  curr iculum expor t  cont ro l  t ra in ing.   And there  I  saw the  h igh 
qual i ty  of  s tudents  tha t  go  through that  program,  and they ' re  t ry ing to  
prepare  these  people  to  go out  and do border  control  and cus toms 
work,  and I  th ink they ' re  t ry ing to  t ra in  a  resource  base  tha t  wi l l  meet  
th is  need in  the  fu ture .  
 I  th ink in  the  pas t  and today,  they are  unders taf fed  in  everything 
f rom the  Minis t ry  of  Commerce  to  o ther  agencies  tha t  have  
responsibi l i ty  in  the i r  cus tom service .   So I  th ink we should  encourage  
the  Chinese  to  cont inue  to  ramp up the  number  of  people  and qual i ty  of  
people  tha t  are  needed for  —this  work.  
 HEARING COCHAIR REINSCH:  Do you have a ,  looking a t  
MOFCOM and dual  use  and MOFCOM, in  par t icular ,  do  you have a  
count  of  how many people  are  there  now doing th is?  
 DR.  BERTSCH:  I t ' s  a  growing number .   I t ' s  a  much smal ler  
number  than we have here  in  Washington.  
 HEARING COCHAIR REINSCH:  Are  we in to  double  d ig i t s  ye t?  
  
 DR.  BERTSCH:  Yes ,  I  th ink we are  in  China .   I  th ink they 've  
moved in to  the  double  d ig i t s .   F ive  or  s ix  years  ago,  i t  was  four  or  f ive  
people  doing what  we have hundreds  of  people  doing here .   Many of  
the  current  people  doing expor t  control  work,  or  a  number  of  those  
people  have  come through our  t ra in ing programs a t  the  Univers i ty  of  
Georgia ,  and they ' re  very  ta lented  br ight  young people  tha t  I  th ink go 
back and do a  good job.  
 HEARING COCHAIR REINSCH:  I  th ink I  asked the  ques t ion  
because  for  a l l  the  companies ,  what  the  companies  may or  may not  be  
doing a t  the  end of  the  day,  I  th ink having an  aggress ive  government  
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enforcement  and l icens ing process  i s  c r i t ica l  to  th is .   As  you 've  
seen in  th is  country ,  u l t imate ly ,  i t ' s  c r i t ica l  to  the  development  of  
competent  company ef for ts  because  they s tea l  the  people  f rom the  
government  who have had the  good t ra in ing in  order  to  do the  pr ivate  
compl iance ,  and I  th ink tha t ' s  probably  a  chain  tha t  you ' l l  see .  
 Let  me ask  one  more  ques t ion  i f  I 've  got  a  few seconds .   As  you 
know,  Gary,  I  used to  have some involvement  in  th is  s tuff  and watched 
the  same kind of  progress  we had wi th  numerous  o ther  countr ies  in  
te rms of  he lp ing them develop competent  sys tems,  par t icular ly  former  
Sovie t  Union countr ies ,  in  the  '90s .    
 The  genera l  pa th  tha t  you 've  been ta lk ing about  has  been a  lo t  
shor ter  in  the  cases  of  o ther  countr ies ,  and qui te  long in  the  case  of  
China .   I s  tha t  s imply  because  a  b ig  country ,  a  lo t  of  people ,  a  lo t  of  
problems,  and i f  the  Li thuanians  do i t ,  i t ' s  jus t  s impler?   Or  i s  there  
more  to  i t  than  tha t?  
 DR.  BERTSCH:  Let  me ask  for  c lar i f ica t ion .   You 're  saying tha t  
the  process ,  the  path  of  developing expor t  contro ls  has  been longer  in  
China?  
 HEARING COCHAIR REINSCH:  I  th ink i t ' s  been longer .   What  
you 've  descr ibed-- i t  seems to  me that  we 've  been ta lk ing wi th  them 
about  th is  a t  some level  for  more  than ten  years ,  probably  12 years ,  
and they are  where  you 've  descr ibed them as  being,  having made 
progress ,  but - -you 've  both  descr ibed them as  having made progress ,  
but  wi th  more  progress  needed.  
 There  are  o ther  countr ies  where  we 've  I  th ink--correc t  me i f  I 'm 
wrong--but  I  th ink we 've  gone sor t  of  f rom s tar t  to  f in ish  in  less  than 
hal f  tha t  t ime.  
 DR.  BERTSCH:  That  may be  t rue ,  but  I  th ink that  the  progress  
in  China  has  been fas t  in  recent  years ,  and I  have  the  impress ion tha t  
they have  made some decis ions  tha t  wi l l  mainta in  tha t  t ra jec tory .  
 HEARING COCHAIR REINSCH:  Okay.   Mr.  Cir incione,  do  you 
want  to  comment?  
 MR.  CIRINCIONE:  No,  i t ' s  beyond my exper t i se .  
 HEARING COCHAIR REINSCH:  Okay.   Thank you.  
 HEARING COCHAIR ESPER:  Good.   Thank you both .   
Chairperson Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you.   Thank you,  
gent lemen.   Mr.  Cir inc ione ,  I  f ind  i t  in teres t ing  tha t  you take  us  to  
task  for  a  s ta tement  in  our  repor t  and can ' t  res is t  the  urge  to  take  you 
to  task  on the  fac t  tha t  hyperbole  might  have  entered  in to  something 
that  you 've  sa id  tha t  you say tha t  China  i sn ' t  even in  the  top ,  but  when 
asked to  g ive  ten ,  you gave four .  
 I  wondered what  happened to  f ive  through ten  in  te rms of  the  l i s t  
of  what  you th ink the  b ig  problems are?   That ' s  my f i rs t  ques t ion .  
 The second ques t ion  i s  you ment ioned speci f ica l ly  Nor th  Korea ,  
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Pakis tan  and I ran .   And I 'd  l ike  to  know where  you th ink the  Nor th  
Koreans ,  the  Pakis tanis  and the  I ranians  got  the  technology and 
exper t i se  by  which they 've  bui l t  or  are  bui ld ing the  equipment  tha t  
makes  them countr ies  of  concern  to  you?  
 MR.  CIRINCIONE:  Sure .   I  sa id  tha t  China  i sn ' t  one  of  the  top  
ten  prol i fera t ion  problems in  the  wor ld  today.   The four  major  
prol i fera t ion  problems we have in  the  wor ld  today are ,  number  one ,  
nuclear  te r ror ism,  the  poss ib i l i ty  tha t  a l -Qaeda or  a  s imi lar  te r ror is t  
group could  acquire  nuclear  mater ia l  and use  i t .   That  i s  a  major  
prol i fera t ion  i ssue ,  requires  much more  a t tent ion  and resources  than 
we 're  devot ing to  i t .  
 The second major  prol i fera t ion  problem we face  in  the  wor ld  
today is  the  danger  f rom exis t ing  arsenals .   There  are  26,000 nuclear  
weapons  in  the  wor ld  and thousands  of  them s t i l l  pointed  a t  us  on  hai r -
t r igger  a ler t  in  Russ ia .   That  i s  a  major  problem that  we have.  
 India  and Pakis tan 's  nuclear  arsenals  are  a  major  prol i fera t ion  
problem.   This  i s  in  a  subcont inent  where  the  two countr ies  have  gone 
to  war  three  t imes  in  the  las t  50  years .   There  are  rea l  regional  
concerns  over  the  poss ib i l i ty  of  use  of  nuclear  weapons .  
 The th i rd  b igges t  i ssue  we have i s  tha t  new s ta tes  acquir ing  th is  
technology.   Nor th  Korea  and I ran  are  the  two cases  in  point .   I f  we do 
not  so lve  those  cr ises ,  they acquis i t ion  of  nuclear  weapons  i s  l ike ly  to  
lead  to  the  acquis i t ion  of  nuclear  weapons  by the i r  ne ighbors .   That ' s  
how prol i fera t ion  spreads ,  ne ighbor  to  neighbor .  
 And then the  four th  b igges t  problem we have is  the  weakened 
condi t ion  of  the  in ternat ional  nonprol i fera t ion  regime and i t s  poss ib le  
col lapse .  So those  are  the  b ig  ca tegor ies  of  problems.   In  a l l  of  those ,  
China  p lays  an  impor tant  ro le  in  t ry ing to  prevent  those  problems.   In  
some of  those ,  China  i s  par t  of  the  reason that  we have those  problems.  
 So Pakis tan .   Pakis tan  got  a  good por t ion  of  i t s  nuclear  
technology f rom China .   That 's  absolute ly  correc t ,  and as  I  say ,  th is  
s tar ted  as  ear ly  as  the  '70s  and cont inued up unt i l  the  mid-1990s ,  and 
we s t i l l  have  some isola ted  cases  of  concern  going in to  th is  decade 
where  there  i s  cer ta in  t rading going on we would  prefer  not  to  see .   
This  involved pr imar i ly  the  use  of  dual  use  i tems ra ther  than ac tual  
supply  as  i t  occurred  in  the  pas t  of  ent i re  reac tors  or  r ing  assembl ies ,  
th ings  l ike  tha t .  
 So China   has  been a  major  prol i fera t ion  problem.   I  th ink the  
t ra jec tory ,  however ,  i s  ext remely  impor tant  and everything you 've  
heard  f rom the  wi tnesses  today indica tes  tha t  China  has  come a  long 
way.   I t ' s  a  very  d i f ferent  s i tua t ion now than i t  was  20 years  ago,  even 
ten  years  ago,  even f ive  years  ago,  and the  ar rows are  c lear ly  point ing  
in  the  d i rec t ion  tha t  we want  them to  go in .  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR ESPER:  Good.   Thank you.  We' l l  now turn  
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to  Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  I ' l l  have  two ques t ions .   The f i rs t  
one ,  I  mean i t ' s  quickly  answered by both  of  you,  so  sanct ions  worked 
on NORINCO? 
 MR.  CIRINCIONE:  I  don ' t  know.  
 COMMISSIONER FIEDLER:  You don ' t  know that  sanct ions  
worked on NORINCO?  Do you th ink they might  have worked on 
NORINCO? 
 MR.  CIRINCIONE:  No,  no,  I  hones t ly  don ' t  know.   I 'm not  tha t  
famil iar  enough wi th  i t .  
 COMMISSIONER FIEDLER:  You th ink they did?  
 DR.  BERTSCH:  I  th ink that  sanct ions  cer ta in ly  got  the i r  
a t tent ion  on th is  i ssue .  
 COMMISSIONER FIEDLER:  So you don ' t  th ink tha t  the  Uni ted  
Sta tes  should  drop sanct ions  as  a  tool  in  i t s  a rsenal  of - -  
 DR.  BERTSCH:  No,  I  th ink there  are  cer ta in  t imes  in  h is tory  
tha t  sanct ions  are  a  useful  ins t rument  of  fore ign pol icy .  
 COMMISSIONER FIEDLER:  Do you agree?  
 MR.  CIRINCIONE:  Sanct ions  are  an  absolute ly  essent ia l  tool  
for  U.S.  fore ign pol icy .  The mis take  i s  th inking tha t  sanct ions  are  
suff ic ient ,  tha t  sanct ions  can somehow compel  a  country  in to  
compl iance  or  col lapse .   That  has  never  been the  case .  
 COMMISSIONER FIEDLER:  Okay.   Now I  would  l ike  to  get  
back,  Mr.  Cir inc ione ,  to  a  couple  of  comments  you 've  made.   I  wasn ' t  a  
commiss ioner  las t  year  so  I  can ' t  address  the  speci f ics  of  your  
cr i t ic ism.   I  wi l l  take  somewhat  umbrage  a t  the  character iza t ion  of- -
wel l ,  a l though i t ' s  your  opinion,  tha t  there  was  cherry-picking.   The 
consensus  process  of  12  of  us  having l i s tened to  mul t i tudes  of  people  
necessar i ly  means  tha t  we have to  make judgments  about  the  
credibi l i ty  of  var ious  wi tnesses ,  not  in tending any personal  th ing.  
 So everybody 's  credibi l i ty  i s  an  i ssue  here  when they tes t i fy .   So 
we have to  weigh people 's  tes t imony.   So in  t ry ing to  weigh your  
tes t imony,  I  want  to  get  under  the  fac tual  bas is  of  your  s ta tements ,  
tha t  you 've  made an  unequivocal  s ta tement ,  China  wi l l  march wi th  us ,  
in  your  ora l  s ta tement  to  us  about  30 minutes  ago.   Who?   Who's  
China?   We have l i s tened a l l  day on the  prol i fera t ion  ques t ion  and 
every  wi tness ,  and the  ser ious  wi tnesses  who are  charged wi th  the  
responsibi l i ty  of  keeping us  safe  a t  n ight  and dur ing the  day are  not  
qui te  cer ta in  who 's  making the  decis ions  on anything re la ted  to  
prol i fera t ion  tha t  we 've  heard .  
 In  o ther  words ,  they don ' t  know i f  the  CMC is  doing i t .   They 
don ' t  what  the  dynamic  i s  because  China  won ' t  te l l  us .   So I 'd  l ike  to  
know who is  i t  i s  fac tual ly  you th ink is  going to  march wi th  us?   The 
Fore ign Minis t ry ,  the  CMC, a l l  of  them together ,  the  Pol i tburo?  
 MR.  CIRINCIONE:  Sure .   There 's  no  ques t ion that  China  i s  an  
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author i tar ian  regime and i t s  decis ion-making processes  are  
not  t ransparent  and we don ' t  unders tand qui te  of ten  who 's  making the  
decis ions  and why.   But  th is  i s  t rue  even of  the  most  democrat ic  
countr ies  in  the  wor ld .   I t ' s  t rue  of  the  Uni ted  Sta tes .   We don ' t  
unders tand who has  made some of  the  key decis ions  of  our  own cr i t ica l  
na t ional  secur i ty  i ssues  and why.  
 So I 'm not  sure  tha t  tha t ' s  a  cr i t ic ism or  an  observat ion  tha t  
appl ies  uniquely  to  China .  So when I  ta lk  about  developing 
mul t ina t ional  mechanisms where  the  countr ies  of  the  wor ld  can march 
together  down that  non-nuclear  road,  I  of  course  am ta lk ing about  
coopera t ion  between the  U.S.  Depar tment  of  Sta te  and the  Chinese  
equivalent ,  be tween the  U.S.  Depar tment  of  Defense  and the  Chinese  
equivalent ,  coopera t ion  a t  the  U.N.  Secur i ty  Counci l ,  a t  the  
Conference  on Disarmament ,  a t  the  IAEA Board of  Governors ,  those  
sor t  of  ins t ruments  wi th  the  Chinese  par t ic ipants  in  those  
organiza t ions .  
 COMMISSIONER FIEDLER:  Let  me rephrase  my quest ion.   Do 
you bel ieve  tha t  as  an  author i tar ian  s ta te  tha t  China  i s  more  or  less  
dependable  than say  India ,  a  democrat ic  s ta te?  
 MR.  CIRINCIONE:  Dependable?  
 COMMISSIONER FIEDLER:  Yes .   Like  when they say they ' re  
going to  do something,  they ' re  going to  do i t  on  prol i fera t ion?  
 MR.  CIRINCIONE:  I  would  say tha t  current ly  India  and China  
would  have sor t  of  comparable  dependabi l i ty .   
 COMMISSIONER FIEDLER:  Nei ther  of  them are  dependable?  
 MR.  CIRINCIONE:  They ' re  dependable--wel l  somet imes  they 
coopera te  wi th  you and somet imes  they don ' t .   Somet imes  they fu l f i l l  
the i r  promises .  Most  of  the  t ime,  both  of  the  countr ies  do what  they 
say they ' re  going to  do.  
 COMMISSIONER FIEDLER:  So somet imes  they ' l l  march wi th  us  
and maybe somet imes  they won ' t?  
 MR.  CIRINCIONE:  Of  course .  
 COMMISSIONER FIEDLER:  Okay.   You sa id  ear l ie r  tha t  they 
wi l l  march wi th  us  unequivocal ly .   
 MR.  CIRINCIONE:  No,  s i r .   I 'm saying tha t  tha t ' s  what  we want  
to  do,  tha t  we want  to  develop a  mul t ina t ional  f ramework where  the  
countr ies  of  the  wor ld  are  marching together  down th is  non-nuclear  
road,  and unless  you do tha t ,  t ry ing to  p lay  nuclear  wacko-mold jus t  
i sn ' t  going to  work.   Trying to  hammer  down China 's  compl iance  on 
th is  or  tha t  par t icular  regime isn ' t  going to  work.  
 Trying to  resolve  the  I ranian  nuclear  problem in  i so la t ion  i sn ' t  
going to  work.   I t  has  to  be  a  comprehensive  solu t ion  tha t  takes  p lace  
wi th  a  number  of  countr ies  on a  number  of  f ronts  a l l  a t  once .  
 COMMISSIONER FIEDLER:  How do you th ink i t  i s  tha t  we get  
the  Chinese  to  be  more  t ransparent?  I f ,  and I  th ink we can a l l  agree  to  
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the  fo l lowing,  tha t  miscalcula t ion  through ignorance  i s  a  major  
defense  problem;  r ight?   Which by the  way,  jus t  personal ly ,  the  r i sk  of  
miscalcula t ion ,  because  of  the  lack of  t ransparency on prol i fera t ion ,  
on  defense  i ssues ,  on  Taiwan,  on a  lo t  of  th ings ,  scares  me.   Jus t  
genera l ly  speaking because  I  l ike  to  know what  the  o ther  s ide  i s  doing.  
 So we te l l  the  o ther  s ide  more or  less  what  we ' re  doing.   We 
c la im we do.   And they te l l  us  v i r tual ly  nothing.   So we can ' t  even te l l  
today whether  or  not  i t  was  the  Chinese  government  tha t  endorsed the  
sa le  of  ba l l i s t ic  miss i les  to  I ran  or  tha t  NORINCO was  a  rogue ac tor  
and is  now a  socia l ly  responsible  s takeholder .  
 I  am not  leavened and comfor table  in  th is  envi ronment  tha t  we 
have v is -à-vis  the  Uni ted  Sta tes  and China  wi th  the  lack of  
t ransparency.   So how would  you propose  tha t  the  t ransparency be  
improved wi th  the  Chinese?   I sn ' t  i t  a  re la t ive ly  reasonable  measure  to  
say  to  the  Chinese  you should  make the  wor ld  comfor table  by te l l ing  
us  what  you th ink and what  you do and how you make decis ions  and--  
 MR.  CIRINCIONE:  I  th ink those  k inds  of  th ings  happen,  you 
know,  in  speci f ic  ins tances .   So,  for  example ,  Chinese  ra t i f ica t ion  of  
the  addi t ional  protocol ,  which requires  grea ter  ver i f ica t ion  
mechanisms,  tha t  i s  grea ter  t ransparency in  some of  the i r  nuclear  
ac t iv i t ies .  
 That ' s  a  s tep  in  tha t  r ight  d i rec t ion .   I  would  say  the  overa l l  
answer  to  your  ques t ion  i s  engagement .   An example  of  what  I  mean by 
tha t  i s ,  for  example ,  the  Nat ional  Secur i ty  Counci l ' s  work to  get  China  
to  s top  a id ing I ran  in  the  la te  1990s .  And we required  very  pat ient ,  
de ta i led ,  pers is tent  work to  f i rs t  unders tand exact ly  what  they were  
providing I ran  tha t  we had to  get  through both  our  na t ional  
in te l l igence  means  and our  d ip lomat ic  d iscuss ions  wi th  them and then 
to  get  them to  s top  supplying tha t  equipment  which happened piece  by 
p iece ,  and i t  took severa l  years  to  ge t  them to  complete ly  s top  doing 
that .   That ' s  the  k ind of  knowledge I  th ink you ' re  ta lk ing about .  
 COMMISSIONER FIEDLER:  By the  way,  I  don ' t  th ink there 's  
anyone around th is  table- - there 's  J im Mann in  h is  book and his  
tes t imony here ,  words  are  very  impor tant .   There 's  nobody around th is  
table  tha t  I  have  heard  ever  say  tha t  we shouldn ' t  engage China .   That ' s  
not  the  ques t ion .   The ques t ion  i s  how we engage him and what  we get  
out  of  i t .  
 MR.  CIRINCIONE:  Right .  
 COMMISSIONER FIEDLER:  And what  we expect  to  get  out  of  
i t  and how we change them permanent ly  so  tha t  the  miscalcula t ion  
r i sks  in  the  wor ld  are  d iminished.  
 MR.  CIRINCIONE:  Let  me jus t  g ive  one  o ther  example .   The 
former  Command of  the  Paci f ic  Command,  Admira l  Dennis  Bla i r ,  of ten  
ta lked about  h is  des i re  to  bui ld  a  Paci f ic  s t ra tegic  communi ty .   You 
see  th is  ref lec ted ,  now in  h is  ro le  as  the  chai rman of  the  Counci l  on  
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Foreign Rela t ions  Task Force  Repor t  on  China ,  promot ing 
those  same ideas .   That  what  you want  to  do i s  bui ld  up in ternat ional  
mechanisms tha t  in tegra te  China  into  the  wor ld  communi ty ,  in tegra te  i t  
in to  a  Paci f ic  secur i ty  communi ty ,  and fos ter  the  k inds  of  exchanges  
and coopera t ion  tha t  you ' re  ta lk ing about .   I  th ink those  are  the  k inds  
of  mechanisms we should  be  s t ress ing.  
 COMMISSIONER FIEDLER:  We a l l  want  the  Chinese  to  jo in  
every  in ternat ional  organiza t ion  deal ing  wi th  prol i fera t ion  and comply 
wi th  a l l  of  those  provis ions .   I  don ' t  th ink tha t  i s  an  argument .   I  th ink 
i t  i s  a  very  ser ious  argument  about  knowing what  the  rea l i ty  i s  in  
China  today on ser ious  defense  i ssues  inc luding prol i fera t ion .  
 I  have  not  heard  tes t imony f rom you or  f rom the  government  
today tha t  has  expl ic i t ly  and fac tual ly  sa id  we know who 's  making the  
decis ions .  That ,  s i r ,  f r ightens  me.   Look,  we heard  Secre tary  Lawless  
te l l  us  or  ac tual ly  i t  was  Stephen Hadley who repor ted ,  sa id  to  the  New 
York Times ,  we ' re  not  sure  i f  Hu J in tao  knew about  the  ASAT tes t .  
 We heard  Lawless  te l l  us  he  knew,  and we heard  the  Chinese  te l l  
us  when we vis i ted  Bei j ing ,  oh ,  of  course ,  he  knew.   Al l  r ight .   And i t  
took them eight  or  ten  days  to  te l l  us ,  to  answer  our  f i rs t  inquiry  about  
the  ques t ion .   That  does  not  make me comfor table .   And I 'm looking 
for  a  comfor t  level  in  the  re la t ionship  between our  two countr ies  tha t  
ensures  peace  for  both  of  us .   
 I  am not  ye t  sa t i s f ied  fac tual ly  tha t  the  guardians  of  our  
democracy and of  our  defense  are  adequate ly  informed about  the  
Chinese  process  of  decis ion-making on any mi l i ta ry  or  ser ious  i ssue  
re la ted  to  prol i fera t ion  tha t  would  increase  our  safe ty .  
 MR.  CIRINCIONE:  The Congress  of  the  Uni ted  Sta tes  has  very  
ser ious  concerns  about  the  decis ion-making process  of  the  Vice  
Pres ident ' s  Off ice .   So these  k inds  of concerns  are  not  unique to  China .  
 We don ' t  complete ly  unders tand why we have made some of  the  
decis ions  we have--  
 COMMISSIONER FIEDLER:  The Vice  Pres ident  of  the  Uni ted  
Sta tes  in  one  year  and a  hal f  apparent ly  wi l l  be  gone.   I  have  no idea  
when Mr.  Hu J in tao  wi l l  be  gone or  who wi l l  replace  h im or  by the  way 
what  the  rea l  process  wi l l  be  in  order  to  replace  h im.  
 MR.  CIRINCIONE:  Right .  
 COMMISSIONER FIEDLER:  That  does  not  a  dependable  par tner  
make.  
 MR.  CIRINCIONE:  No,  and we have s imi lar  concerns  about  
some of  our  a l l ies .   For  example ,  Pakis tan .   Who's  going to  be  the  next  
leader  of  Pakis tan  and what  i s  the  process?   We don ' t  rea l ly  know.  
 COMMISSIONER FIEDLER:  My t ime is  up .   I 'm sorry ,  Mr.  
Chair .  
 CHAIRMAN BARTHOLOMEW:  May I  jus t  make one  quick  
fac tual  point?   
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 HEARING COCHAIR ESPER:  Yes ,  we 've  got  about  
f ive  minutes  lef t .     
 CHAIRMAN BARTHOLOMEW:  - -and tha t  i s  tha t  the  apar theid  
government  of  South  Afr ica  was  brought  down by sanct ions .   You 
ment ioned not  knowing any governments  tha t - -  
 MR.  CIRINCIONE:  Oh,  I  respect ively  d isagree .   I  th ink 
sanct ions  p layed a  ro le  in  i so la t ing  tha t  regime and increas ing the i r  
d i f f icul t ies ,  but  in  the  end th is  was  a  negot ia ted  process  tha t  brought  
the  t rans i t ion  to  major i ty  ru le .  
 CHAIRMAN BARTHOLOMEW:  That  would  not  have happened 
wi thout  the  sanct ions  being in  p lace .  
 MR.  CIRINCIONE:  That 's  why sanct ions  are  an  incredibly  
impor tant  ro le  and you a lways  want  them in  your  toolbox.   And I  
be l ieve ,  for  example ,  we should  be  sanct ioning I ran ,  both  
mul t i la tera l ly  and uni la tera l ly ,  and in  fac t  increas ing the  sanct ions  on 
I ran .   Absolute ly .   I t ' s  jus t  a  mis take  to  th ink tha t  tha t ' s  going to  f ix  i t  
for  you,  but  in  the  end,  there 's  got  to  be  sanct ions  as  a  tool  to  he lp  
s teer  a  country  towards  a  negot ia ted  solut ion .  
 CHAIRMAN BARTHOLOMEW:  Recogniz ing tha t  sanct ions  have  
to  be  used because  o ther  tools  have  been fa i l ing .   I t  i s  a  p iece  of  
put t ing  solut ions  together .  
 MR.  CIRINCIONE:  I  see  i t  tha t  you ' re  doing these  th ings  
together .   For  example ,  the  sanct ions  tha t  the  U.N.  Secur i ty  Counci l  
has  imposed on I ran .   That ' s  par t  of  a  d ip lomat ic  ef for t  to  negot ia te  an  
end to  I ran 's  nuclear  program.  
 COMMISSIONER HOUSTON:  Mark,  can  I  jus t  ask  one  quick  
fo l low-up? 
 HEARING COCHAIR ESPER:  Did  you have ques t ions  as  wel l ,  
Dr .  Wortze l?   
 COMMISSIONER WORTZEL:   I  was  jus t  going to  add a  l i t t le  b i t  
of  informat ion to  the  d iscuss ion between Dr .  Ber tsch  and 
Commiss ioner  Reinsch on how long we 've  been t ry ing to  work wi th  the  
Chinese  on expor t  contro ls .  
 My own exposure  and exper ience  to  i t  i s  when Secre tary  
Weinberger  was  going to  se l l  weapons  to  the  Chinese  in  1986,  I  was  a  
par ty  to  d iscuss ions  wi th  the  Sta te  Secre ts  Bureau of  China  and the  
Commiss ion of  Science ,  Technology and Indust ry  for  Nat ional  
Defense ,  to  begin  developing expor t  regula t ions  and pol ic ies .   So tha t ' s  
'86 ,  and in  '88 ,  COSTIND cla imed that  i t  had put  together  i t s  f i r s t  
working group wi th  the  Sta te  Counci l  and the  Minis t ry  of  Fore ign 
Affa i rs  to  implement  expor t  contro ls .   
 HEARING COCHAIR ESPER:   Thank you.   Commiss ioner  
Houston.  
 COMMISSIONER HOUSTON:  I  wanted to  ask  my or ig inal  
ques t ion ,  and i t ' s  k ind of  a  yes  or  no  ques t ion  when a  def in i t ion  a t  the  
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end.    
 Mr .  Cir incione ,  you ment ioned that  you thought  there  was  
nothing wrong wi th  China  se l l ing  weapons  to  I ran .   On behal f  of  a l l  
the  mothers  of  America  inc luding mysel f ,  I  have  to  te l l  you tha t  
doesn ' t  make me s leep any bet ter  a t  n ight .   So my ques t ion,  which goes  
back to  the  not ion  of  le t ' s  jus t  say  non- ident i f ied  rogue s ta tes  or  rogue 
ac tors ,  people  tha t  in  America  we 're  concerned about ,  Venezuela ,  I ran ,  
a l -Qaeda,  whomever ,  we can ' t  pre tend that  we ' re  not  concerned about  
aggress ion by these  rogue ac tors  or  rogue s ta tes .  
 My ques t ion ,  my or ig inal  ques t ion  was ,  and I  rea l ly  am 
wonder ing i f  there  i s  an  answer  to  this  a t  a l l ,  i s  there  any mechanism 
wi th in  the  Chinese  government  to  ident i fy  those  who are  buying 
widgets  f rom China ,  whether  they be nuclear  or  convent ional  arms or  
whatever ,  by  f ront  groups  who are  pre tending to  be  who they aren ' t  in  
order  to  se l l  to  rogue s ta tes  and rogue ac tors?   I s  there  any kind of  
secur i ty  sys tem,  any kind of  mechanism ei ther  in  the  economic  s ide ,  
the  banking s ide ,  the  mi l i ta ry  s ide ,  anywhere  in  China ,  i s  there  
anything that  we know of?  
 MR.  CIRINCIONE:  Let  me jus t  answer  the  f i rs t  par t .   There 's  
nothing i l legal  about  China  se l l ing  weapons  to  I ran .   In  fac t ,  we ' re  
hoping tha t  we can reach agreement  a t  the  U.N.  Secur i ty  Counci l  in  the  
next  resolut ion  to  ac tual ly  put  a  ban on mi l i ta ry  impor ts ,  I ranian  
mi l i ta ry  impor ts .  And that  would  then change the  p ic ture .  
 But  many countr ies  do  bus iness  wi th  I ran  obviously .   So tha t ' s  
what  I 'm ta lk ing about ,  and tha t ' s  what  I  mean,  we can ' t  confuse  our  
pol i t ica l  or  secur i ty  objec t ives  wi th  in ternat ional  s tandards  and you 
can ' t  accuse  a  country  of  doing something wrong s imply  because  we 
didn ' t  want  them to  do tha t .   That ' s  the  d is t inc t ion  I  make.  
 So,  Russ ia ,  for  example ,  i s  the  major  arms suppl ier  for  I ran  
current ly  and i t ' s  a  mul t i -b i l l ion  dol lar  bus iness  for  them,  and unt i l  
there 's  a  U.N.  Secur i ty  Counci l  prohibi t ing  tha t ,  presumably  tha t  
prac t ice  wi l l  cont inue .  
 I  don ' t  know the  answer  to  the  second par t  of  the  ques t ion .  
 DR.  BERTSCH:  I f  I  unders tand i t  correc t ly ,  I  would  say  tha t  
th is  i s  a  cont inuing chal lenge g lobal ly  to  avoid  the  poss ib i l i ty  tha t  
f ront  companies  and o ther  i l l ic i t  t rading players  ge t  the i r  hands  on 
th ings  and put  them in  the  hands  of  the  I ranians  and others  who are  
going to  use  them to  develop nuclear  weapons  or  ba l l i s t ic  miss i le  
programs.  
 That ' s  why so  much effor t  i s  be ing inves ted  in  the  Uni ted  Sta tes  
by  the  U.S.  government  and others  to  t ry  to  work mul t i la tera l ly  
because  we can ' t  so lve  tha t  problem in  the  Uni ted  Sta tes  a lone ,  and 
therefore  get t ing  the  coopera t ion  of  suppl ier  s ta tes  around the  wor ld ,  
and I  th ink a  lo t  of  progress  has  been made s ince  th is  A.Q.  Khan case ,  
but ,  as  Mr.  Cir inc ione  has  sa id ,  th is  ne twork has  not  been fu l ly  
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dismant led .  
 COMMISSIONER HOUSTON:  So the  answer  to  the  ques t ion  are  
we aware  of  any CFIUS type  mechanisms or  any a t  a l l  government  
mechanisms in  China  to  ident i fy  down-l ine  purchas ing,  the  answer  i s  
we don ' t  know yes ,  we don ' t  know no.   We jus t  don ' t  know.  
 DR.  BERTSCH:  I  th ink the  Chinese  are  concerned about  i t  as  we 
are .   They probably  have not  done near ly  as  much as  we have because  
we 're  more  concerned than anyone,  but  the  Chinese  are  par t  of  the  
solu t ion  to  solv ing th is ,  and I  th ink,  again ,  I  would  sugges t  tha t  we t ry  
to  work wi th  them to  mot ivate  them to  work more  c lose ly  wi th  us  and 
other  countr ies  in  determining what  k ind of  ne tworks  are  being 
es tabl ished tha t  they may have in te l l igence  and would  be  wi l l ing  to  
share  wi th  o thers .  
 COMMISSIONER HOUSTON:  Okay.   Thank you.  
 HEARING COCHAIR ESPER:  Gent lemen,  thank you very  much 
for  your  t ime today and your  impor tant  ins ights .   We apprecia te  your  
presence  today.    
 The panel  i s  hereby concluded and the  hear ing for  the  day.   The 
hear ing wi l l  resume tomorrow morning a t  8 :00 a .m.   Thank you very  
much.  
 [Whereupon,  a t  3 :55 p .m. ,  the  hear ing recessed,  to  reconvene a t  
8 :00 a .m. ,  Fr iday,  June 13,  2007.]  
 



 

 

 
 
 
  

97  
CHINA'S PROLIFERATION AND THE IMPACT OF 

TRADE POLICY ON DEFENSE INDUSTRIES 
IN THE UNITED STATES AND CHINA 

_________ 
 

FRIDAY, JULY 13,  2007 
 
U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
      Washington,  D.C.  
  
 
 The Commiss ion met  in  Room 385,   Russel l  Senate  Off ice     
Bui ld ing,  Washington,  D.C.  a t  8 :00 a .m. ,  Chairman Carolyn 
Bar tholomew,  Vice  Chairman Danie l  A.  Blumenthal ,  and 
Commiss ioners  Peter  T.  R.  Brookes  and Michael  R.  Wessel ,  Hear ing 
Cochairs ,  pres id ing.   
 

OPENING STATEMENT OF COMMISSIONER PETER T.R.  
BROOKES,  HEARING COCHAIR 

 
 HEARING COCHAIR BROOKES:   Good morning.   Today,  the  
U.S. -China  Economic  and Secur i ty  Commiss ion is  p leased and honored 
to  welcome Congressman Duncan Hunter .   Congressman Hunter  was  
f i rs t  e lec ted  to  Congress  in  1980 and is  current ly  serving in  h is  13th  
term.   He 's  a  Vie tnam veteran  who served in  the  173rd  Airborne  and 
75th  Army Rangers .   He represents  the  people  of  the  San Diego area ,  
having a  number  of  mi l i ta ry  bases  in  h is  d is t r ic t .   He has  extens ive  
exper ience  on defense- indust r ia l  base  i ssues .  
 He 's  current ly  serving as  the  ranking Member  of  the  House  
Armed Services  Commit tee ,  and he  served as  chai rman of  tha t  
commit tee  f rom 2003 to  2007.   
 Congressman Hunter ,  thank you for  appear ing here  today and for  
shar ing your  v iews.   You may proceed.  
 

PANEL IV:  CONGRESSIONAL PERSPECTIVES 
 

STATEMENT OF DUNCAN HUNTER, A U.S.  REPRESENTATIVE 
FROM THE STATE OF CALIFORNIA 

 
 MR.  HUNTER:  Commiss ioner  Brookes  and Chairman 
Bar tholomew and Commiss ioners  Wessel  and Houston and Reinsch,  
thank you for  le t t ing  me jo in  you today.   I  apprecia te  i t .   I 've  got  a  
prepared s ta tement ,  but  I  thought  what  I  might  do  i s  jus t  summarize  i t ,  
of fer  i t  up  for  the  record ,  and give  you some informal  s ta tements  and 
then maybe respond to  any ques t ions ,  and have a  d iscuss ion.  
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 Very  s imply ,  I  th ink my perspect ive  on China  developed 
over  the  las t  number  of  years  s imply and updated  to  the  present  t ime is  
tha t  China  i s  a rming,  tha t  they are  s tepping in to  the  superpower  shoes  
tha t  have  been lef t  by  the  Sovie t  Union and unfor tunate ly  they ' re  doing 
a  grea t  deal  of  th is  wi th  American t rade  dol lars ,  and they ' re  buying 
essent ia l ly  the  ar ray  of  sys tems that  I  th ink you could  expect  a  modern  
nat ion  to  purchase  when i t  comes in to  lo ts  of  cash .    
 Most  of  you have seen the  road mobi le  miss i le  development ,  the  
DF-31,  tha t  they have under taken,  which f i t s  the i r  country  wel l  
because  of  the  vas tness  of  the  country .   They can run the  t rack l ine ,  so  
to  speak,  wi th  road mobi le  miss i les  which obviously  are  much less  
vulnerable  than s ta t ic  s i lo-based sys tems.  
 They have a  few ICBMs that  are  targeted  on the  Uni ted  Sta tes ,  
but  they a lso  have  the  abi l i ty  to  develop a  lo t  of  miss i les  in  a  shor t  
per iod of  t ime.   They have about  1 ,000 shor t - range miss i les  r ight  now,  
most  of  them s taged in  such a  way tha t  they could  be  u t i l ized  in  a  
Taiwan opera t ion ,  and they ' re  adding to  tha t  col lec t ion  of  shor t - range 
bal l i s t ic  miss i les  a t  the  ra te  of  about  one  hundred to  200 a  year .  
 A number  of  submarines  are  under  development ,  under  
const ruct ion ,  inc luding some nuclear  a t tack  submarines ,  and obviously  
the  Ki lo  purchases  tha t  they 've  made f rom the  Sovie t  Union,  the  
Sovremenny c lass  miss i le  des t royers ,  a  h igh-end surface  vesse l .  In  
fac t ,  tha t ' s  some of  them t ry ing to  get  in  r ight  now.  
 High-end surface  vesse l  tha t  i s  equipped wi th  the  ext remely  
effec t ive  h igh speed ant i -sh ip  miss i les  tha t  have  the  abi l i ty  to  take  
evas ive  maneuvers  a t  the  terminal  phase  which make them ext remely  
d i f f icul t  to  defend agains t  by  American naval  forces .   And rea l ly  the  
Sovremenny c lass  was  des igned,  we think,  by  the  Sovie t  Union,  to  be  
able  to  a t tack  American carr ier  ba t t le  groups .  
 In  the  o ld  days ,  th is  ar ray  of  mi l i ta ry  sys tems was  avai lable  
because  the  Sovie ts  l ike  to  se l l  s tuf f .   Sovie ts  l ike  cash ,  and 
par t icular ly  the  SU-27 co-product ion  agreement  tha t  they 've  entered  
in to  wi th  the  Chinese ,  I  th ink,  i s  an  example  of  the i r  (Russ ia’s)  
tendency to  want  to  engage wi th  the  Chinese  for  hard  dol lars  and to  
se l l  mi l i ta ry  equipment .  
 But  in  the  o ld  days ,  the  government  of  China  d idn ' t  have  much 
money,  and the  Russ ians  weren ' t  in teres ted  in  IOUs.   Today,  they have 
lo ts  of  money and the  money is  American t rade  dol lars .   So they have 
co-product ion  agreements  or  opera t ions  being under taken r ight  now.   
They have purchases  of  mi l i ta ry  sys tems,  and they a lso  have lo ts  and 
lo ts  of  product ion.  
 Now,  le t  me te l l  you one  th ing tha t  I 'm concerned about  i s  th is :  
we have an  anemic  shipbui ld ing base  in  th is  country ,  which is  
suppor ted  a lmost  so le ly  by warship  and naval  product ion.   The Chinese  
have  a  robust  sh ip  product ion capabi l i ty ,  domest ic  product ion 
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capabi l i ty ,  and they could  a t  some point  t rans la te  tha t  in to  the  
abi l i ty  to  produce  lo ts  of  warships  in  a  fa i r ly  shor t  per iod of  t ime.  
 There 's  k ind of  a  mixed review on where  they ' re  going wi th  
a i rcraf t  car r iers .   They 've  got  some product ion,  we th ink some in i t ia l  
product ion tha t ' s  be ing under taken ins ide  c losed shops .   We don ' t  have  
a  good window into .   They 've  purchased,  as  you know,  an  o ld  carr ier  
f rom the  Russ ians  tha t ' s  be ing upgraded to  some degree .   But  where  
they ' re  going wi th  carr ier  a i rcraf t  we ' re  not  exact ly  sure .  
 But  across  the  board ,  they ' re  moderniz ing--c lass i f ied  br ief ings  
have  ref lec ted  tha t  they ' re  going af ter  American s t rengths- -e lec t ronic  
warfare .   They obviously  took th is  space  shot  January  11 tha t  knocked 
a  sa te l l i te  out  of  space  tha t  I  th ink hera lded a  new era  of  mi l i ta ry  
compet i t ion  in  space  between us  and the  Chinese  whether  we want  i t  or  
not .   In  the  mi l i ta ry ,  you protec t  your  eyes ,  and a  lo t  of  our  eyes  are  in  
space ,  and so  we 're  going to  have  to  cont inue  to  under take  ac t ions  tha t  
wi l l  g ive  us  the  abi l i ty  to  compete  mi l i ta r i ly  in  space  wi th  the  
Chinese .  
 Now,  th is  army that  China  i s  under taking,  I  th ink,  i s  expected  of  
a  na t ion  tha t  i s  coming in to  lo ts  of  cash ,  and i t  doesn ' t  necessar i ly  
manifes t  a  s t rong s t ra tegic  p lan  or  v is ion by the  government  of  China .  
 On the  o ther  hand,  a  mi l i ta ry  threa t  i s  comprised  of  capabi l i ty  
and in tent ,  and the  in tent  of  China ,  as  evidenced by our  miscalcula t ion  
wi th  respect  to  China  in  1950,  i s  tha t  in tent  i s  a lways  somewhat  
obscure .    
 So  I  th ink we 're  proceeding down a  path  which wi l l  resul t - -wi th  
our  indust r ia l  pol ic ies  or  lack  thereof- -which wi l l  resul t  in  China  
being the  preeminent  manufacturer  of  goods  in  th is  country ,  a t  some 
point  in  the  fu ture  in  th is  wor ld ,  and having wi th  tha t  mass ive  
indust r ia l  base  and the  cash  tha t  accrues  to  i t  the  abi l i ty  to  match  the  
Uni ted  Sta tes  mi l i ta r i ly  in  lo ts  of  areas ,  lo ts  of  key areas ,  and to  g ive  
us  enormous  problems in  areas  where  they br ing asymmetr ic  
capabi l i t ies  to  bear .  
 So what  we 're  doing wi th  China ,  there 's  two problems wi th  China  
wi th  respect  to  our  suppor t ing  and a id ing the i r  indust r ia l  base ,  and I  
th ink d isserving to  a  la rge  degree  American manufacturers  and 
American jobs .   
 F i rs t ,  I  th ink a l l  of  you are  aware  of  the  fac t  tha t  a f ter  World  
War  I I ,  we s igned up to  the  General  Agreement  on Tar i f fs  and Trade ,  
which had severa l  char i table  aspects  to  i t  f rom the  Uni ted  Sta tes '  
perspect ive .   One of  those  was  tha t  we a l lowed a l l  the  o ther  na t ions  in  
the  wor ld  except  ourse lves  to  be  able  to  rebate  to  the i r  manufacturers  
the i r  taxes ,  the i r  VAT taxes ,  and in  the  days  af ter  World  War  I I ,  when 
a  lo t  of  the  wor ld  was  burned out  f rom the  war ,  we a l lowed them,  we 
inked the  deal  in  which we agreed tha t  no  o ther  na t ion  could  subs id ize  
i t s  manufacturers  by  refunding the i r  d i rec t  taxes .   So the  Uni ted  Sta tes  
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couldn ' t  subs id ize  our  manufacturers  by  rebat ing  our  
d i rec t  taxes ,  our  income taxes  to  our  manufacturers ,  but  we a l lowed a  
loophole .   
 That  loophole  was  tha t  any other  na t ion  could  rebate  i t s  va lue  
added taxes ,  which a t  tha t  point  were  only  u t i l ized  by a  smal l  number  
of  na t ions ,  and value  added taxes  were  fa i r ly  smal l  taxes ,  in  the  three ,  
four ,  f ive  percent  range a t  the  max when we crea ted  tha t  loophole .  
 Prac t ica l ly  every  o ther  t rading nat ion  in  the  wor ld  now has  
developed a  VAT tax ,  and VAT taxes  are  now 15 to  20 percent ,  
meaning that  i f  China  se l l s  one  of  those  microphones  to  us ,  when i t  
goes  to  the  water 's  edge to  be  expor ted  to  America  and that  
microphone is  $100,  the  government  of  China  g ives  the i r  manufacturer  
a  cashier ' s  check,  so  to  speak,  a  refund,  17  percent  of  the  value  of  tha t  
microphone,  which was  the  amount  of  VAT tax  that  was  col lec ted .  
 I f  a  microphone is  made here  and shipped to  them,  and i t  cos ts  a  
hundred bucks ,  our  guys  have a  $17 penal ty  assessed when i t  ge ts  to  
the  water ' s  edge .   Outs ide  of  tha t ,  we ca l l  i t  f ree  t rade .  
 So they have a  subsidy of  17 percent .   They subsid ize  the i r  guys  
17 percent .   They penal ize  our  guys  17 percent .   That  means  i f  you 
were  going to  compare  th is  to  a  footbal l  game,  they essent ia l ly  have  34 
points  on  the  scoreboard  before  the  opening kickoff  in  every  game.   
Jus t  to  ensure  tha t  the  Americans  never  win  the  t rade  compet i t ion ,  
China  then devalues  i t s  currency by 40 percent ,  and tha t  has  the  ef fec t  
of  undercut t ing  American products  around the  wor ld  by 40 percent  and 
taking our  goods  off  the  shel f .  
 The hundreds  of  b i l l ions  of  dol lars  in  t rade  surplus  tha t  accrue  to  
China  as  a  resul t  of  those  two dynamics  are  to  some degree  used to  
but t ress  the i r  mi l i ta ry  base  and cer ta inly  what  you 'd  ca l l  th is  vas t  a rea  
of  dual -use  technology,  tha t  i s  technology that  in  some way accrues  to  
the  eff ic iency and the  benef i t  of  the  mi l i ta ry  whi le  i t  l ies  pr imar i ly  in  
the  domest ic  area .  
 I  th ink the  Uni ted  Sta tes  i s  going to  have  to  change i t s  pol icy  or  
have  a  pol icy  wi th  respect  to  mainta in ing manufactur ing or  we ' re  going 
to  lose  what  I  ca l l  " the  arsenal  of  democracy,"  and I  jus t  g ive  you one  
anecdote ,  and tha t  i s  tha t  a  couple  of  years  ago when our  guys  s tar ted  
to  get  hur t  wi th  roads ide  bombs in  I raq ,  and I  sent  our  s taf f  teams out  
to  t ry  to  f ind  one  company lef t  in  th is  country  tha t  could  s t i l l  make 
armor-grade  s tee l  p la te ,  we found prec ise ly  one  tha t  could  s t i l l  make 
high grade  s tee l  p la te  tha t  we could  p in  on the  s ides  of  our  Humvees .  
 When the  Swiss  cut  us  off  f rom the  smal l  guidance  device  tha t  
we use  in  our  JDAMs because  they didn ' t  l ike  our  pol icy ,  we found 
precise ly  one  company lef t  in  th is  country  tha t  could  s t i l l  make tha t  
par t icular  sys tem.  
 So China  represents  a  couple  of  th ings .   One is  an  
ext raordinar i ly  la rge  indust r ia l  base  which has  the  capaci ty  to  ge t  



 

 

 
 
 
  

101  
much bigger  and to  t rans la te  i t se l f  in to  a  la rge  mi l i ta ry  
product ion capaci ty  which could  be  a  threa t  to  the  Uni ted  Sta tes  
because  whi le  the  in tent  of  China  i s  not  c lear- - in  fac t ,  one  exper t  sa id  
the  o ther  day,  he  sa id  essent ia l ly  he  doesn ' t  th ink tha t  China  knows 
exact ly  where  i t ' s  going mi l i ta r i ly .   
 But  i t  does  know that  i t ' s  got  lo ts  of  cash ,  and big  s t rong 
countr ies  wi th  lo ts  of  cash  and wi th  a  need to  extend sea  lanes  and to  
acquire  lo ts  of  na tura l  resources ,  especia l ly  pet ro leum,  tend to  want  to  
bui ld  a  mi l i ta ry  tha t  wi l l  accommodate  those  ends .  
 So I  th ink China  i s  one  country  tha t  can  represent  a  rea l  threa t  to  
the  Uni ted  Sta tes ,  and I  th ink i t ' s  h igh t ime that  the  Uni ted  Sta tes  d id  a  
couple  of  th ings .   One,  s top China  f rom cheat ing  on t rade .   I  th ink i t ' s  
absolute ly  inexcusable  tha t  we a l low them to  devalue  the i r  money by 
40 percent .   That  obviously  i s  a  government  subs idy.   I t ' s  a  specie  of  
government  subsidy.  
 Secondly ,  we are  going to  have  to  ta lk  to  the  res t  of  the  wor ld  
tha t  we gave  th is  grea t  deal  to  shor t ly  af ter  World  War  I I ,  in  which we 
sa id  we are  going to  a l low Amer ican producers  of  manufactured 
products  to  be  double- taxed,  taxed wi th  the i r  income taxes  in  the  U.S. ,  
and then pay your  VAT tax  when our  products  ge t  to  your  water ' s  edge ,  
and you pay no taxes .   That  i s  your  manufacturers  pay a  VAT tax ,  they 
get  i t  re funded to  them when they send the i r  products  to  the  Uni ted  
Sta tes ,  and we of  course  have no tax  when thei r  products  ge t  to  our  
shore .  
 I t ' s  tough to  compete  wi th  a  guy across  the  s t ree t  who pays  no 
taxes  whi le  you pay double  taxes .   You have to  h i t  a  home run 
everyday to  s tay  even,  and you know I  th ink tha t ' s  ref lec ted  
anecdota l ly .  
 I  ta lked to  a  bus inessman the  o ther  day who went  to  Wal l  S t ree t  
to  t ry  to  ge t  a  l i t t le  more  funding for  h is  product ion,  and the  f i rs t  
ques t ion they asked him when he  walked in ,  and I  th ink i t ' s  such an  
i l lus t ra t ive  anecdote- -wel l ,  anecdotes  never  te l l  the  ent i re  s tory-- they 
sa id  before  we even get  s tar ted  and open up your  por t fo l io  and look a t  
your  opera t ion ,  we want  you to  expla in  to  us  when you 're  going to  take  
your  product ion to  China .  
 That ' s  the  threshold  ques t ion  today for  American indust ry .   When 
are  you going to  take  your  product ion to  China?   And you have 
hundreds  of  major  companies  today,  which today wi l l  be  ta lked to  by 
the i r  f inancia l  advisors ,  who wi l l  te l l  them that  even i f  they have  a  
great  workforce ,  even i f  they ' re  h ighly  modernized and they have an  
excel lent  product ,  i t  makes  sense  f rom a  tax  and tar i f f  s tandpoint  to  
take  the i r  product ion to  China  and then ship  the i r  product  back to  the  
Uni ted  Sta tes .  
 So tha t  dynamic  a t  some point  in  the  fu ture  wi l l  have  a  major  
impact  on  the  re levant  mi l i ta ry  pos tures  or  the  re la t ive  mi l i ta ry  
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postures  of  China  and the  Uni ted  Sta tes ,  and I  would  be  happy to  
take  any ques t ions .  
[The s ta tement  fo l lows:]  
 

Madam Chairman Carolyn Bartholomew, Vice Chairman Daniel Blumenthal, Commissioner Mike 
Wessel, and Commissioner Peter Brookes, thank you for the opportunity to offer my perspective and 
concerns regarding the impact of trade policy on defense industries in the United States and China.  

This is an important topic—one that I have considered as a Member of Congress, as the Chairman 
and now Ranking Member of the House Armed Services Committee and as an American.  I commend you 
for your focus and commitment to addressing the “tough” issues.  Your work is important to Congress’ 
oversight role and informs the policy direction of this nation.  

I appear before you this morning to share my perspective on our current trade policy with China; 
the implications for the U.S. defense industrial base; and how China is using American greenbacks to 
modernize its military.   

This issue is complex and often viewed through different lenses—on one end of the spectrum, 
there are folks like myself who see a near-peer economic and military competitor and those on the other 
end who see China as a vast economic opportunity.    

Those who share my view have watched China expand the pace and scope of its economic and 
military modernization efforts, have focused on China’s near and longer-term strategic aspirations in the 
region and around the world, and have likely asked the following questions and reached the same answers:  

First, is China’s rapid economic growth, its devaluation of the yuan, and its military 
modernization efforts “gouging” the American defense industrial base?  The answer is Yes.  

Second, is China using proceeds from its growing wealth and gains from trade with the United 
States to develop military power projection, anti-access and aerial denial capabilities? The answer is 
another Yes.  

Third, has the United States exported critical defense components and technologies to China, 
which increases our dependency on China for our own defense needs?  The answer is another Yes.   

Lastly, by moving defense factories and businesses abroad to nations such as China, have we 
jeopardized America’s domestic capability to rapidly increase defense production during a time of war? 
The answer is a final Yes.    

 While I will likely address some of these questions today, my purpose this morning is to share my 
views and raise additional questions that I hope this Commission will consider in follow-on discussions.  

China is cheating on trade by devaluing its currency  

In 2006, China’s trade surplus rose from $30 billion in 1994 to $232 billion—almost an eight-fold 
increase—and is expected to increase this year.  This trading deficit is now larger than that with any other 
U.S. trading partner.  One element that contributes to this trade deficit —China is cheating.  China’s 
currency—the yuan—is significantly undervalued by 40%, making it difficult for American manufacturers 
to compete fairly in the global market.  It is this uneven playing field that undercuts American markets and 
wipes American products off the world’s shelves. We've lost high-paying manufacturing jobs in the U.S.  
to China. One example that I use to illustrate what I call “China’s one street advantage” is the following: If 
this table was made in China, and cost $100, and it's exported from China to the U.S., when it goes to the 
water's edge to be exported, the government gives a check to that company, for all their taxes. They give 
their taxes back at about 17%.  So if this table was $100, they give them back $17 in cash. When an 
American table arrives to be sold in China, they give our exporters a bill for $17.  

Recently, Democrat Congressman Tim Ryan and I introduced the Currency Reform for Fair 
Trade Act of 2007, legislation aimed at China’s “one street advantage” and leveling the playing field for 
American companies.  I think this an area that requires attention and I encourage the Commission to 
identify other opportunities to ensure a fair market playing field for American businesses to compete.  

China is using American “greenbacks” to fund its military modernization efforts 

China is using billions of American trade dollars to modernize its military force—from purchasing 
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foreign weapons systems and technologies to indigenously building its own ships, planes, and 
missiles.  China’s economic growth has enabled it to sustain a trend of double-digit increases in defense 
spending.  In March 2007, China announced that it would increase its annual defense budget by 17.8% 
over the previous year to $45 billion.   

This figure is widely accepted as a low estimate of China’s defense spending.  The recent 
Department of Defense’s Annual Report on The Military Power of the People’s Republic of China 
estimated that China’s total military-related defense spending is more likely in the range of $85 to $125 
billion.  

What is China buying? Here is a short shopping list of how China is spending its U.S. trade 
dollars: Russian-made SOVREMENNY II guided missile destroyers fitted with anti-ship cruise missiles—
providing China with a capability to challenge American aircraft carriers; submarines, such as the KILO-
class diesel submarine; a battalion of S-300PMU-2 surface-to-air missile systems with an intercept range of 
200 kilometers; AWACS aircraft with air-to-air refueling capability; and sophisticated communications 
equipment.   

On the other side of the military modernization equation—American trade dollars are facilitating 
China’s ability to mature their domestic defense industrial base.  During a June 2007 House Armed 
Services Committee hearing, I shared by concerns with Deputy Under Secretary of Defense Richard 
Lawless regarding China’s maturing and massive commercial industrial capability, especially in the area of 
its ship construction capacity which could likely be translated into a warship construction capability and 
could threaten our ability to maintain a naval dominance in the Pacific region.   In response, Secretary 
Lawless noted that countries such as Japan and the Republic of Korea, currently the world’s leaders in 
shipbuilding capacity and capability, are now readjusting their projections from a belief that China will be 
a top-rank ship-building competitor in the next six years rather than the fifteen originally projected.  

What are the Chinese building? The  Z-10, which is their first domestically produced attack 
helicopter; the Su-27SMK/Flanker through a co-production agreement with Russia, which is a high 
performance aircraft capable of effective warfare against America's top-line fighters; second-generation 
nuclear submarines, such as the JIN-class nuclear-powered ballistic submarines; the LUYANG II class 
destroyer with a vertical launch air defense system; the JL-2 submarine-launched ballistic missile; and the 
road-mobile DF-31A intercontinental-range ballistic missile.  China also continues to show interest in 
developing an indigenous aircraft carrier capability. 

It is clear that China’s economic growth is fueling its capacity to purchase foreign weapons and 
technology while improving its indigenous capacity for a self-sufficient defense industrial base.  In 
addition to the Pentagon’s efforts to understand China’s military modernization efforts, I believe that this 
Commission can provide a vital role in helping Congress and the American people better understand the 
linkage between China’s economic growth, its expenditures of foreign military systems and technologies, 
and its intentions to develop a sophisticated domestic industrial base.   

The erosion of the U.S. Arsenal of Democracy 

A large portion of America's industrial base is now moving to China, including part of the 
industrial base that we rely on for the American security apparatus.  This nation is at war and our brave 
military men and women are conducting missions around the world.  But today we defend freedom in the 
absence of a robust U.S. “arsenal of democracy”.  Beginning with my father’s generation through the Cold 
War—we depended on an American manufacturing base to produce the tanks, armored vehicles, and 
rounds of ammunition to equip our troops, and depended on American research and development (R&D) to 
ensure our military technologies kept our forces on the cutting edge.  Today, if you want to find where 
critical elements of our arsenal of democracy have gone, you must look beyond America’s shores to places 
like China.  

The following are two examples of our dependence on foreign suppliers for critical components 
for U.S. weapons systems: First, is the migration of manufacturing plants of top quality semi-conductor 
materials and printed circuit boards.  Because the U.S. military’s most cutting-edge microelectronic 
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components use technologies that are no longer widely available in trusted domestic industries—
the U.S depends on Chinese and other foreign suppliers.  In a 2006 Institute for Defense Analysis report, 
analysts found that several Chinese companies “openly advertise their availability to reverse engineer 
microcircuits and recover sensitive data and intellectual property.”  The report also identifies a number of 
Pentagon programs that have been impacted by counterfeit microelectronics manufactured by China.  The 
possible scenarios for inserting malicious content into the microelectronics that control our combat 
systems, communications equipment, or weapons are limitless.  

A second example is the neodymium or “rare-earth” magnet used in a number of military 
guidance systems.  The last U.S. firm that produced this high performance magnet was bought in 2003 and 
moved to China in 2005.   

These examples are not exclusive but reflect a trend in which the United States has outsourced 
some of its arsenal of democracy to foreign lands—and this is a trend that concerns me.  As Chairman of 
the Armed Services Committee, we established a Strategic Materials Protection Board, charging the 
Department of Defense to create a process to identify items that are critical to national security and to 
identify those materials, should they be unavailable domestically, that would severely impair our national 
security.   

Unfortunately, the Department has not met its statutory requirement to meet and identify a plan to 
protect such materials.  I welcome the Commission’s thoughts on this topic.  

 Conclusion 

Much of the public’s attention is focused on the ongoing military operations in Iraq and 
Afghanistan, but it is also important that we remain focused on all U.S. security interests.   

Over sixty years ago, in March of 1941—it was a Member of Congress—Rep. Carl Anderson 
from Minnesota who warned America about the danger of arming potential adversaries. A few months later 
on December 7th at Pearl Harbor, American ships were sunk, hundreds of planes destroyed, and thousands 
of Americans killed and wounded by a Japanese fleet that was indeed built with American steel and fueled 
with American petroleum.  

While we are in an age of “economic globalization,” we must not forget the history lessons of 
America’s past.  

 
Panel  IV:   Discuss ion,  Quest ions  and Answers  

 
 HEARING COCHAIR BROOKES:  Thank you very  much.   I  have  
a  few commiss ioners  tha t  do  have ques t ions .   I f  anybody hasn ' t  le t  me 
know,  p lease  do so .   We ' l l  s tar t  wi th  Vice  Chairman Dan Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much,  
Congressman Hunter ,  for  your  tes t imony and for  your  concern  wi th  
these  very  impor tant  i ssues .  I 'm t ry ing to  work my way through a  
d i lemma we have in  the  sense  tha t  we ' re  pushing for  be t ter  ba lances  of  
t rade  wi th  China  and for  them to  revalue  the i r  currency for  tha t  reason 
and to  open up market  access .  
 But ,  on  the  o ther  hand,  we ' re  concerned about  what  we se l l  them.  
 So i f  they went  ahead and ac tual ly  leveled  the  p laying f ie ld  in  terms 
of  accept ing our  expor ts ,  our  bes t  expor ts  are  obviously  in  the  h igh 
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technology area  where  we have concerns  about  what  they 
acquire .  
 So we may be  the  v ic t ims of  our  own success  i f  we keep pushing 
on the  market  access  i ssues  and on the  currency issues  because  a l l  of  a  
sudden the  Chinese  wi l l  want  to  buy more of  our  products  or  be  able  to  
buy more  of  our  products ,  and those  products  wi l l  be  some products  
tha t  concern  us  in  te rms of  the i r  mi l i ta ry  appl ica t ions .  
 I 'm t ry ing to  work my way through that  d i lemma.   So,  on  the  one  
hand,  we want  f reer  and fa i rer  t rade  wi th  the  Chinese  and we 're  
pushing on that .  
 On the  o ther  hand,  as  you ment ioned in  your  tes t imony,  some of  
the  microelec t ronics  and other  types  of  th ings  tha t  we ' re  very  
successful  and have a  comparat ive  advantage  in ,  we don ' t  want  them to  
acquire .   And I 'm wonder ing how to  reconci le  tha t .  
 MR.  HUNTER:  When you have the  i tems tha t  a re  deemed to  
have  a  cr i t ica l  mi l i ta ry  appl ica t ion ,  and I  th ink these  supercomputer  
sa les  tha t  have  been a  subjec t  of  debate  over  the  years  are  probably  a  
good example ,  the  Chinese  are  very  ef fec t ive  a t  ta rget ing  precise ly  
what  they want ,  and they get  most  of  what  they want .  
 As  I  reca l l ,  dur ing the  Cl in ton adminis t ra t ion ,  I  was  a lways  
ra is ing ,  and dur ing th is  adminis t ra t ion  we 've  been ra is ing ,  an  a larm 
over  the  end use  of  supercomputers .   We've  had th is  d iscuss ion and 
we 've  had th is  movement  of  how many MTOPS,  mi l l ion  theore t ica l  
opera t ions  per  second,  should  be  the  level  for  supercomputer  sa les  to  
p laces  l ike  China .   
 And as  I  reca l l ,  a t  one  point ,  there  were  over  150 supercomputer  
sa les  to  China  and the  U.S.  had only  checked out  the  end use  of  
something l ike  three  of  them,  and so  the  point  i s  tha t  China  very  
careful ly  targets  technology that  they want .  
 Now,  technology,  mi l i ta r i ly  sens i t ive  technology,  we don ' t  a l low 
them to  go as  a  mat ter  of  law.   But  the  o ther  ques t ion  i s  as  we draw 
down our  indust r ia l  base ,  and I  th ink th is  was  pointed  out  fa i r ly  
ef fec t ive ly  in  Clyde Pres towi tz '  book,  Three  Bi l l ion  New Capi ta l i s t s ,  
and i t ' s  bas ica l ly  the  saga  of  the  movement  of  the  indust r ia l  base  to  
Asia ,  par t icular ly  China  and India .  
 But  he  points  th is  out  very  c lear ly ,  tha t  even i f  you,  as  we move 
our  indust r ia l  base  to  China ,  which we 've  done largely ,  i f  you took 
American manufactur ing to  fu l l  product ion r ight  now,  absolute ly  fu l l  
product ion r ight  now,  you wouldn ' t  come c lose  to  being able  to  knock 
back th is  mass ive  t rade  def ic i t .   We don ' t  have  the  capaci ty  because  
we 've  wrapped up so  much indust ry  and sent  i t  over ,  tha t  i f  you sa id  
we go to  100 percent ,  we wouldn ' t  be  able  to  take  down the  $200 
bi l l ion  p lus  t rade  def ic i t .  
 So  we have not  jus t  a  problem of  our  products  being undersold  
and undercut ,  which they are ,  but  the  fac t  tha t  a  lo t  of  our  indust ry  i s  
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migrat ing ,  has  migra ted  and cont inues  to  migra te .   So our  
capaci ty  cont inues  to  go down.  
 Let  me jus t  say  th is ,  Mr.  Commiss ioner .   You know this  wor ld  
never  works  the  way i t ' s  p lanned to  work.   The whole  idea  of  f ree  
t rade ,  which was  rea l ly  a  s impl is t ic  idea ,  the  idea  of  Ricardo and 
Adam Smith ,  was  the  idea  tha t  i t  was  a lmost  based on c l imate .   As  
Adam Smith  sa id ,  le t  the  Spanish  grow,  le t  them make the i r  f ine  wines  
in  Spain  because  they 've  got  the  c l imate  for  i t .   We 're  going to  curry  
our  sheep in  the  Scot t i sh  h ighlands .   We're  good a t  tha t .   We 're  going 
to  make text i les .   We ' l l  le t  the  I ta l ians  make the i r  f ine  brocades .   
They ' re  good a t  tha t .   And we 're  a l l  going to  be  happy.  
 I t  was  a lmost  a  Marxian  u topian  idea .   We're  a l l  going to  work 
happi ly  under  th is  umbrel la  of  what  i s  known as  comparat ive  
advantage .  
 Now,  the  problem wi th  tha t  i s  tha t  i t ' s  most ly  c l imate  based,  and 
today,  as  Peter  Drucker  pointed  out  in  one  of  h is  books ,  we l ive  in  an  
age  of  predatory  t rade  where  you can move a  product ion l ine  hal fway 
around the  wor ld  in  a  couple  of  weeks ,  and there 's  a  lo t  of  e lements  
l ike  the  bas ic  cos t  of  commodi t ies ,  l ike  chromium and s tee l  and 
tanta lum and t i tanium,  are  the  same worldwide .  
 So,  in  many cases ,  the  only  fac tors  tha t  a re  var iables  in  the  
equat ion of  ef f ic ient  manufactur ing are  labor ,  and as  Pres towi tz  points  
out  in  h is  book,  you can get  in  some cases  pre t ty  ski l led  Chinese  labor  
for  25  cents  an  hour  upward,  but  a lso  the  way the  nat ion  t rea ts  the i r  
products ,  and we 've  got  th is  World  War  I I ,  pos t -World  War  I I  dynamic ,  
which was  a lmost  in  my es t imat ion a  form of  fore ign a id .  
 We to ld  every  nat ion in  the  wor ld ,  we ' re  going to  a l low you to  
rebate  your  taxes  in  some cases  to  your  manufacturers ,  but  we can ' t  do  
i t .   In  fac t ,  i f  we do that  wi th  our  manufacturers ,  you can sue  us .   I f  we 
t ry  to  do tha t  wi th  our- -and that  has  grown.   
 In  fac t ,  as  I  reca l l ,  I  th ink NAFTA, I  th ink af ter  NAFTA passed 
and Mexico adopted the  VAT tax ,  so  for  people  today to  say  we have 
t rade  wi th  Mexico,  i f  you go down to  Mexico today,  you ' l l  pay 15 
percent  to  get  th is  microphone expor ted  in to  Mexico.   There 's  only  f ree  
t rade  coming in  our  d i rec t ion .  
 So,  the  ques t ion ,  i f  your  ques t ion  i s ,  i s  th is  going to  hur t  us  in  
some way i f  we get  tough wi th  China  on t rade ,  f i rs t ,  they ' re  going to  
have  a  major  advantage .    Even i f  we have a  level  p laying f ie ld  wi th  
respect  to  taxes  and tar i f fs ,  they s t i l l  have  the  25 cent  an  hour  labor  
avai lable  in  regimented fashion and wi th  good disc ip l ine .  
 They 've  got  a  ton  of  good engineers  and they ' re  graduat ing  lo ts  
of  engineers ,  and they 've  got  lo ts  of  engineers  in  our  univers i t ies ,  and 
they are- - the  in teres t ing  th ing i s  the  idea  of  f ree  t rade ,  the  idea  tha t  
we were  going to  make high-  end s tuff  for  the  res t  of  the  wor ld ,  they 
were  going to  make low-end s tuff  and ship  i t  to  us ,  has  reversed.   A lo t  
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of  h igh-end s tuff  has  gone over  and the  smar t  people  tha t  a re  
running China 's  indust r ia l  pol ic ies  are  g iv ing enormous  benef i t s  to  
companies  tha t  wi l l  go  to  China .  
 They 've  g iven them the  same th ing tha t  a  lo t  of  s ta tes  t ry  to  g ive  
to  induce  companies  to  come in-- f ree  land,  f ree  t rading programs,  in  
some cases  a lmost  f ree  manufactur ing fac i l i t ies- -and the  idea  tha t  we 
meet  tha t  wi th  vague prayers  about  the  unseen hand of  f ree  enterpr ise  
i s  t roubl ing.  
 So the  fac t  tha t  we have no indust r ia l  pol icy ,  tha t  we ' re  meet ing  
bas ica l ly  a  very  aggress ive  indust r ia l  pol icy ,  which a t  some point  
impar ts  a  mi l i ta ry  capabi l i ty  tha t  wi l l  be  d i f f icul t  to  confront ,  tha t  we 
are  fac ing tha t  bas ica l ly  wi th  a  lack of  pol icy ,  i s  I  th ink in  the  end 
going to  accrue  to  our  de t r iment .  
 Does  tha t  answer  your  ques t ion?   
 VICE CHAIRMAN BLUMENTHAL:  My ques t ion  was  a  l i t t le  
d i f ferent ,  but  o ther  people  have ques t ions .  
 HEARING COCHAIR BROOKES:   Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  I 'm jus t  s imply  going to  say  
thank you both  for  appear ing here  today and for  your  c lear  and concise  
explanat ion of  what  i s  going on.   We have been seeking more  
informat ion.   In  fac t ,  the  res t  of  today we 're  focused on the  defense  
indust r ia l  base  and what  the  decl ine  of  the  U.S.  manufactur ing base  
means  for  our  abi l i ty  to  arm our  warr iors ,  and i f  there 's  any speci f ic  
informat ion that  your  s taf f  can  provide  to  us  about- -  
 MR.  HUNTER:  Sure .  
 CHAIRMAN BARTHOLOMEW:  - -what  you 've  found out  about  
the  s tee l  p la t ing ,  for  example ,  and th ings  l ike  tha t ,  we found i t  very  
d i f f icul t  to  be  able  to  document  and quant i fy  these  s tor ies .  
 MR.  HUNTER:  Okay.   Thank you,  Madam Chairman,  and as  to  
tha t  point ,  as  chai rman of  the  Armed Services  Commit tee ,  I  put  in  
language in  our  defense  b i l l s  in  the  pas t  tha t  es tabl ished a  St ra tegic  
Mater ia ls  Protec t ion  Board  which charges  DoD to  crea te  a  process  to  
ident i fy  i tems tha t  a re  cr i t ica l  to  na t ional  secur i ty  and ident i fy  those  
mater ia ls  should  they be  unavai lable  domest ica l ly  tha t  would  handicap 
our  na t ional  secur i ty .  
 I  th ink everybody,  regardless  of  the i r  thoughts  on  t rade ,  agrees  
wi th  tha t ,  tha t  we need to  be  able  to  ident i fy  what 's  c r i t ica l  to  na t ional  
secur i ty  and those  th ings  tha t  we have to  have  in  some quant i ty  or  
some product ive  capaci ty  in  th is  country ,  and so  I  would  hope that  you 
could  suppor t  tha t .   I  th ink tha t ' s  something tha t  makes  common sense  
and tha t  wi l l  make sure  tha t  we have what  I  would  ca l l  the  bas ics .   So 
i f  you could  help  us  on that .  
 The other  th ing,  Tim Ryan and I - -Tim's  a  Democrat  f rom Ohio--
we have,  of  course ,  the  Currency Act  tha t  I  th ink in  some form wi l l  be  
passed a t  some point  by  th is  Congress .   I  th ink we had 178 cosponsors  
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las t  year .    
 But  you know what 's  ext raordinary  about  th is  whole  th ing is  tha t  
ins t inc t ive ly  you would  th ink tha t  the  t rade  dynamic  wi th  respect  to  
our  tar i f fs  and our  taxes ,  would  be  going the  o ther  way.   I t ' s  
ext raordinary  tha t  the  country  tha t  has  labor  ra tes  of  25  cents  to  $1.50 
an  hour  i s  the  one  tha t  has  the  40 percent  currency devaluat ion  and i t  
has  the  tax  rebate .  
 You 'd  th ink that  the  h igh labor  country  would  have those  
prac t ices  in  an  a t tempt  to  level  the  balance  of  t rade .   What 's  
ext raordinary  i s  tha t  we have the  h igh labor  cos ts ,  and yet  we 've  
acquiesced to  th is  ext raordinar i ly  unfa i r  p laying f ie ld .   So we 've  got  
two th ings  going agains t  us .  
 One las t  th ing I  th ink you should  look a t ,  too ,  a l though as ide  
f rom China ,  i s  s imply  th is :  because  of  th is  VAT tax ,  the  fac t  tha t  every  
country  in  the  wor ld  now-- i t ' s  l ike  132 of  them now--have i t .   They 've  
a l l  broken the  code.   That ' s  how you put  up  a  de  fac to  tar i f f  agains t  the  
Uni ted  Sta tes  and you ship  your  s tuff  to  us  for  f ree .  
 I f  you look a t  a l l  of  the  nat ions  of  the  wor ld  and thei r  t rading 
surplus  over  us- -prac t ica l ly  every  one  has  a  t rading surplus  over  us- -
we have countr ies  tha t  pay s igni f icant ly  h igher  labor  ra tes  tha t  have  
t rading surpluses  over  the  Uni ted  Sta tes  as  a  resul t  of  tha t  dynamic .   
34  percent  i s  much higher  than the  prof i t  margin  of  most  expor ters .   So  
you might  want  to  look a t  tha t ,  maybe make a  recommendat ion wi th  
respect  to  tha t .  
 But  I  th ink the  St ra tegic  Mater ia ls  Protec t ion  Board  would  be  a  
good th ing for  you fo lks  to  look a t  and decide  whether  you want  to  
endorse  tha t .   In  fac t ,  i t ' s  ac tual ly  in  the  law,  and what  you might  do  i s  
you might  pul l  in  some of  our  f ine  f r iends  f rom the  Depar tment  of  
Defense  and ask  them why they haven ' t  got  i t  in  p lace  yet .   That  might  
be  a  good th ing to  do.  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR BROOKES:  I  th ink we ' l l  conclude.   I t ' s  
8 :30.   Congressman Hunter ,  you 've  been very  grac ious  wi th  your  t ime.  
 Thank you for  shar ing your  thoughts  and your  ideas ,  and we look 
forward to  s taying in  touch wi th  you on these  impor tant  i ssues .  
 MR.  HUNTER:  My pleasure .   Thank you very  much.   Apprecia te  
i t .  
 HEARING COCHAIR BROOKES:  We' l l  move on to  the  next  
panel .   Commiss ioner  Wessel .  
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OPENING STATEMENT OF COMMISSIONER MICHAEL R.  
WESSEL, HEARING COCHAIR 

 
 HEARING COCHAIR WESSEL:   We are  very  p leased to  have  
before  us  on th is  morning 's  f i r s t  panel  four  representa t ives  f rom the  
Depar tment  of  Defense .   Thank you to  each of  you for  taking the  t ime 
out  of  your  busy schedules  to  par t ic ipa te  in  th is  hear ing and,  
unusual ly ,  mysel f  and Commiss ioner  Brookes ,  who are  cochai r ing  th is ,  
wi l l  d ispense  wi th  our  opening s ta tements  so  tha t  we can hear  f rom our  
panel is t s  and give  as  much t ime as  we can.   We' l l  have  our  comments  
inser ted  in  the  record .  
 F i rs t ,  we ' l l  hear  f rom Mr.  Wil l iam Greenwal t ,  who is  Deputy  
Under  Secre tary  of  Defense  for  Indust r ia l  Pol icy .   Before  serving in  
th is  ro le ,  Mr.  Greenwal t  was  a  profess ional  s taf f  member  of  the  Senate  
Armed Services  Commit tee  for  many years  and was  a lso  a  lead s taf f  
member  for  the  Subcommit tee  on Readiness  and Management  Suppor t .   
We are  looking forward to  h is  tes t imony today.  
 We are  a lso  for tunate  to  have  a  representa t ive  f rom the  
procurement  and acquis i t ion  off ices  of  the  Army,  Navy and Air  Force  
on th is  panel  as  wel l .   From the  Army,  we have Ms.  Tina  Bal lard ,  
Deputy  Ass is tant  Secre tary  for  Pol icy  and Procurement .   From the  
Navy,  we have Deputy  Assis tant  Secre tary  for  Acquis i t ion ,  Logis t ics  
Management ,  Rear  Admira l  Kathleen Dussaul t .   And f rom the  Air  
Force  Off ice  of  the  Ass is tant  Secre tary  for  Acquis i t ion ,  we have Mr.  
Terry  Jaggers ,  who is  the  Deputy  Ass is tant  Secre tary  for  Science ,  
Technology and Engineer ing.  
 We look forward to  the  unique perspect ives  on the  U.S.  defense  
indust r ia l  base  tha t  each of  our  service  branch representa t ives  wi l l  
of fer  th is  morning.  
 F inal ly ,  le t  me remind a l l  of  the  wi tnesses  tha t  our  genera l  
approach here  i s  to  have  about  seven minutes  of  ora l  tes t imony f rom 
each of  the  panel is ts .   We wi l l  have a l l  of  your  prepared tes t imony,  for  
which we are  very  apprecia t ive  of ,  inser ted  in to  the  record .   We have 
t iming l ights  to  ass is t  you so  tha t  we wi l l  be  able  to  have  a  good give  
and take .   When the  green l ight  turns  yel low,  there  wi l l  be  two minutes  
remaining.  
 Mr.  Greenwal t ,  i f  you could  proceed,  we ' l l  go  in  the  order  of  
in t roduct ion.   Thank you.  
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PANEL V:  ADMINISTRATION PERSPECTIVES 

 
STATEMENT OF MR. WILLIAM C.  GREENWALT 

DEPUTY UNDER SECRETARY OF DEFENSE FOR INDUSTRIAL 
POLICY, DEPARTMENT OF DEFENSE, WASHINGTON, D.C.  

   
 MR.  GREENWALT:  Thank you to  the  cochai rmen and other  
members  of  the  Commiss ion.   I  have  prepared formal  answers  to  the  
ques t ions  asked by the  Commiss ion which I  have  a l ready submit ted  for  
the  record .   The bot tom l ine  i s  tha t  DoD buys  no mi l i ta ry  s igni f icant  
i tems f rom China .   In  fac t ,  we are  prohibi ted  by s ta tu te  f rom doing so  
in  Sect ion 1211 of  Nat ional  Defense  Author iza t ion Act  of  2006.  
 I f  we needed to  buy a  muni t ions  l i s t  i tem f rom China ,  we 'd  be  
required  to  obta in  a  waiver  and no waivers  to  date  have  been given.   
We are  examining one  potent ia l  case  where  i t  appears  tha t  the  U.S.  or  
re l iable  fore ign sources  may no longer  be  avai lable  to  supply  a  
muni t ions  l i s t  i tem,  and a  source  in  China  may be  the  only  one  
avai lable .   We are  working to  mi t iga te  th is  case  and develop a  re l iable  
U.S.  or  a l l ied  source  before  we 're  put  in  the  s i tua t ion  of  buying f rom 
potent ia l  Chinese  sources .  
 This  case  involves  a  chemical  used in  var ious  miss i le  programs.   
We current ly  have  a  suff ic ient  amount  of  th is  mater ia l  on  hand for  the  
near  te rm,  but  are  explor ing our  opt ions  for  the  midterm.   
 There  are  a lso  s ta tu tory  prohibi t ions  agains t  acquir ing  Chinese  
commercia l  i tems.   For  example ,  there  are  no exempt ions  to  the  Buy 
America  Act  for  China  and,  thus ,  DoD is  prec luded in  most  cases  f rom 
di rec t ly  buying commercia l  products  f rom China  because  we must  
increase  the  pr ice  by 50% for  evaluat ion  purposes .   
 At  the  sub- t ier  level ,  i t  ge ts  a  l i t t le  b i t  more  compl ica ted .   As  I  
s ta ted  before ,  we are  prohibi ted  by law f rom incorpora t ing  Chinese  
muni t ions  i tems a t  any t ie r  in  the  contrac t ing  process .   There  i s ,  
however ,  the  potent ia l  of  buying commercia l  products  tha t  incorpora te  
Chinese  par ts  a t  the  sub- t ier  level  f rom ei ther  U.S.  or  fore ign sources  
who are  s ta tu tor i ly  exempt  f rom the  Buy America  Act .  
 However ,  in  the  la tes t  s tudies  the  depar tment  made in  2001 and 
2004 of  the  fore ign subcontrac tor  content  in  weapon sys tems,  we found 
no use  of  Chinese  par ts  in  these  weapon sys tems.  
 Now could  there  be  Chinese  par ts  in  o ther  commercia l  i tems tha t  
a re  not  in  t radi t ional  weapon sys tems the  DoD buys?   Perhaps .   For  
example ,  there  may be  some Chinese  content  in  commercia l  of f - the-
shel f  auto  par ts  we buy.  
 As  commercia l  companies  se t  up  manufactur ing opera t ions  in  
China ,  i t  i s  poss ib le  tha t  some of  these  products  wi l l  turn  up in  the  
DoD supply  chain .   I f  they do,  DoD needs  to  do the  r i sk /benef i t  
analys is  necessary  to  ensure  tha t  these  products  do  not  pose  any 
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nat ional  secur i ty  r i sk  through,  for  example ,  tamper ing and then 
mi t iga te  those  r i sks  i f  necessary .  
 My bigges t  concern  for  the  fu ture  i s  in  the  microelec t ronics  area ,  
and my concerns  don ' t  s top  wi th  China .   To address  th is  i ssue ,  DoD 
has  es tabl ished a  defense- t rus ted  in tegra ted  c i rcui t  s t ra tegy to  reduce  
r i sks  re la ted  to  the  microelec t ronic  supply  chain  and l i fe  cycle  
management .    
 The commiss ioners  may ask  the  ques t ion  why are  we buying 
commercia l  i tems a t  a l l?  Can ' t  we insula te  ourse lves  f rom commercia l  
supply  chain  g lobal iza t ion  t rends?   I  be l ieve  tha t  we cannot  af fordably  
do so .  
 Global iza t ion  of  supply  chains  i s  the  rea l i ty  of  the  21s t  century  
and the  depar tment  has  to  develop a  s t ra tegy to  reap the  benef i t s  of  
th is  g lobal iza t ion  and mi t iga te  the  r i sks .   This  i s  because  even though 
DoD spends  s igni f icant  sums of  taxpayer  dol lars ,  these  sums put  in  
perspect ive  in  the  g lobal  economy are  smal l .  
 The DoD budget  i s  the  equivalent  of  the  gross  domest ic  product  
of  the  Nether lands ,  and l ike  the  Nether lands ,  we cannot  af ford  to  
repl ica te  what  i s  widely  avai lable  in  the  commercia l  marketplace .  
 Whi le  DoD has  l imi ted  resources  and does  not  have  the  
purchas ing power  to  dr ive  mature  g lobal  markets ,  we do have the  
research and development  funds  and the  requirement  to  push the  
technologica l  envelope tha t  we can crea te  new markets  for  technology.  
 This  i s  where  we need to  put  our  resources  in  the  fu ture .  
 DoD has  h is tor ica l ly  been the  genes is  and the  dr iver  of  many 
global  commercia l  bus inesses ,  microelec t ronics ,  sa te l l i te  
communicat ions ,  GPS,  the  aerospace  indust ry ,  and mater ia ls  such as  
t i tanium and composi tes ,  to  name a  few.   When these  indust r ies  take  
off  commercia l ly ,  DoD gets  to  take  advantage  of  g lobal  market  forces ,  
which f rees  up resources  to  inves t  e lsewhere .  
 The t radeoff  i s  tha t  we have to  accept  commercia l  s tandards  and 
bus iness  supply  chain  decis ions ,  but  in  re turn  we get  to  buy these  
products  a t  a  f rac t ion  of  the  cos t  to  produce  a  mi l i ta ry-unique solut ion .  
 Buying commercia l  i tems a l lows us  to  save  money to  suppor t  
those  defense-unique,  defense-dominant  markets  tha t  don ' t  take  off  
commercia l ly  or  are  not  expected  to  take  off  commercia l ly .   This  i s  our  
unique-defense  indust r ia l  base .  
 These  suppl iers  have  very  l i t t le  i f  any commercia l  bus iness .   
DoD is  the  sole  or  predominant  cus tomer ,  and th is  base  requires  ac t ive  
management .   I f  we have a  sole  source  for  a  capabi l i ty  we need in  the  
fu ture ,  we have to  ensure  enough work is  going to  go to  th is  source .   
We cannot  af ford  for  these  sources  to  go out  of  bus iness  and 
somet imes  are  forced to  pay for  excess  capaci ty  to  mainta in  those  
capabi l i t ies .  
 Because  of  the  cos t  to  mainta in  them,  i t  i s  not  in  DoD's  in teres ts  
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to  have too many defense-unique suppl iers .   To f ree  up dol lars  for  
research and development  and to  suppor t  the  unique defense  indust r ia l  
base ,  Congress  in  pas t  adminis t ra t ions  and th is  adminis t ra t ion  have 
recognized the  need to  leverage  the  commercia l  marketplace .   
 The acquis i t ion  reform in i t ia t ives  of  the  1990s  resul ted  in  
legis la t ion ,  Ti t le  X,  Sect ion  2377,  which required  DoD to  take  
maximum advantage  of  the  commercia l  marketplace .   DoD needed to  
reach out  and change how i t  d id  bus iness  to  ent ice  commercia l  
manufacturers  to  do business  wi th  DoD.   Congress  provided legis la t ive  
author i t ies  and incent ives  to  suppor t  th is  goal .  
 As  a  resul t ,  we have been very  successful  in  incorpora t ing  
commercia l  i tems in to  DoD sys tems.  However ,  as  commercia l  markets  
evolve ,  i t  i s  l ike ly  tha t  fore ign content  in  commercia l  i tems,  to  inc lude  
Chinese  commercia l  subcomponents ,  wi l l  increase .   Thus ,  the  
Commiss ion ra ises  a  very  impor tant  i ssue  today,  and the  depar tment  
wi l l  need to  address  the  r i sks  and benef i t s  of  these  potent ia l  
t ransact ions  in  the  fu ture .  
 Thank you.   I  turn  to  my col leagues .  
[The s ta tement  fo l lows:]  
 

Prepared Statement  of  Mr.  Wil l iam C.  Greenwalt  
Deputy Under Secretary of  Defense  for  Industr ia l  Pol icy ,  

Department  of  Defense ,  Washington,  D.C.  
 

What key defense-related U.S. industrial capabilities have moved substantially or entirely to China? 
 How has that affected the dependability of the United States’ supply of those industries’ products?  
 
The Department of Defense (DoD) sees little defense industrial vulnerability regarding China for the 
foreseeable future. 
 
By law, the Department is precluded from procuring goods or services on the munitions list of the 
International Traffic in Arms Regulations from Communist Chinese military suppliers.  Section 1211 of the 
National Defense Authorization Act for FY 2006 (Public law 109-163) prohibits the Department from 
procuring such goods or services from any “Communist Chinese military company.”  The Department has 
implemented this prohibition via DoD Federal Acquisition Regulation Supplement 225.770 and 252.225-
7007.  Because of the difficulties in identifying “Communist Chinese military companies,” the prohibition 
applies to solicitations and contracts involving the delivery of items covered by the United States 
Munitions List from any entity that is “A part of the commercial or defense industrial base of the People’s 
Republic of China” or “Owned or controlled by, or affiliated with, an element of the Government or armed 
forces of the People’s Republic of China.”   
 
With the two possible exceptions discussed below, the Department is not aware of any key defense-related 
U.S. industrial capabilities that have moved substantially or entirely to China.   
 

• There are certain commercial microelectronics for which domestic production has largely ceased 
in favor of foreign production, including production in China.  To address risks associated with 
such overseas production, the Department is developing a comprehensive approach for managing 
microelectronic and related electronic hardware risks to assure both material reliability and 
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availability.  This initiative is a continuation of the work begun when 
the Deputy Secretary of Defense established a Defense Trusted Integrated Circuit Strategy in 
October 2003.  The Department’s objective is to align current initiatives and related 
recommendations into an overarching microelectronic strategy that includes trust, diminishing 
sources, and product assurance; and that addresses both Government and Industry risks related to 
microelectronic supply-chain and life-cycle management.  It will consider the perspectives of the 
Department’s Acquisition Technology and Logistics, Intelligence, and Network Information and 
Integration Communities, as well as those of the U.S. defense, aerospace, and electronics 
industries.    

 
• China dominates the market for production of certain high performance magnets (primarily rare 

earth and aluminum-nickel-cobalt magnets) that are important to defense applications such as 
radar systems, submarine valves, missiles, military aircraft, inertial devices, and precision-guided 
weapons.  Domestic production of these magnets has declined over the past decade.  However, 
DoD demand for these magnets is less than 0.5% of worldwide demand, and the Department is 
able to access the high performance magnets it requires from domestic sources.  The Department 
is examining whether there is any likely future risk to the domestic high performance magnet 
industry that would require DoD action.       

 
The Department does not consider Chinese suppliers to be reliable sources for important defense products, 
and it acts accordingly.  The Department of Defense procures very few defense articles and components 
from foreign suppliers at all.  In Fiscal Year 2005 (that last year for which data has been reported), the 
Department awarded contracts to foreign suppliers for defense articles and components totaling 
approximately $1.9 billion, only about 2.4% of all such contracts.  None of these procurements were from 
suppliers located in China.        
   
The Department periodically evaluates the foreign content of selected defense systems to determine the 
extent to which defense systems use foreign suppliers.  The two most recent assessments were conducted in 
2001 and 2004.  These assessments have indicated there is relatively little foreign content at the 
subcontract level either (only about 4% of the value of contracts for the systems studied in 2004), and 
neither study identified any Chinese suppliers.  Other DoD analyses have yielded similar results.   
 
The Department is not aware of any Chinese sources of importance for DoD systems.  There may be some 
relatively few, globally-available, commercial off-the-shelf items such as standard, non-military, auto parts 
that are incorporated into DoD systems that may have been produced by Chinese manufacturer far down 
the supply chain.  The Department has no specific information that such suppliers have been incorporated 
into DoD systems; but, in any case, would not normally consider such incorporation to constitute a foreign 
vulnerability or national security risk. 
 
If the Department does become aware of an instance where it is reliant on China for an important defense 
item or component, it will take steps as necessary to secure another source.   
 
 
Of what analytical studies or research projects in the public or private sectors are you aware that 
have produced data about the degree to which U.S. military systems rely on components and 
replacement parts manufactured in China, either by Chinese domestic industries or foreign-owned 
corporations?  
 
Other than the studies noted above, I am not aware of any public or private sector studies that have 
produced data that specifically addresses the degree to which U.S. military systems rely on components 
and replacement parts manufactured in China.  
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If there were to be a need to surge production of defense articles, in which categories of materiel on 
which U.S. armed forces depend would U.S. industry likely find it difficult to meet increased 
demand?  
 
The industrial base capabilities supporting defense generally are sufficient to meet current and projected 
DoD requirements.  However, the Department occasionally encounters difficulties when it needs to rapidly 
surge production of critical defense products in defense-unique or defense-dominant industry segments 
where broader commercial industrial capabilities cannot be leveraged.  The Counter Radio-Controlled 
Improvised Explosive Device electronic warfare program and the Mine-Resistant Ambush Protected 
vehicle program are two current examples.  In such cases, the Department works closely with its industry 
partners to prioritize its requirements and to increase production capacities where appropriate.  To do so, it 
uses all of the tools at its disposal including authorities under the Defense Production Act and the Defense 
Priorities and Allocations System (DPAS).  In no such cases has the Department identified Chinese firms 
within the supply chain. 
 
 
If Chinese sources of supply were cut off or constrained, which U.S. national security/military 
capabilities would be most affected and how?  
 
As indicated above, the Department has no information to suggest it relies upon suppliers located in the 
People’s Republic of China 
 
What steps do you believe the U.S. Government should take to ensure that the U.S. military will have 
reliable, uninterrupted access to all parts and equipment it requires?  
 
The most important action the Department of Defense can take to ensure uninterrupted access to parts and 
equipment is to continue with its current practice of using only reliable suppliers.  Under most 
circumstances, reliable foreign suppliers can be domestic or foreign.     
 
Where possible, the Department also should increase its use of commercial items because this will improve 
its ability to secure increased production when needed.  As previously discussed, the Department generally 
faces surge difficulties only when attempting to rapidly increase production of defense-unique or defense-
dominant items.  Production capabilities for these items generally are sized to meet DoD program-of-
record requirements, and if emerging operational conditions lead to rapid and significantly increased 
requirements, there can be a lag in expanding industry to meet the new demand.  The Department is better 
able to surge production when it can draw from a much larger commercial market that has inherent “extra 
capacity.”   
 
When absolutely necessary, the Department can intervene directly in the marketplace to create or expand 
domestic production capabilities as necessary to meet military requirements.  The Department is doing so 
now to ensure it will continue to have access to high purity Beryllium metal.   Because of it unique 
properties (including high stiffness and strength to weight ratios, thermal conductivity, and reflectivity to 
infrared wavelength) high purity Beryllium metal and its primary high Beryllium content alloy (Aluminum-
Beryllium metal matrix composite or AlBeMet) have wide ranging defense applications including in 
sensors, structures and components in missiles, satellites, fighter and rotary aircraft, and nuclear weapons.  
Brush Wellman is the only Beryllium metal producer worldwide that can meet the Beryllium quality 
requirements of the highest purity defense and essential civilian applications.  However, Brush Wellman 
mothballed its 40 year-old primary Beryllium metal production facility in October, 2000 for economic and 
occupational health reasons.  Since then, Brush Wellman has relied on Beryllium vacuum cast ingot from 
the inventories of the National Defense Stockpile at the Defense Logistics Agency for the highest purity 
Beryllium material applications; and on less pure Beryllium metal acquired from Kazakhstan for 
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production of AlBeMet.  To rectify this situation, the Department initiated a Defense Production 
Act Title III project to jointly fund with Brush Wellman the design and construction of a new Beryllium 
metal production facility, scheduled for completion in 2010. 
 
Finally, the Department must continue to be prepared to use its existing authority under 10 U.S.C. 2304 
(c)(3) and implementing DoD Federal Acquisition Regulation Supplement provisions.  The Department 
can, and has, formally established restrictions within the DoD Federal Acquisition Regulation Supplement 
on the use of foreign products for certain defense applications, when necessary to ensure the survival of 
domestic suppliers required to sustain military readiness.  These restrictions are imposed by administrative 
action (that is by a DoD policy decision, not statute).  Currently, the Department has administratively-
imposed foreign product restrictions for periscope tube forgings, ring forgings for bull gears, and ship 
propulsion shaft forgings. 

 
STATEMENT OF MS.  TINA BALLARD 

DEPUTY ASSISTANT SECRETARY OF THE ARMY FOR POLICY 
AND PROCUREMENT, DEPARTMENT OF DEFENSE 

WASHINGTON, D.C.  
 

 MS.  BALLARD:  Good morning,  Madam Chairman,  Vice  
Chairman and members  of  the  Commiss ion.   On behalf  of  the  Army,  we 
thank you for  the  oppor tuni ty  to  be  here  today.   The Army is  wel l  
aware ,  of  course ,  of  the  proscr ip t ion  on buying f rom the  People 's  
Republ ic  of  China ,  and we are  complying wi th  tha t  proscr ip t ion .  
 In  response  to  a  recent  HACD quest ion,  we did  a  search of  our  
da tabases  and determined tha t  in  2006,  we have purchased nothing 
f rom China ,  and a lso  based on our  review,  we 've  determined that  we,  
in  fac t ,  purchase  very  l i t t le  f rom non-U.S.  sources  in  terms of  
percentage  of  overa l l  procurement  dol lars .  
 We are  aware ,  as  Mr.  Greenwal t  has  i te ra ted ,  of  some very  minor  
i ssues  re la ted  to  the  People 's  Republ ic  of  China ,  and one of  those  i s  
butanet r io l ,  which i s  a  chemical  used in  Army rocket  motors ,  but  as  he  
has  sa id ,  we are  looking in to  th is  for  opt ions .   We current ly  have  a  12 
to  18 month  supply  of  tha t  chemical .  
 We have a lso  been,  of  course ,  surging the  indust r ia l  base  s ince  
September  11,  and we have focused pr imar i ly  on  th ings  such as  s tee l  
and t i res  in  tha t  surge .   We have not  re l ied  on China  for  anything tha t  
we need to  surge  in  response  to  the  September  11 a t tacks .  
 I f  Chinese  sources  were  cut  of f  a t  th is  t ime,  there 's  no  impact  
tha t  I  know of  or  tha t  the  Army has  ident i f ied .   We agree  wi th  Mr.  
Greenwal t ' s  assessment  tha t  we are  not ,  to  our  knowledge,  buying 
anything or  very  minimal ly  indi rec t ly  or  d i rec t ly  f rom China .  
 That ' s  a l l  I  have .  
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STATEMENT OF REAR ADMIRAL KATHLEEN M. DUSSAULT 

DEPUTY ASSISTANT SECRETARY OF THE NAVY FOR 
ACQUISITION AND LOGISTICS MANAGEMENT 

U.S.  DEPARTMENT OF DEFENSE, WASHINGTON, D.C.  
 

 REAR ADMIRAL DUSSAULT:  Good morning.   Cochairmen 
Brookes  and Wessel  and members  of  the  Commiss ion,  thank you very  
much for  the  oppor tuni ty  to  be  here  today to  ta lk  to  the  U.S. -China  
Economic  and Secur i ty  Review Commiss ion.   As  Deputy  Assis tant  
Secre tary  of  the  Navy for  Acquis i t ion  and Logis t ics  Management ,  I  am 
responsible  for  acquis i t ion  contrac t ing  and logis t ics  pol icy  and advice  
to  the  Ass is tant  Secre tary .  
 As  my col league,  Mr.  Greenwal t ,  s ta ted  ear l ie r ,  the  Depar tment  
of  the  Navy does  not  buy any end-use  products  f rom suppl iers  located  
in  China .   We have,  however ,  es tabl ished contrac ts  for  services  and 
suppl ies  associa ted  wi th  por ts  of  ca l l  in  China .   The Navy does  not  
have  v is ib i l i ty  in to  commercia l  i tems indi rec t ly  purchased v ia  second 
and th i rd- t ie r  producers .  
 We are  concerned wi th  the  heal th  of  the  Uni ted  Sta tes '  defense  
indust r ia l  base  and uninter rupted access  to  mater ia l ,  par ts  and 
equipment  in  suppor t  of  our  war  f ight ing capabi l i ty  for  the  Navy and 
Marine  Corps .   Our  nat ion 's  sh ipbui ld ing indust r ia l  base  i s  a  cr i t ica l  
domest ic  resource .   The Navy is  successful ly  par tner ing wi th  indust ry  
to  mainta in  i t s  capabi l i t ies  under  g lobal  pressures .  
 Despi te  having exper ienced a  40 percent  reduct ion in  workload 
s ince  the  end of  the  Cold  War ,  the  indust ry  has  adjus ted  the i r  
workforce  to  meet  the  Navy 's  sh ipbui ld ing requirements .   I t  i s  
essent ia l  to  work wi th  indust ry  i f  we are  to  re ta in  a  v iable  U.S.  
sh ipbui ld ing indust r ia l  base  to  meet  the  Navy 's  requirements  for  an  
af fordable  and capable  force  s t ructure .  
 The Navy cont inues  to  analyze  opera t ional  requirements ,  sh ip  
des igns ,  and cos ts ,  acquis i t ion  p lans  and tools ,  and indust r ia l -base  
capabi l i ty  to  fur ther  improve i t s  sh ipbui ld ing p lan .  
 Ful l  funding and suppor t  for  execut ion of  th is  p lan  i s  c rucia l  to  
t ransforming the  U.S.  Navy to  a  force  tuned to  the  21s t  century  and i t s  
evolving requirements .   We a lso  recognize  tha t  the  indust r ia l  base  
must  re ly  on fore ign sources  for  access  to  some raw mater ia ls  and 
manufactured products .  
 Fa i r  and effec t ive  t rade  pol ic ies  are  inherent ly  cr i t ica l  to  
mainta in ing that  f low of  goods .   Through adherence  to  the  Barry  
Amendment ,  use  of  d iminishing manufactur ing sources  and mater ia l  
shor tages  ident i f ica t ion ,  not i f ica t ion  and f lagging opera t ion  sys tem,  
we are  moni tor ing i tems and sources  of  supply  tha t  may be  cr i t ica l  to  
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our  nat ion 's  secur i ty .  
 As  my col league a lso  s ta ted ,  we are  prepared to  use  our  exis t ing  
author i ty  under  the  Federa l  Acquis i t ion  Regula t ions  and the  
implement ing Defense  Federa l  Acquis i t ion  Regula t ion  requirements  to  
res t r ic t  procurements  to  domest ic  sources  i f  such ac t ion  i s  required  for  
na t ional  secur i ty  reasons  and no other  v iable  a l ternat ives  exis t .  
 With  weapon sys tems that  opera te  across  the  spect rum of  
warfare ,  land,  sea  and undersea  and a i r ,  the  Depar tment  of  the  Navy 
re l ies  as  wel l  across  a  spect rum of  the  ent i re  indust r ia l  base .   A surge  
in  requi rements  s t ra in ing avai lable  resources  or  a  denia l  of  access  to  
sources  of  supply  in  any ca tegory  of  mater ia l  could  s igni f icant ly  
impact  our  capabi l i t ies .  
 Close  moni tor ing of  the  indust r ia l  base  and the  avai labi l i ty  of  
cr i t ica l  resources  i s  required  to  ensure  our  abi l i ty  to  respond and 
mi t iga te  the  impacts  should  those  condi t ions  occur .  
 Exerc is ing  the  capabi l i ty  of  the  large  commercia l  i tem indust ry  
has  added robustness  to  our  surge  capabi l i ty .   As  previously  d iscussed,  
i t  has  converse ly  reduced our  v is ib i l i ty  in to  sources  of  supply  a t  the  
sub- t ier  levels  in  the  suppl ier  chain .  
 However ,  the  Navy is  not  aware  of  any s tudies  o ther  than 
previously  ment ioned today of  the  extens ive  suppl ier  base  for  
components  and replacement  par ts  manufactured in  China  e i ther  by  
Chinese  domest ic  indust r ies  or  fore ign-owned corpora t ions .  
 Our  success  in  p lanning for  and avoiding such cont ingencies  i s  
d i rec t ly  a t t r ibutable  to  the  very  c lose  working re la t ionship  tha t  we 
have wi th  the  Deputy  Under  Secre tary  of  Defense  for  Indust r ia l  Pol icy .  
 We are  especia l ly  apprecia t ive  as  wel l  of  the  Defense  Contrac t  
Management  Agency 's  Indust r ia l  Analys is  Center  which has  provided 
many t imely  and useful  analyt ic  s tudies  and repor ts  on  indust r ies  and 
mater ia l  sources  v i ta l  to  producing and sus ta in ing our  sys tems.  
 With  the i r  ass is tance ,  we have been able  to  recognize  potent ia l  
chokepoints  and take  appropr ia te  ac t ion .   Somet imes  tha t  ac t ion  may 
be  the  need to  f ind  a l ternat ive  sources  of  mater ia l  to  inc lude  fore ign 
sources .   As  ment ioned ear l ier  in  my s ta tements ,  however ,  to  our  
knowledge,  th is  does  not  inc lude  sources  in  China .  
 Thank you for  the  oppor tuni ty  to  ta lk  wi th  you today,  and I  turn  
the  chai r  over  to  my col league.  
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 MR.  JAGGERS:   Thank you.   Ladies  and gent lemen of  the  
Commiss ion,  good morning and thank you.   I 'm pleased to  have the  
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oppor tuni ty  to  par t ic ipate  on th is  panel  and offer  a  br ief  opening 
s ta tement  on  the  Air  Force  indust r ia l  base  as  i t  re la tes  to  t rade  wi th  
China .  
 The Air  Force  faces  many chal lenges  in  the  coming years .   Whi le  
f ight ing  the  Global  War  on Terror ,  we are  exper iencing a  
moderniza t ion  and recapi ta l iza t ion  of  our  to ta l  force  unpara l le led  in  
Air  Force  h is tory .   Key to  th is  recapi ta l iza t ion  i s  the  acquis i t ion  
s t ra tegy focused on providing innovat ive  bes t  va lue  solu t ions  to  the  
warf ighter .  
 In  th is  context  of  bes t  va lue ,  the  Air  Force  recognizes  the  
potent ia l  for  cos t  savings  resul tant  f rom increased compet i t ion  
inherent  in  g lobal  t rade .  
 Global iza t ion  tends  to  be  good for  acquis i t ion  and is  encouraged 
to  the  maximum extent  a l lowed by U.S.  law.   Accordingly ,  the  Air  
Force  does  not  knowingly  procure  goods  or  services  on U.S.  muni t ions  
l i s t s  f rom Communis t  Chinese  mi l i ta ry  companies .   Fur thermore ,  we 
remain  ever  v ig i lant  to  changes  in  wor ld  markets  and the  potent ia l  of  
fore ign inf luence  in  our  supply  chain .  
 The Air  Force  cont inues  to  hone our  processes  to  ensure  changes  
in  the  indust r ia l  base  do not  lead  to  fu ture  U.S.  re l iance  on China  for  
cr i t ica l  mater ia ls  or  technologies .   To tha t  end,  the  Air  Force  i s  
es tabl ish ing a  ser ies  of  senior  leadership  counci ls  to  moni tor  the  
defense  indust r ia l  base  and ident i fy  those  i ssues  cr i t ica l  to  procur ing 
war  f ight ing  capabi l i t ies  f rom the  g lobal  marketplace .  
 Examples  inc lude  an  Air  Force  Indust r ia l  Base  Counci l  in  the  
making wi th  suppor t ing  working groups  tha t  constant ly  review our  
re l iance  on cr i t ica l  mater ia ls  and components  in  our  current  prac t ices  
for  ins ight  in to  f i rs t ,  second and even th i rd- t ier  suppl iers .   Modeled  
af ter  an  exis t ing  DoD space  in i t ia t ive  focused on qual i ty ,  the  Air  Force  
i s  conf ident  th is  forum wi l l  help  bet ter  ident i fy  supply  chain  
management  i ssues  fac ing the  Air  Force  not  only  in  space  but  in  a i r  
and cyberspace  as  wel l .  
 This  wi l l  provide  ac t ionable  recommendat ions  to  both  Air  Force  
senior  leadership  and to  the  defense  enterpr ise  a t  la rge  on emerging 
issues  tha t  could  adverse ly  af fec t  o ther  services  or  agencies .  
 F inal ly ,  we are  a lso  c lose ly  moni tor ing the  second and th i rd  
order  ef fec ts  tha t  Chinese  t rade  pract ices  have  on commodi ty  markets .  
 For  example ,  projec ted  increase  in  China 's  growing consumpt ion of  
pe t ro leum has  a l ready demonst ra ted upward pressures  on the  pr ice  of  
o i l -based fuel .  
 As  the  depar tment 's  leading consumer  of  pe t ro leum,  we are  
current ly  spearheading the  evaluat ion  of  a l ternat ive  fuels  and engine  
technologies  tha t  wi l l  a l levia te  our  dependence  on fore ign oi l  and 
break us  away f rom the  inf luences  China  i s  having on the  pr ice  of  o i l  
wor ldwide.  
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 The  Air  Force  suppor ts  the  development  of  domest ica l ly  
produced synthet ic  fuels  to  ensure  a  s table  energy supply  regardless  of  
pol i t ica l  uncer ta in t ies  in  o i l -producing countr ies  or  the  h igher  cos ts  of  
o i l  caused by growing countr ies  l ike  China .  
 In  conclus ion,  the  Air  Force  cont inues  to  moni tor  the  indust r ia l  
base  wi th  an  eye  towards  ensur ing we have re l iable ,  t rus ted  
manufactur ing sources  to  ensure  our  nat ion 's  secur i ty .   With  th is  
comes many chal lenges  which we are  meet ing head on by implement ing 
a  var ie ty  of  in i t ia t ives  tha t  wi l l  bet ter  pos ture  the  Air  Force  as  we 
prosecute  the  Global  War  on Terror  and prepare  for  fu ture  
cont ingencies .  
 Our  Air  Force  leadership  i s  commit ted  to  providing sovere ign 
opt ions  to  our  nat ional  leadership  and wi l l  not  a l low the  nat ion  to  be  
coerced by others  through manipula t ion  of  the  indust r ia l  base  or  the  
supply  chain .    
 Ladies  and gent lemen of  the  Commiss ion,  thank you again  or  the  
oppor tuni ty  to  make th is  opening s ta tement ,  and I  look forward to  the  
ques t ions  posed by yourse lves  on th is  cr i t ica l ly  impor tant  subjec t .   
Thank you.  
 

Panel  V:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR WESSEL:   Thank you and thank you to  a l l  
the  panel is ts  for  your  tes t imony.  We' l l  begin  wi th  Mr.  Reinsch,  who 
has  to  unfor tunate ly  s tep  out  for  a  couple  of  moments  af ter  h is  
ques t ion .  
 COMMISSIONER REINSCH:  I  apologize  for  having to  leave .   
I 'm going to  be  back,  but  i t  may not  be  before  you ' re  done,  and Mike 
has  k indly  le t  me squeeze  in  one  ques t ion  and that ' s  for  Mr.  Greenwal t .  
 MR.  GREENWALT:  Okay.  
 COMMISSIONER REINSCH:  I 'd  l ike  you,  i f  you would ,  to  
e labora te  a  b i t  on  the  t rus ted  in tegra ted  c i rcui t  s t ra tegy.   To the  extent  
I  unders tand i t ,  I  th ink i t ' s  a  smar t  way to  deal  wi th  the  problem,  a  
smar ter  way to  deal  wi th  the  problem,  than some of  the  o ther  proposals  
tha t  have  come a long in  the  pas t .   Can you te l l  us  a  l i t t le  b i t  more  
about  i t?  
 MR.  GREENWALT:  Sure .  
 COMMISSIONER REINSCH:  And what  i t  en ta i l s  and how i t ' s  
evolving?  
 MR.  GREENWALT:  Sure .   There  are  a  number  of  p ieces  to  the  
s t ra tegy,  and my off ice  i s  t ry ing to  br ing together  the  var ious  p ieces .   
F i rs t  of  a l l ,  there 's  a  recogni t ion  tha t  for  the  vas t  major i ty  of  
microelec t ronic  appl ica t ions ,  we ' re  going to  re ly  on the  commercia l  
marketplace .   That ' s  something tha t  we have to  make that  t radeoff  and 
the  amount  of  money we 'd  need to  repl ica te  tha t  i s  ext remely  d i f f icul t .  
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 So  for  the  vas t  major i ty ,  we would  re ly  on bas ica l ly  qual i ty  
and anonymity  and var ious  ways  of  address ing a  r i sk  whether  we 
needed to  apply--what  appl ica t ion  needed a  h igher  level  of  secur i ty .   
For  those  c i rcui ts  tha t  require  a  h igher  level  of  secur i ty ,  we 'd  be  
looking a t  what  has  jus t  been es tabl ished as  a  t rus ted  foundry  and r ight  
now--and t rus ted  sources  of  product ion.  
 The higher  appl ica t ions ,  we have a  p lant  up  in  New York,  IBM 
runs ,  which is  producing those  par t icular  c i rcui ts ,  and tha t ' s  the  
t rus ted  source  segment  of  i t .   
 The  th i rd  p iece  i s  tha t  there  are  a  lo t  of  commercia l  i tems and 
ac tual ly  noncommercia l  i tems,  microelec t ronics ,  in  our  sys tems today 
tha t  are  no longer  being produced,  and so  we are  looking to  new 
sources ,  d iminishing manufactur ing sources ,  to  repl ica te  those .   The 
commercia l  marketplace  doesn ' t  want  to  deal  wi th  the  number--  
 COMMISSIONER REINSCH:  You mean no longer  produced 
anywhere?  
 MR.  GREENWALT:  No longer  produced anywhere .   Yes ,  they ' re  
in  our  sys tems.   They were  produced in  the  '70s ,  '80s ,  '90s ,  so  we have 
a  d iminishing manufactur ing segment  of  tha t  as  wel l .  So there  are  k ind 
of  three  por t ions  of  i t :  
 The commercia l  marketplace  and how we buy,  pr imar i ly  ensur ing 
that  through anonymous buying,  we ' re  ge t t ing  what  everyone e lse  i s  
ge t t ing  in  the  marketplace .  
 Second,  the  t rus ted  source ,  the  ac tual  rea l  t rus ted  sources  here  in  
the  Uni ted  Sta tes  who are  producing these  h igh-end microci rcui ts .  
 And f inal ly ,  our  d iminishing manufactur ing par t  of  i t  which is  
bas ica l ly  run out  of  Sacramento .  
 COMMISSIONER REINSCH:  Thank you,  and thank you,  
Commiss ioner  Wessel .  
 HEARING COCHAIR WESSEL:   Thank you.   Commiss ioner  
Wortze l .  
 COMMISSIONER WORTZEL:  Thank you very  much for  your  
tes t imony.   I t  was  d i rec t ,  i t  was  r ight  on  the  point ,  and I  take  your  
s ta tements  on  muni t ions  l i s t  i tems to  hear t .   I  th ink tha t ' s  a  good th ing.  
 I  do  have  three  ques t ions ,  and I  th ink they ' re  going to  address  in  
one  form or  another  every  member  of  the  panel .   For  Mr.  Greenwal t  
and Admira l  Dussaul t - - i s  tha t  the--  
 REAR ADMIRAL DUSSAULT:  Yes ,  s i r .  
 COMMISSIONER WORTZEL:  Thank you.   Three  years  ago in  
Akron,  Ohio ,  the  Commiss ion had tes t imony f rom the  sole  
manufacturer  of  Uni ted  Sta tes  sonobuoys ,  tha t  the  only  avai lable  
manufacturer  of  the  pr in ted  c i rcui t  boards  used in  those  sonobuoys  i s  
in  China .   That ' s  not  a  muni t ions  l i s t  i tem.   Kind of  a  cr i t ica l  i tem 
though.   I s  tha t  s t i l l  the  case?  
 Ms.  Bal lard ,  in  2006,  in  Detroi t ,  the  Commiss ion heard  f rom 
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witnesses  wi th  the  Army Mater ie l  Command that  AMC couldn ' t  
repai r  equipment  damaged in  I raq  wi thout  cr i t ica l  components  f rom the  
People 's  Republ ic  of  China .  
 Again ,  these  are  not  i tems on the  muni t ions  l i s t .   But  could  we 
face  the  same kind of  s i tua t ion  wi th  respect  to  repai r ing  and replac ing 
our  heavy equipment  or  armored equipment  tha t  we did  wi th  the  
Switzer land case  i f  the  Chinese  somehow didn ' t  qui te  l ike  some of  our  
pol ic ies?   Has  tha t  s i tua t ion  changed?  
 And for  Mr.  Jaggers ,  a re  any a i rcraf t  fuse lage  or  contro l  
components  sourced in  China  speci f ica l ly  for  t ranspor t  or  refuel ing  
a i rcraf t  used by the  Uni ted  Sta tes  Air  Force?   Thank you.   
 And you may not  have those  answers  today so  I  recognize  tha t ,  
but  I  th ink you could  jus t  le t  us  know i f  you ' re  able  to .  
 MR.  GREENWALT:  Admira l ,  I  th ink you can answer  the  
sonobuoy one.  
 REAR ADMIRAL DUSSAULT:  Yes .   Regarding the  sourc ing of  
sonobuoys ,  the  Navy had no di rec t  contrac ts  wi th  any suppl iers  in  
mainland China .   The ques t ion  becomes where  do they source  the i r  
sub- t ier  suppl iers?   And I  was  reading some of  the  tes t imony ahead of  
th is  Commiss ion,  and there 's  anecdota l  informat ion tha t  they fee l  
pressur ized to  get  the  bes t  poss ib le  pr ice  on the  g lobal  market ,  and 
tha t  some of  those  sources  appear  to  be  f rom China ,  but  received no 
di rec t  evidence  tha t  there  were  suppl iers  in  PRC.  
 But  I  th ink tha t  speaks  to  the  genera l ized  pressure  on a l l  
producers  and manufacturers  to  get  the  bes t  poss ib le  pr ice ,  and many 
of  those  commodi t ies  are  avai lable  f rom China .   So that ' s  as  much 
di rec t  informat ion I  have  on tha t  a t  th is  t ime.   Yes ,  s i r .  
 MR.  GREENWALT:  You want  to  t ry  the  AMC? 
 MS.  BALLARD:  I  don ' t  have  an  answer  on the  AMC quest ion,  
but  I ' l l  be  happy to  get  one  for  you.  
 MR.  JAGGERS:   Your  ques t ion is  am I  aware  of  any fuse lage  or  
contro l  ac tuator  sys tems in  t ranspor t  or  refuel ing  a i rcraf t ,  so  the  two 
that  tha t  would  enta i l  i s  the  exis t ing  f lee t  of  135s  and the  KCX.  I 'm 
not  aware  of  anything in  the  exis t ing  legacy f lee t  of  135s  and the  KCX 
is  going through a  procurement  r ight  now.   So i t ' s  premature  to- - I  only  
can say  cer ta in ly  we ' re  in  compl iance  or  aware  of  the  law and going to  
comply wi th  the  law,  but  I 'm not  aware  of  any issues  pending on KCX 
that  would  require  a t tent ion  in  tha t  a rea .  
 But  I ' l l  take  i t  for  the  record ,  and I ' l l  come back and get  you a  
proper ,  more  in-depth  response .  
 MR.  GREENWALT:  I  th ink to  go back on the  in tegra ted  pr in ted  
c i rcui t  board  ques t ion ,  tha t  k ind of  ge ts  back to  Mr.  Reinsch 's  
d iscuss ion there ,  and as  tha t  supply  chain  does  g lobal ize ,  DoD as  par t  
of  i t s  t rus ted  in tegra ted  c i rcui t  s t ra tegy needs  to  be  looking a t  in  each 
program what  chips  we have,  what  they ' re  be ing used,  assess  the  r i sk  
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of  e i ther  in te l lec tual  proper ty  thef t ,  tamper ing,  the  degree  of  
product  re l iabi l i ty ,  where  we 're  get t ing  these  sources ,  you know,  and 
so  on.  
 And then make a  de terminat ion  whether  tha t  par t icular  
appl ica t ion  needs  to  be  produced or  not ,  and the  problem we have is  
i t ' s  very  expensive  to  produce t rus ted  sources ,  and when DoD is  a  
tenth  of  a  percent  or  whatever  of  the  microci rcui t  market ,  we don ' t  
dr ive  tha t  market ;  therefore ,  we have to  make the  t radeoffs .  
 And i f  we want  to  have a  t rus ted  source ,  we ' re  going to  pay for  
i t .   Now,  in  cer ta in  cases ,  we absolute ly  should ,  and in te l l igence  
survei l lance ,  and the  ques t ion  i s  when we should?   And in  th is  
par t icular  case ,  I  don ' t  know the  par t iculars  of  i t ,  but  i t ' s  one  of  those  
areas  where  we should  make the  r i sk /benef i t  analys is .  
 HEARING COCHAIR WESSEL:   Thank you.   Commiss ioner  
Brookes  and cochai r .  
 HEARING COCHAIR BROOKES:  Thank you.   I  jus t  had one 
ques t ion .   I  th ink the  microelec t ronics  th ing was  covered.   Mr.  
Greenwal t ,  in  your  ora l  tes t imony,  I  wasn ' t  able  to  f ind  i t  in  your  
wri t ten  tes t imony,  but  you used the  phrase  tha t  caused me a  b i t  of  
concern .   You ta lked about- -correc t  me i f  I 'm wrong--you sa id  tha t  we 
are  not  ge t t ing  any mi l i ta r i ly  s igni f icant  goods--  
 MR.  GREENWALT:  Yes .  
 HEARING COCHAIR BROOKES:  - - f rom China .   Now,  mi l i ta ry  
s igni f icant  i s  a  very  s t rong qual i f ier ,  and I  would  hope that  you could  
def ine  tha t  for  the  record .  
 MR.  GREENWALT:  Absolute ly .   Mil i ta ry  s igni f icant ,  I  would  
def ine  as  on the  muni t ions  l i s t .   So ,  in  tha t  par t icular  case ,  tha t  i s  
what ' s  prohibi ted  by the  Sect ion 1211 of  the  NDAA.  So the  way I  
would  parse  th is  out ,  you have your  muni t ions  l i s t  i tems and mi l i ta ry  
s igni f icant  i tems there .   Then obviously  you have dual -use  i tems which 
have mi l i ta ry  appl ica t ions .   Then you have commercia l  of f - the-shel f  
appl ica t ions  which may be  used by the  mi l i ta ry  but  aren ' t  necessar i ly  
contro l led  under  the  Expor t  Adminis t ra t ion  Act  or  under  a  typica l  
dual -use  expor t  cont ro l  l icense .  
 HEARING COCHAIR BROOKES:  Can you give  me any sor t  of  
percentage  as  to  what  percentage  of  dual -use  commercia l  of f - the-shel f  
i tems come from China  tha t  a re  used in  mi l i ta ry  equipment?  
 MR.  GREENWALT:  The s tudies  tha t  we have conducted in  2001 
and 2004,  we were  required  by Congress  to  look a t  sub- t ier  fore ign 
content  in  weapon sys tems,  and we found no Chinese  content  in  those  
weapon sys tems.    
 HEARING COCHAIR BROOKES:  So i t ' s  zero  now.   Have you 
been required  by Congress  to  do one s ince  2004?  
 MR.  GREENWALT:  We have not .   The issue  wi th  each of  those  
s tudies  i s  tha t  i t ' s  incredibly  d i f f icul t  to  do .   In  o ther  words ,  each 
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sys tem,  as  you go dive  down in to  the  12th  t ie r ,  i t ' s  a  process  tha t  
IS  something we probably  don ' t  want  to  repeat  every  year  because  i t ' s  
jus t  something we jus t - -  
 HEARING COCHAIR BROOKES:  But  you haven ' t  done one 
s ince  2004?  
 MR.  GREENWALT:  We haven ' t  done one s ince  2004.  
 HEARING COCHAIR BROOKES:   And there ' s  been no 
legis la t ion  requir ing  you to  do once  s ince  2004?  
 MR.  GREENWALT:  There  has  not ,  no .   No,  there  has  not .  
 HEARING COCHAIR BROOKES:  That ' s  something the  
Commiss ion may want  to  consider  as  a  recommendat ion as  to  whether  
the  Pentagon--  
 MR.  GREENWALT:  Oh,  I 'm sorry .   I  was  correc ted .  
 HEARING COCHAIR BROOKES:   Al l  r ight .  
 MR.  GREENWALT:  We did  the  2004 on our  own.  
 HEARING COCHAIR BROOKES:   You did  the  2004 on your  
own.  
 MR.  GREENWALT:  We were  mandated in  2001 and we did  the  
2004 on our  own.  
 HEARING COCHAIR BROOKES:  Okay.   Do you have another  
one  p lanned?  
 MR.  GREENWALT:  At  the  present  t ime,  I  do  not ,  but - -  
 HEARING COCHAIR BROOKES:  Okay.  
 MR.  GREENWALT:  But  i t  may be  a  t ime to  do another  one .  
 HEARING COCHAIR BROOKES:   Okay.   Thank you.   I  th ink the  
Commiss ion should  look a t  potent ia l ly  in  the  recommendat ions  a t  the  
end of  the  year  whether  Congress  should  require  another  one  be  done 
s ince  one  hasn ' t  been done s ince  2004.  
 Thank you.  
 HEARING COCHAIR WESSEL:   Thank you.   I f  I  could ,  Mr.  
Jaggers ,  I  hope I 'm pronouncing your  name correc t ly .  
 MR.  JAGGERS:   Yes .  
 HEARING COCHAIR WESSEL:   I 'd  l ike  to  have  some 
unders tanding about  leakage of  technologies  and what  may happen,  
unders tanding your  mi l i ta ry  s igni f icant  def in i t ion .   My unders tanding 
is  we ' re  looking,  for  example ,  a t  the  development  of  the  Boeing 787,  i s  
tha t  there  has  been a  ques t ion  of  leakage potent ia l ly  of  s tea l th  
technology.  
 As  Boeing having done the  B-2 over  years ,  the  ques t ion of ,  as  
tha t  new sys tem is  be ing developed,  as  there  are  some co-product ion 
agreements ,  e t  ce tera ,  tha t  we may see  enhancements  of  Chinese  
mi l i ta ry  capabi l i t ies  f rom the  co-product ion and migra t ion,  i f  you wi l l ,  
of  our  manufactur ing,  outsourc ing,  e t  ce tera ,  over  many years .   This  
goes  to  o ther  indust r ies  cer ta in ly  as  wel l  of  what  we may do to  
enhance  them.  
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 What  i ssues  have  you seen wi th  the  787 and the  potent ia l  
s tea l th  leakage and how are  those  being addressed?  
 MR.  JAGGERS:   I  can ' t  comment  to  any leakage of  LO or  
s tea l th ,  low observable  or  s tea l th  technologies .   
 HEARING COCHAIR WESSEL:   Right .  
 MR.  JAGGERS:   I 'm jus t  not  aware  of- -  
 HEARING COCHAIR WESSEL:   My unders tanding is  there  was  
some ques t ions  ear ly  las t  year  about  cer t i f ica t ion  of  Boeing 's  ac t iv i t ies  
as  i t  re la tes  to  pr ior  s tea l th  technology and how that  would  be  used in  
the  fu ture  in  the  development  of  the  787 and what  product ion would  be  
done in  China .   Were  you not  involved in  tha t?  
 MR.  JAGGERS:   No,  I  wasn ' t ,  but  I ' l l  take  i t  for  ac t ion  and get  
you an  answer .  
 HEARING COCHAIR WESSEL:   I f  you could ,  tha t  would  be  
helpful .  
 MR.  JAGGERS:   You bet .  
 HEARING COCHAIR WESSEL:   Second of  a l l ,  and 
Commiss ioner  Wortze l  re la ted  some of  the  tes t imony we 've  had over  
the  years  on  var ious  anecdota l  informat ion,  c lear ly  not  a  
comprehensive  look,  and I  should  point  out  we 've  jus t  commiss ioned a  
s tudy on three  sys tems which we hope that  we can work wi th  you on to  
go down below the  t ie r  two,  t ie r  three  suppl iers  to  unders tand what 's  
happening s ince  your  2004 s tudy,  tha t  we can update  tha t  jus t  on  a  
couple  of  sys tems,  as  wel l .  
 What  concerns  do you have about  what  capabi l i t ies  there  may be  
for  surge  capaci ty  here  in  the  Uni ted  Sta tes?   As  our  manufactur ing 
base  decl ines  in  s ize  and in  ski l l s ,  i f  we have to  go in to  some kind of  
surge ,  whether  i t ' s  Humvees  or  some other  MRAPs or  o ther  ac t iv i t ies ,  
what  capabi l i t ies  are  you most  in teres ted  in  keeping?   What  are  you 
doing about  any of  those  i ssues  a t  th is  point?  
 MR.  GREENWALT:  We have been able  to ,  and I  th ink Ms.  
Bal lard  can probably  a lso  address  th is ,  we have been able  to  surge  in  
the  capabi l i t ies  tha t  we have  wanted in  th is  par t icular  conf l ic t  
probably  not  as  fas t  as  some folks  would  l ike ,  but  the  i ssue  becomes a  
requirement  as  far  as  when you--we have to  decide  what  i t  i s  we want  
and then i t ' s  going to  take  the  indust r ia l  base  some t ime to  respond.  
 We 're  current ly  surging MRAPs,  as  you ' re  wel l  aware ,  and 
MRAP is  very  in teres t ing  because  i t ' s  not  a  unique defense  surge  we 're  
doing here .   In  o ther  words ,  we ' re  leveraging the  commercia l  base .   
These  vehic les  to  a  grea t  degree  are  depending upon many commercia l  
products ,  be  i t  t ransmiss ions  or  axles  or  t i res  and so  on,  as  a  mat ter  of  
fac t ,  f rom a  company that  you ' re  associa ted  wi th  as  wel l .  
 I t ' s  been a  grea t  par tnership  of  access ing tha t  base ,  but  tha t  base  
i s  not  jus t  U.S. ,  i t ' s  g lobal .   We have our  a l l ies  are  contr ibut ing  very  
much to  th is  par t icular  surge .  
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 The issue  wi th  surge  i s  you can plan  for  surge  and you can 
waste  a  lo t  of  money keeping excess  capaci ty  around that  you ' re  never  
going to  use ,  and we have to  be  very  careful  to  take  a  look a t  what  
capabi l i t ies  we want  to  have  in  the  fu ture ,  and i t  i s  very  prudent  to  
re ly  on commercia l  surge  because  then they can bop up the i r  
product ion and move down,  and we don ' t  have  to  cont inual ly  pay for  i t .  
 And that ' s  essent ia l ly  what  we ' re  doing wi th  MRAP and what  we 've  
done in  many other  areas .  
 Where  I 'm concerned about  r ight  now on MRAP is  in  s tee l  and in  
t i res ,  and s tee l ,  even though we have--DoD buys  about ,  I  th ink,  three-
tenths  of  a  percent  of  the  U.S.  s tee l  product ion,  so  we are  a  minuscule  
buyer  in  s tee l .   However ,  we have  one  p lant  in  Pennsylvania  tha t  rea l ly  
provides  the  type  of  s tee l  we need for  armored s tee l .   So we 're  moving 
around,  looking a t  a  p lant  in  Oregon,  looking a t  a  p lant  in  Canada.  
 We have some domest ic  source  res t r ic t ions  tha t  prec lude  us  f rom 
get t ing  there ,  but  we ' re  ge t t ing  around that  to  ensure  tha t  we can 
access ,  but  when you only  buy three- tenths  of  a  percent  of  the  s tee l  
indust ry ,  i t ' s  hard .   I t ' s  hard ,  and to  get  the  r ight  machines  and the  
r ight  th ings  tha t  we want ,  so  I  th ink we have been successful  in  doing 
i t .  
 There 's  been a  pol icy  in  the  las t  severa l  decades  of  t ry ing not  to  
pay for  or  l imi t  the  amount  of  excess  capaci ty  we have because  we 
want  to  take  those  dol lars  and move them in to  o ther  par ts  of  the  
depar tment .  
 Tina ,  do  you have anything?  
 MS.  BALLARD:  You 've  ac tual ly  covered a l l  of  the  key points .   
Our  focus  i s ,  as  you 've  sa id ,  on  s tee l  and on t i res ,  and a lso  in  terms of  
when we go to  surge  one  program,  what  the  impl ica t ions  of  tha t  are  on 
being able  to  provide  for  o ther  sys tems and requirements  in  the  
depar tment .  
 MR.  GREENWALT:  And so  we have the  Defense  Product ion Act  
author i t ies ,  the  Defense  Pr ior i t ies  Al locat ion  System;  the  use  of  the  
DX ra t ing on the  MRAP al lows us  to  take  current  product ion and move 
i t  in to  those  sys tems we consider  the  most  impor tant .  
 However ,  we have to  manage,  and as  Ms.  Bal lard  was  saying,  
o ther  pr ior i t ies  tha t  may need tha t  s tee l  or  may need those  t i res ,  and 
we have what 's  ca l led  the  PAIR (Pr ior i ty  Al locat ion  of  Indust r ia l  
Resources)  process ,  which i s  a l locat ing  those  par t icular  mater ia ls  r ight  
now in  th is  area .  
 But  i t ' s  one  of  those  th ings  tha t  you have to  manage and we have 
to  have  the  requirement ,  the  requirement ,  and once  we get  the  
requirement  or  have  a  pre t ty  c lear  idea  what  the  requirement  i s ,  then 
we can plan  for  surge ,  and once  we get  tha t ,  I  th ink we do a  pre t ty  
good job.  
 HEARING COCHAIR WESSEL:   My t ime has  expired.   
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Hopeful ly ,  we ' l l  have  another  round.  Commiss ioner  
Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you a l l  very  much.   
I 'd  l ike  to  go  to  th is  requirements  i ssue  tha t  Secre tary  Greenwal t  
ment ioned.   I t  seems l ike  tha t  rea l ly  i s  the  i ssue  when we 're  ta lk ing 
about  -  surging -  when we 're  ta lking about  not  having the  k ind of  up-
armored Humvees  or  tha t  sor t  of  th ing tha t  we wanted in  t ime,  i t  was  
because  we didn ' t  expect  the  sor ts  of  problems we faced in  I raq ,  and 
therefore  we didn ' t  have  the  budget  for  i t ,  and we didn ' t  have  the  
acquis i t ion  capabi l i ty .  That ' s  not  rea l ly  a  ques t ion  of  where  you ' re  
ge t t ing  the  supply .   I t ' s  a  ques t ion  of  ant ic ipat ing  having tha t  
requi rement ;  i s  tha t  correc t?  
 MR.  GREENWALT:  That  i s  correc t .   I  don ' t  th ink anyone would  
have thought  tha t  the  areas  tha t  we had to  surge  for ,  counter  IED 
equipment ,  whether  MRAP or  e lec t ronics  to  counter  IEDS,  you would  
have expected  tha t  in  the  la te  '90s .  
 VICE CHAIRMAN BLUMENTHAL:  So then i t ' s  a  ques t ion  of  
the  top  l ine  of  our  procurement  budget  requirements  ant ic ipat ing  
conf l ic t ,  tha t  sor t  of  th ing.  
 Former  Secre tary  of  the  Navy,  John Lehman,  made a  point  about  
China 's  sh ipbui ld ing versus  our  own,  how many ships  they ' re  turning 
out  wi th  mi l i ta ry  appl ica t ions  versus  our  own.   But  again ,  tha t  seems 
to  me a  ques t ion  of  our  top  l ine  defense  budget ,  the  fac t  tha t  i t  may 
not  be  going up to  where  we need i t  to  be .  
 Let  me ask  a l l  of  you th is  ques t ion .   I f  we ant ic ipate  r ight  now 
that  we are  going to  need more  vesse ls ,  ant i -submarine  warfare ,  
bombers ,  because  of  cont ingencies  in  the  fu ture  wi th  China ,  would  th is  
country  be  able  to  respond to  tha t  requirement  should  we a l locate  and 
appropr ia te  the  money for  those  requirements?  
 MR.  GREENWALT:  The pr ivate  sec tor  i s  remarkably  adapt ive  to  
our  needs  when we have the  budget .   Now that  requires  ef fec t ive  
management  and so  on,  but  i f  we needed to  surge  in  cer ta in  areas ,  I  
have  no doubt  tha t  wi th  the  proper  p lanning and nine  to  12 month  lead 
t imes  for  mater ia ls ,  for  refurbishing ins ta l la t ions ,  for  ge t t ing  welders ,  
we could  bui ld  up.  
 The issue  i s  one  of  requirements  and the  i ssue  i s  one  of  budget ,  
and I  th ink tha t  as  we manage the  indust r ia l  base ,  as  I  was  t ry ing to  
point  out  in  my opening s ta tement ,  we have  var ious  indust r ia l  bases  to  
manage.  
 The defense-unique one,  of  course ,  which is  sh ipbui ld ing,  tha t ' s  
a  defense-unique,  defense-dominant ,  and we mainta in  tha t  base .   We 
have o ther  bases- -we have the  commercia l  base-- i f  we decide  to  
repl ica te  the  commercia l  base  somewhere  and make i t  defense-unique,  
we ' re  put t ing  more  resources  in  there  and tha t  takes  resources  away 
f rom inves t ing  in  the  fu ture ,  and those  are  the  fu ture  technologies .  
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 Those  fu ture  indust r ies  are  the  ones  tha t  DoD real ly  needs  
to  inves t  in  to  s tay  ahead of  any potent ia l  adversar ies ,  and tha t ' s  
another  indust r ia l  base  tha t  we ' re  s tar t ing  to  develop.   And the  way the  
cycle  works  i s  once  we develop those ,  i f  there 's  a  commercia l  
appl ica t ion ,  they wi l l  become par t  of  the  commercia l  marketplace .  
 So,  as  I  look a t  where  we put  our  money is  where  the  indust r ia l  
base  i s  going to  be ,  and we have to  decide  whether  we ' re  going to  put  
more  money in  defense  dominant ,  we want  to  leverage  the  commercia l  
base ,  we want  to  put  money in to  new technologies ,  and the  rea l i ty  i s  
we want  to  do a l l  three ,  but  we have do por t fo l io  management .  
 VICE CHAIRMAN BLUMENTHAL:  The budget  i s  not  there  for  
i t  or  the  procurement  budget  has  not  been growing because  of  current  
opera t ions  and because  of  o ther  types  of  i ssues  a t  opera t ions  and 
management?   I s  tha t  a  correc t  character iza t ion?  
 MR.  GREENWALT:  I  th ink i f  we were  to  have addi t ional  
budget ,  there  would  be  p laces  to  put  i t ,  yes .  
 VICE CHAIRMAN BLUMENTHAL:  I t  i s  a  fa i r  charac ter iza t ion  
to  say  tha t  the  pressures  in  te rms of  going out  in to  the  g lobal  supply  
chain  and f inding fore ign suppl ies ,  even a t  second and th i rd  t ie rs ,  the  
pressures  are  on the  ent i re  acquis i t ion  sys tem because  of  budgetary  
res t r ic t ions  and budgetary  requirements  versus  le t ' s  say  the  nature  of  
the  economy? 
 I  guess  the  o ther  way to  ask  th is  ques t ion  i s  i f  DoD changed i t s  
acquis i t ion  and budgetary  s t ra tegy based on higher  level  procurement  
and acquis i t ion  budgets ,  would  you f ind the  same pressures  to  go out  
and f ind  the  bes t  va lues  on a  g lobal  supply  chain?  
 MR.  GREENWALT:  There  are  two ways  to  do th is .   We could  
unnecessar i ly  ra ise  the  defense  budget  and inves t  in  and repl ica te  
indust r ies  tha t  a re  a l ready providing commercia l  products ,  and I  th ink 
that  would  be  not  a  wise  use  of  taxpayer  dol lars ,  but  i f  we were  g iven 
more  dol lars ,  we may choose  to  inves t  in  newer  technologies .  
 I  th ink,  and i f  we inves ted  in  more  p la t forms,  you would  see  the  
indust r ia l  base  adjus t  to  tha t  increased number  as  i t  ad jus ts  to  a  
decreased number .    
 I  do  th ink,  though,  we would  s t i l l  want  to ,  as  far  as  to  save  the  
taxpayer  dol lars ,  we would  cont inue  to  leverage  commercia l  base  
because  there  i s  jus t  no  reason for  us  to  repl ica te  tha t  unless  there 's  a  
rea l  na t ional  secur i ty  r i sk .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 HEARING COCHAIR WESSEL:   Chairwoman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you.   Thank you to  a l l  of  
our  wi tnesses  today,  both  for  appear ing before  us  and a lso  for  a l l  of  
the  service  tha t  you do.   We know that  you are  under  an  enormous 
amount  of  s t ress  these  days  wi th  a  lo t  of  demands  on your  t ime,  and I  
th ink we probably  should  have been c lear  tha t  our  in teres t  i s  not  so  
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much in  making sure  tha t  you ' re  complying wi th  the  laws,  but  
making sure  tha t  the  laws that  we have on the  books  are  suff ic ient  to  
address  a l l  of  the  chal lenges  tha t  you a l l  face  in  making sure  tha t  our  
warf ighters  have what  they need.  
 I 'd  l ike  to  ask  a  l i t t le  b i t  about  the  non-muni t ions  l i s t  i ssue ,  sor t  
of  ge t t ing  r ight  to  the  hear t  of  our  manufactur ing base  because  i t  rea l ly  
does  s t r ike  me,  Mr.  Greenwal t ,  in  par t icular ,  tha t  the  abi l i ty  of  a  DX 
ra t ing  to  work i s  tha t  there  are  people  out  there  who can produce  the  
product  or  are  producing the  product  which you need for  DX ra t ings .  
 Las t  year  when we were  in  Dearborn ,  a  lo t  of  concerns  were  
ra ised  about  our  tool  and die  indust ry ,  and I  be l ieve  somebody even 
ment ioned tha t  we no longer  have  the  domest ic  capabi l i ty  to  
manufacture  t r iggers  for  Howitzers ,  bas ic  th ings  l ike  tha t .  
 And we learned tha t  indust ry  analys ts  in  the  auto  indust ry  
predic ted  tha t  of  the  800 par ts  manufacturers  in  bus iness  in  2000,  only  
100 wi l l  remain  by 2010.   That ' s  a  pre t ty  s igni f icant  decl ine ,  and what  
do  we do to  make sure  tha t  the  mi l i ta ry  can get  the  products  tha t  i t  
needs  f rom a  re l iable  source  as  the  people  who are  doing the  
manufactur ing are  going out  of  bus iness  or  moving overseas?  
 MR.  GREENWALT:  I  th ink there  are  a  couple  of  ways  to  go 
about  th is .   Let  me t ry  to  respond in  th is  way.   The issue  becomes can 
the  depar tment  in  i t s  budget  ac tual ly  make a  d i f ference  in  those  
markets?   I  th ink there  i s  a  percept ion tha t  DoD has  enough market  
power  to  make a  d i f ference .  
 For  example ,  in  I raq  today,  we have I  don ' t  know how many 
t rucks  in  I raq ,  but  a  lo t  of  t rucks .   Actual ly  Ms.  Bal lard 's  organiza t ion  
buys  a  lo t  of  t rucks .   And in  those  t rucks ,  we have Caterpi l la r  engines ,  
and so  we buy I  th ink predominant ly  or  a lmost  a l l  Caterpi l la r  engines .  
 Despi te  a l l  the  t rucks  we have and everything in  Army's  budget  
buying t rucks ,  we purchase  about  one  percent  of  Caterpi l la r ' s  
overarching sa les .   One percent ,  to  us  i t ' s  everything,  but  to  
Caterpi l la r ,  i t ' s  one  percent ,  and so  the  whole  supply  chain ,  our  
demand is  one  percent  of  those  engines ,  and going down a l l  the  way 
down in to  the  machine  tool  machine  and so  on.  
 So we could  do one of  two th ings .   We could  go to  an  Army 
depot  and t ry  to  produce  our  own engines  and f igure  out  a l l  the  
d i f ferent  ways  of  doing that  or  we buy Caterpi l la r .   So we are  
dependent  to  a  grea t  degree  on the  manufactur ing output  of  the  ent i re  
U.S.  indust ry  and decis ions  made by Caterpi l la r  or  made by the  auto  
indust ry ,  and then so  on,  and where  they fa i l  or  where  they can ' t  meet  
our  needs ,  then we have to  t ry  to  f igure  out  a  way to  do our  own 
sources .   But  we don ' t  dr ive  tha t  market ,  and tha t ' s  what- -  
 CHAIRMAN BARTHOLOMEW:  But  i sn ' t  there  a  r i sk  to  our  
defense  equipment  i f  of  tha t  one percent  of  Caterpi l la r ' s  product ion 
tha t  you buy--  



 

 

 
 
 
  

129  
 MR.  GREENWALT:  Yes .  
 CHAIRMAN BARTHOLOMEW:  - -Caterpi l lar  i s  no  longer  
manufactur ing in  the  Uni ted  Sta tes  and ends  up doing a l l  of  i t s  
manufactur ing in  China?   Isn ' t  there  a  r i sk  tha t  the  Chinese  
government  could  decide  tha t  they would  shut  down Caterpi l la r ' s  
p lants  or  jus t  not  a l low the  product ion to  take  p lace  or  d is rupt  the  
product ion or  something?  
 MR.  GREENWALT:  I f  we go down that  pa th ,  then we ' l l  never  
buy Caterpi l la r  because  these  are  pr iva te  sec tor  decis ions ,  and 
Caterpi l la r  i t se l f  has  made a  decis ion to  g lobal ize  the  supply  chain .   
The prof i t  levels  in  Caterpi l la r  r ight  now are  grea t  because  of  they 
have done.  
 CHAIRMAN BARTHOLOMEW:  Right .   We 're  jus t  us ing i t  as  an  
example .    
 MR.  GREENWALT:  I  know,  but  i t ' s  the  same th ing.   These  f i rms 
are  going to  make decis ions ,  and the  Defense  Depar tment  i s  not  going 
to  be  able  to  inf luence  those  decis ions  to  a  grea t  degree .  
 I f  we had 50,  60 ,  70  percent  of  the  market  share ,  yes ,  we could  
bas ica l ly  say  we 'd  l ike  you to  do "x ,"  but  when we re ly  on f i rms that  
only  provide  us  a  ha l f  a  percent  or  one  percent - -even Boeing 
commercia l  a i rcraf t ,  we only  buy three  percent  of  the  commercia l  
a i rcraf t  tha t  Boeing produces .   We're  a  s igni f icant  cus tomer  but  we ' re  
not  the  larges t  cus tomer .  
 CHAIRMAN BARTHOLOMEW:  So as  companies  see  themselves  
increas ingly  as  mul t ina t ional  and not  as  American companies ,  the i r  
sense  of  obl igat ion  to  the  Depar tment  of  Defense  might  not  be  as  
s t rong.  
 MR.  GREENWALT:  We are  another  cus tomer .  And so ,  and now 
we can-- I ' l l  leave  i t  there .  
 CHAIRMAN BARTHOLOMEW:  Okay.   Thank you.  
 MR.  JAGGERS:   Ma 'am,  may I  take  a  s tab?  
 MR.  GREENWALT:  Yes .  
 CHAIRMAN BARTHOLOMEW:  Yes .  
 MR.  JAGGERS:   I 'm making some notes  as  we 've  been l i s tening 
to  th is  a  l i t t le  b i t .   I  th ink  the  key to th is  i s  t ime.   I f  you can  remember  
to  be  v ig i lant  and be  in  tune  wi th  the  indust r ia l  base  i ssues  or  your  
suppl iers  tha t  you ' re  re ly ing on l ike  Caterpi l la r ,  and you can see  tha t  
on  the  hor izon,  and tha t ' s  the  chal lenge i s  ge t t ing  tha t  ins ight ,  there  
are  a  number  of  th ings  we can do.  
 F i rs t  of  a l l ,  we can look a t  in  some cases  nonmater ia l  so lu t ions .   
In  o ther  words ,  what  can you do wi thout  re ly ing on tha t  par t icular  
technology or  component  and do a  d i f ferent  opera t ion  or  tac t ic  or  
procedure .   I f  you ' re  going to  s tay  wi th  tha t  current  genera t ion  of  
technology,  look a t  a l ternat ive  suppl iers ,  not  only  in  the  U.S.  but  
wor ldwide.  
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 We have inves tments  tha t  our  labora tor ies  are  making in  
sc ience  and technology,  as  wel l  as  smal l  bus iness  innovat ive  research,  
as  wel l  as  par tnerships  wi th  o ther  U.S.  manufacturers  through 
independent  research and development ,  IRAD. 
 There  are  o ther  author i t ies ,  Ti t le  I I I  and some other  author i t ies ,  
i f  i t  ge ts  down to  tha t ,  and you have  to  br ing on--or  ge t  yourse l f  in  a  
pos i t ion  of  producing an  on-shore  suppl ier  before  tha t  Caterpi l la r  
event  takes  p lace ,  and then of  course ,  probably  the  las t  opt ion  i s  
produce  i t  ourse lves .   I t ' s  not  a  good opt ion.  
 But  I  looked through a l l  these  d i f ferent  opt ions  and I  th ink the  
key to  tha t  a l l  i s  t ime because  S&T is  not - -sc ience  and technology and 
th ings  l ike  tha t ,  i t ' s  not  going to  be  an  immedia te  solu t ion ,  but  g iven 
t ime,  we can look for  a l ternat ive  ways  to  not  t ry  to  coerce  Caterpi l la r  
to  meet  our  needs  because  we 're  a  minor i ty  share  of  tha t  market ,  but  
we have tools  in  the  toolki t ,  I  th ink.  
 CHAIRMAN BARTHOLOMEW:  Yes .   I  a lso  th ink tha t  we have 
an  obl iga t ion  to  make sure  tha t  the  young people  tha t  we send off  to  
f ight  on  our  behal f  have  jobs  tha t  they can come home to .  
 MR.  JAGGERS:   Absolute ly ,  ma 'am.  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR WESSEL:   Commiss ioner  Videnieks .  
 COMMISSIONER VIDENIEKS:   A couple  ques t ions .   What  does  
the  Buy America  Act  require  now and how is  i t  appl ied  d i f ferent ly  to  
China?  
 MR.  GREENWALT:  Do you want  me to  do that  one  or  do you 
want- -  
 COMMISSIONER VIDENIEKS:   Ms.  Bal lard ,  p lease .  
 MR.  GREENWALT:  Would you l ike  to  do Buy America?   No,  
you 'd  l ike  me to  do Buy America .  
 MS.  BALLARD:  I 'd  l ike  you to  do i t .  
 MR.  GREENWALT:  Buy America  i s  a  source  requirement  and a  
content  percentage  requirement .   And i f  we have to  buy in  America ,  
and there  are  some exempt ions .  
 COMMISSIONER VIDENIEKS:   And there 's  a  s l id ing threshold  
which is  coming down;  r ight?  
 MR.  GREENWALT:  Yes .   I ' l l  go  through the  exempt ion there .   
I f  f rom a  U.S.  source ,  i f  another  country  wants  to  se l l  to  the  Uni ted  
Sta tes ,  there 's  a  50  percent  preference  g iven to  the  U.S.  f i rm.   And 
therefore- -  
 COMMISSIONER VIDENIEKS:   In  o ther  words ,  a  50  percent  
add-on is  added to  the  compet ing pr ice .  
 MR.  GREENWALT:  That ' s  r ight .  
 COMMISSIONER VIDENIEKS:   For  evaluat ion purposes?  
 MR.  GREENWALT:  That ' s  r ight .   So now what  has  happened--
Buy America  Act  does  not  apply .   Let ' s  put  i t  th is  way.   As  we have 
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the  Trade  Agreements  Act  has  amended the  Buy America  Act  
in  the  sense  tha t  countr ies  who we have tha t  have  jo ined the  WTO and 
who have s igned the  GPA,  the  Government  Procurement  Agreement ,  
a re  exempt  f rom the  Buy America  Act .   So,  therefore ,  those  countr ies  
tha t  a re  par t  of  the--and then we have  o ther  t rade  agreements  tha t  
we 've  s igned.  
 COMMISSIONER VIDENIEKS:   The evaluat ion favor  of  50 
percent  i s  not  used?  
 MR.  GREENWALT:  I t  i s  not  used.   So they are  a l lowed to  se l l  
to  the  U.S.  government  commercia l  i tems.   Now,  Buy America  Act  
doesn ' t  apply  or  Trade  Agreements  Act  doesn ' t  apply  to  muni t ions  
i tems and therefore  muni t ions  i tems a lways  have tha t  50  percent  
premium except  to  21 countr ies  who we have memorandums of  
unders tanding wi th ,  and therefore  tha t  t rade  in  muni t ions  i tems is  a  
f ree  t rade  for  those  21 countr ies .  
 COMMISSIONER VIDENIEKS:   How is  China  t rea ted  d i f ferent ly  
now? 
 MR.  GREENWALT:  China  has  not  s igned the  GPA so therefore  
the  Buy America  Act  does  apply .  
 COMMISSIONER VIDENIEKS:   So  any goods ,  even not  end-use  
mi l i ta ry  goods ,  but  component  goods ,  i f  there  were  such th ings  coming 
f rom China ,  would  have the  50 percent  add-on fac tored in  there?  
 MR.  GREENWALT:  I f  you purchased them direc t ly .  
 COMMISSIONER VIDENIEKS:   Right .  
 MR.  GREENWALT:  The dis t inc t ion is  d i rec t ly .  
 COMMISSIONER VIDENIEKS:   Only .   Right .  
 MR.  GREENWALT:  So a  U.S.  f i rm could  impor t  up  to  49 
percent  Chinese  content  and s t i l l  be  ca l led  a  U.S.  product  under  the  
Buy America  Act .  And Chinese  components  could  go through Trade 
Agreements  Act  countr ies  and come to  the  Uni ted  Sta tes  in  tha t  regard .  
 COMMISSIONER VIDENIEKS:   Transshipped,  you ' re  saying;  
r ight?  
 MR.  GREENWALT:  Yes .   So as  long as  they ' re  subs tant ia l ly  
t ransformed the  way the  law reads ,  subs tant ia l ly  t ransformed in  the  
Trade  Agreements  Act  country ,  then those  Chinese  components  could  
come to  the  U.S.  tha t  way.  
 COMMISSIONER VIDENIEKS:   I  have  another  ques t ion  tha t  
deals  wi th  acquis i t ion  lead  t ime.   I  th ink you ment ioned e ight  or  n ine  
months .   Does  tha t  mean that  we have some contrac ts  in  p lace  which 
we can ut i l ize?   Because  I  don ' t  th ink tha t  one  could  award a  
compet i t ive  contrac t  of  fa i r ly  s igni f icant  va lue  and have the  goods  
del ivered in  e ight  or  n ine  months .  
 MR.  GREENWALT:  No,   
 COMMISSIONER VIDENIEKS:   And then the  ques t ion of  
inventory  comes in  a lso .   Should  we not  mainta in  cer ta in  inventor ies  
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for  cr i t ica l  i tems even though they ' re  expensive?   Even though 
inventor ies  are  expensive?   So i t ' s  k ind of  a  dual  ques t ion  here .  
 Does  the  acquis i t ion  lead  t ime inc lude  p lacement  of  the  contrac t  
or  only  i ssuance  and order  agains t  the  contrac t  and the  manufacture  
and del ivery  of  the  cr i t ica l  i tem? 
 MR.  GREENWALT:  I t  takes  t ime to f igure  out  what  we want .   I t  
takes  t ime to  prepare  the  proposal .   I t  takes  t ime to  have  the  
compet i t ion ,  and then i t  takes  t ime to  ac tual ly  le t  the  contrac t ,  and 
hopeful ly  af ter  the  b id  protes ts  tha t  maybe occur ,  and adjudica te  tha t ,  
we ac tual ly  le t  a  cont rac t .   Then the  vendor  who wins  the  contrac t  
needs  to  go through--  
 COMMISSIONER VIDENIEKS:   So my unders tanding is  you ' re  
saying tha t  th is  a l l  inc lus ive ,  e ight  or  n ine  months  inc ludes  the  ent i re  
acquis i t ion  cycle?  
 MR.  GREENWALT:  I  th ink I  threw out  e ight  or  n ine  months ,  
and in  many cases ,  I 'm kind of  th inking--  
 MS.  BALLARD:  Lead t ime.  
 MR.  GREENWALT:  - - in  lead  t ime to  s tar t  ge t t ing  par ts  and 
mater ia ls  together  and then you got  to  manufacture  i t .   So  there  are  
var ious  lo ts  of  e ight  and nine  month  per iods  in  th is  process .  
 COMMISSIONER VIDENIEKS:   I t  seems shor t  to  me.  
 MS.  BALLARD:  I  th ink that  you 're  touching on a  cr i t ica l  point ,  
as  d id  Mr.  Jaggers ,  tha t  we speak in  terms of  indust r ia l  base  of ten  in  
terms of  money.   We need to  th ink a lso  in  te rms of  t ime and i t ' s  not  
jus t  procurement  t ime.   I t ' s  lead  t ime to  ge t  the  i tems tha t  wi l l  go  in to  
the  end product .  
 So when we th ink in  terms of  how we get  what  we need,  I  th ink 
we need to  th ink in  terms of  the  mater ia ls ,  in  te rms of  the  money,  and 
in  te rms of  the  t ime i t  takes  to  ge t  the  mater ia l  and produce  the  end 
i tem.  
 And a  lo t  of  t imes ,  as  Mr.  Greenwal t  sa id ,  the  indust ry  i s  very  
responsive  and f rankly  pat r io t ic  and commit ted  to  get t ing  what  we 
need,  but  t ime cannot  be  ignored as  a  cr i t ica l  aspect  of  ge t t ing  those  
end products .  
 MR.  GREENWALT:  And we have to  fac tor  the  t ime to  ge t  the  
money.  
 COMMISSIONER VIDENIEKS:   Right .   But  I  th ink we 're  ta lk ing 
a t  c ross-purposes .  
 MR.  GREENWALT:  Yes ,  no.   
 COMMISSIONER VIDENIEKS:   I 'm saying the  es t imate  to  me 
sounds  unreasonably  shor t .   You were  saying i t  encompasses  the  ent i re  
cycle ,  and I  cannot  be l ieve  tha t .  
 MR.  GREENWALT:  No,  no,  no.   Eight  or  n ine  months  i s  not  the  
ent i re  cycle .   Eight  or  n ine  months  was  the  t ime of  ge t t ing  lead  t ime to  
get  mater ia ls  in  one  par t icular  case .  
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 COMMISSIONER VIDENIEKS:   I 'm jus t  th inking 
about  Humvees  in  I raq  r ight  now.   They have  problems get t ing  cr i t ica l  
a rmor .   They did  have problems.   I  th ink i t  took longer  than e ight  or  
n ine  months  to  go on t rucks ,  jeeps .  
 MR.  GREENWALT:  And then you’ve  got  to  go  the  lead  t ime 
wi th  what 's  the  requirement ,  the  lead  t ime for  put t ing  the  acquis i t ion  
together ,  lead  t ime for  ge t t ing  mater ia ls ,  the  lead  t ime for  
manufactur ing,  and the  lead t ime for  de l iver ing and dis t r ibut ing ,  and 
that ' s  the  type  of  th ings  we 're  fac ing wi th  MRAP today.  
 COMMISSIONER VIDENIEKS:   Thank you.  
 HEARING COCHAIR WESSEL:   Thank you.   Hopeful ly ,  you 
have t ime.   We have one  commiss ioner  le f t  on  the  f i rs t  round,  
Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  Thanks  so  much to  a l l  of  you for  
be ing here .   I  have  a  quick ,  ge t t ing  back speci f ica l ly  to  China ,  rea l  
quick ,  very  speci f ic  ques t ion .   Las t  year ,  we had a  hear ing and Senator  
Levin  came wi th  some lovely  fake  auto  par ts  in  rea l  boxes .   They 
couldn ' t  spel l  Dearborn  r ight ,  but  o ther  than tha t ,  i t  looked l ike  a  
legi t imate  par t ,  and these  par ts  are  coming through legi t imate  
procurement  s t reams,  these  counter fe i t  par ts .  
 I  wondered i f  in  any of  your  exper iences ,  you 've  come across  
th is  as  a  problem,  and what  mechanisms the  DoD has  in  p lace  to  make 
sure  tha t  tha t  which seems l ike  a  legi t imate  par t  rea l ly  i s  a  legi t imate  
par t  and not  a  counterfe i t?  
 Senator  Levin  ment ioned tha t  they were  get t ing  in to  
counterfe i t ing  a i rp lane  par ts  as  wel l  as  auto  par ts .    
 REAR ADMIRAL DUSSAULT:  I  would  ta lk  to  th is  problem in  
terms of  the  capabi l i ty  tha t  we have for  qual i ty  contro l  throughout  our  
acquis i t ion  process ,  and we re ly  on both  our  own Navy personnel  but  
a lso  more  so  on the  Defense  Contrac t  Management  Agency who has  
h ighly  qual i f ied  qual i ty  inspectors  and assessment  personnel ,  and 
they ' re  aware  of  th is  vulnerabi l i ty ,  and th is  i s  one  of  the  th ings  tha t  
they look for  throughout  the  course  of  the  qual i ty  inspect ion process .  
 So  i t  i s  a  repor ted  problem throughout  the  g lobal  supply  chain ,  
and we 're  wel l  aware  tha t  our  sub- t ier  suppl iers  do  source  some of  
the i r  mater ia ls  throughout  Asia  and speci f ica l ly  China ,  and th is  i s  one  
th ing to  look out  for .   So i t  i s  a  concern .  
 COMMISSIONER HOUSTON:  The same for  a l l  of  you,  then.  
 MR.  GREENWALT:  I  remember  back when I  f i rs t  came to  the  
Hi l l  and I  worked for  Senator  Cohen and we did  an  inves t iga t ion  on 
bogus  spare  par ts  in  a i rcraf t  par ts ,  and I  worked wi th  Senator  Levin 's  
s taff  on  a  number  of  how to  expand and enhance  the  qual i ty  assurance  
and management  tha t  the  Admira l  i s  ta lk ing about  in  the  Depar tment  of  
Defense .  
 So i t ' s  one  of  those  areas  where  you have to  remain  v ig i lant .   
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You have to  have  the  qual i ty  contro l  process  go a l l  the  way 
down through the  cycle .   I 'm sure  there  are  ins tances  where  we can 
improve tha t  process ,  and I 'm sure  Senator  Levin  i s  going to  focus  
more  and more  a t tent ion  on tha t ,  as  the  depar tment  should  as  wel l .  
 COMMISSIONER HOUSTON:  Thank you so  much.  
 HEARING COCHAIR WESSEL:   For  a  quick comment ,  our  
chai rperson.  
 CHAIRMAN BARTHOLOMEW:  Jus t ,  I  not ice  when you were  
ta lk ing wi th  Commiss ioner  Videnieks  about  sor t  of  the  procurement  
process  tha t  you ment ioned t ime and you ment ioned mater ia ls ,  but  I  
th ink  i t ' s  rea l ly  impor tant  tha t  we remember  ski l l  se t  in  a l l  of  tha t ,  too .  
 That  we can get  a l l  the  mater ia ls  in  the  wor ld .   I f  we don ' t  have  
people  who are  t ra ined and able  to  manufacture  them in to  what  we 
need,  we ' re  going to  be  in  t rouble .  
 MR.  GREENWALT:  No.   Absolute ly .   The engineer ing chal lenge 
and on MRAP,  the  welders  and get t ing  them t ra ined,  and the  people  
par t  of  th is  i s  v i ta l ly  impor tant ,  c r i t ica l .   Thank you.  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR WESSEL:   Thank you for  a l l  your  t ime.   
We did  have some fol low-up ques t ions  tha t  many of  the  commiss ioners  
had.  We'd  l ike  to  be  able  to  work wi th  you and your  s taf f  potent ia l ly  to  
get  some answers  to  those  in  the  coming days ,  and thank you for  your  
t ime,  and we wi l l  break for  about  f ive minutes  as  the  next  panel  ge ts  
sea ted .  
 Thank you.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL VI:   THE STATUS AND ACCOMPLISHMENTS OF 
CHINA’S THREE-PRONGED “GRAND STRATEGY” FOR 

DEFENSE INDUSTRIAL BASE MODERNIZATION 
  

HEARING COCHAIR BROOKES:   Let ' s  go  ahead and get  s tar ted .   
Good morning.   Today 's  th i rd  panel ,  wi l l  address  the  Chinese  defense  
indust r ia l  base .   The Commiss ion is  not  only  in teres ted  in  the  
warf ight ing capabi l i t ies  of  the  People 's  Libera t ion  Army,  but  a lso  in  
the  manufactur ing capaci t ies  and organiza t ional  makeup of  the  Chinese  
defense  indust ry  tha t  i s  be ing tasked wi th  supplying i t .  
 Jo in ing us  today to  d iscuss  th is  i ssue  i s  Mr.  Michael  Danis ,  who 
is  a  Senior  In te l l igence  Off icer  a t  the  Defense  In te l l igence  Agency.   
He specia l izes  in  the  Chinese  defense  indust r ia l  base .  
 Dr .  James  Mulvenon is  the  Deputy  Director  of  Advanced 
Analys is  of  Defense  Group Incorpora ted ,  Center  for  In te l l igence  
Research and Analys is .   He specia l izes  in  Chinese  defense  research,  
development  acquis i t ion ,  as  wel l  as  weapons  of  the  PLA.  
 Dr .  Tai  Ming Cheung is  a  Research Fel low and Research 
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Coordinator  a t  the  Ins t i tu te  on  Global  Conf l ic t  and Coopera t ion  
a t  the  Univers i ty  of  Cal i fornia ,  San Diego.   He a lso  teaches  a  course  
on Asian  secur i ty  and Chinese  fore ign pol icy ,  and wi l l  soon be  
re leas ing a  book that  examines  the  development  of  the  Chinese  defense  
indust r ia l  complex.  
 Let  us  remind a l l  of  our  wi tnesses  tha t  opening remarks  should  
be  l imi ted  to  about  seven minutes ,  i f  you can,  so  tha t  we may have 
maximum t ime for  ques t ions ,  but  tha t  your  ent i re  prepared remarks  
wi l l  be  made par t  of  the  off ic ia l  record  and pos ted  on the  
Commiss ion 's  Web s i te  which is  www.uscc .gov.  
 The t iming l ights  are  there  to  he lp  you moni tor  your  remaining 
t ime.   When the  green l ight  turns  yel low,  two minutes  remain ,  and 
when the  l ight  turns  red ,  p lease  conclude your  remarks  as  soon as  you 
are  able .   One other  th ing I  would  ask  on housekeeping,  i t  appears  tha t  
i f  you could  pul l  the  microphone c loser  to  yourse lves  when you speak 
and make sure  tha t  the  red  l ight  i s  on ,  i t  wi l l  fac i l i ta te  some in  the  
audience  who have had a  hard  t ime hear ing some of  the  tes t imony th is  
morning.  
 So,  Mr.  Danis ,  i f  we could  begin  wi th  you.  Thank you very  
much.  
 

STATEMENT OF MR. MICHAEL DANIS,  SENIOR 
INTELLIGENCE OFFICER, DEFENSE INTELLIGENCE AGENCY 

WASHINGTON, D.C.  
 

 MR.  DANIS:   Good morning,  Madam Chairwoman.   I t ' s  a  
p leasure  to  be  here  today,  and I  thank you for  invi t ing  me to  tes t i fy  

today on China 's  mi l i ta ry- indust r ia l  complex in  i t s  current  s ta te .   The 
phrase  " the  more  th ings  change,  the  more  they s tay  the  same" may bes t  

descr ibe  the  s ta te  of  China 's  mi l i ta ry- indust r ia l  complex.  
 By that ,  I  mean that  whi le  there  have  been numerous  changes  in  
China 's  mi l i ta ry- indust r ia l  complex s ince  the  la te  1970s ,  the  bulk  of  
the  ins t i tu tes  and fac tor ies  tha t  des igned or  bui l t  weapons  and enabl ing 
sys tems cont inue  to  be  in  bus iness  today as  s ta te-owned enterpr ises  
tha t  a re  in  turn  subordinate  to  la rge  s ta te-owned enterpr ises  or  
government  ent i t ies .  
 There  i s  a  char t ,  a  graphic ,  tha t  we provided to  you because  the  
next  couple  of  paragraphs  are  going to  be  a  l i t t le - -  
 CHAIRMAN BARTHOLOMEW:  Confusing?  
 MR.  DANIS:   - -a  lo t  of  content  to  i t ,  but  what  you rea l ly  want  to  
focus  on is  the  bot tom center  of  the  char t .   In  the  la te  1970s ,  these  
large  s ta te-owned enterpr ises ,  or  government  ent i t ies ,  were  known as  
the  Second through Seventh  Minis t r ies  of  Machine  Bui ld ing Indust ry ,  
la ter  becoming named minis t r ies  of  indust ry ,  i .e . ,  nuclear ,  avia t ion ,  
e lec t ronics ,  ordnance ,  sh ipbui ld ing and space ,  respect ive ly .  
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 With  the  except ion of  the  Minis t ry  of  Elec t ronics ,  the  
o ther  f ive  minis t r ies  la ter  became large  SOE corpora t ions ,  and in  1998,  
these  f ive  s ta te-owned enterpr ises  were  spl i t  in to  two ent i t ies .  
 These  ent i t ies  are  l i s ted  in  the  lower  center  of  the  graphic  here ,  
and the  acronyms for  these  organiza t ions  are  as  fo l lows:  China  
Nat ional  Nuclear  Corpora t ion;  China  Nuclear  Engineer ing and 
Const ruct ion  Corpora t ion;  Avia t ion  Indust r ies  of  China  I  and I I ;  China  
Ordinance  Indust ry ;  China  Ordnance  Equipment  Indust ry ;  China  
Shipbui ld ing Indust ry ;  China  Sta te  Shipbui ld ing Corpora t ion;  China  
Aerospace  Science  and Technology;  and China  Aerospace  Science  and 
Indust ry  Corpora t ion .  
 The Minis t ry  of  Elec t ronics  Indust ry  eventual ly  merged wi th  the  
Minis t ry  of  Posts  and Telecommunicat ions  to  become the  Minis t ry  of  
Informat ion Indust ry ,  MII ,  a  s tandards  and pol icy  government  
organiza t ion .   In  the  process ,  China  Elect ronics  Corpora t ion  was  
es tabl ished in  1989 as  a  subs id iary  to  MII  to  manage and provide  
guidance  to  the  var ious  fac tor ies  of  the  former  e lec t ronics  indust ry .  
 S ince  1998,  wi th  reorganiza t ion  of  the  mi l i ta ry- indust r ia l  
complex,  the  e lec t ronics  indust ry  has  been excluded by the  Chinese  
f rom what  they ca l l  the i r  mi l i ta ry  indust r ies ,  which i s  not  to  say  tha t  
these  ent i t ies  no  longer  produce  mi l i ta ry sys tems.   Most  of  them 
cont inue  to  do so  or  the  commodi t ies  they produce  are  considered 
dual -use  technologies .  
 Separa te ly ,  in  2002,  the  China  Elect ronics  Technology 
Corpora t ion  was  es tabl ished to  manage the  research  ins t i tu tes  tha t  
were  formal ly  subordinate  to  the  o ld  Minis t ry  of  Elec t ronics  Indust ry .  
 Again ,  most  of  these  ent i t ies  have  t ies  to  mi l i ta ry  programs.  
 Deng Xiaoping once  sa id  "Whether  a  ca t  i s  b lack or  whi te  makes  
no di f ference .   As  long as  i t  ca tches  mice ,  i t  i s  a  good ca t ."  
 Dur ing and s ince  Deng 's  re ign,  the  ins t i tu tes  and fac tor ies  of  
China 's  mi l i ta ry- indust r ia l  complex,  as  wel l  as  o ther  organiza t ions  
such as  the  ins t i tu tes  of  the  Chinese  Academy of  Sciences ,  have  s lowly 
embraced Western  indust r ia l  management ,  prac t ices  and f inancing,  but  
wi th  Chinese  character is t ics .  
 The above corpora t ions  remain  s ta te-owned enterpr ises ,  but  they 
presumably  opera te  more  ef f ic ient ly .   Put  another  way,  the  Chinese  
have  a  good ca t  and a t  t imes  i t  can  be  a  grea t  mouser .  
 In  May of  th is  year ,  Li  Ronggong,  Minis ter  of  the  Sta te-Owned 
Assets  Supervis ion and Adminis t ra t ion  Commiss ion,  SASAC, 
announced that  China  would  decentra l ize  the  159 major  s ta te-owned 
enterpr ises  to  a t t rac t  inves tors  wi th  the  except ion of  those  who have 
opera t ions  involving nat ional  secur i ty  or  for  which fore ign inves tment  
i s  forbidden.  
 On the  f i f th  of  July ,  a  week ago Thursday,  SASAC, COSTIND 
and the  Nat ional  Reform and Development  Commiss ion issued a  jo in t  



 

 

 
 
 
  

137  
s ta tement  saying tha t  weapons  manufacturers  should  
res t ructure  the i r  f inances  to  in t roduce  more  pr iva te  inves tment  in  
hopes  of  embracing compet i t iveness  and prof i tabi l i ty  of  these  
companies ,  of  these  s ta te-owned enterpr ises .  
 This  does  not  mean that  the  Chinese  government  i s  abrogat ing 
contro l  of  these  corpora t ions .   China  uses  a  sp l i t - share  s t ructure  which 
consis ts  of  t radable  and non- t radable  s tock.   The s ta te  owns major i ty  
shares  of  the  non- t radable  s tock of  these  former  SOEs.   Put t ing  these  
s ta te-owned enterpr ises  on  the  s tock market  does  a l low these  ent i t ies  
to  obta in  capi ta l iza t ion  to  fund research and manufactur ing.    
 Rather  than having the  s ta te  so le ly  fund these  enterpr ises ,  i t  
a l lows pr ivate  and/or  fore ign specula t ion  to  cover  some of  the  
capi ta l iza t ion  cos ts .   So  these  ent i t ies  may no longer  be  ca l led  s ta te-
owned enterpr ises ,  but  they remain  s ta te-contro l led  enterpr ises .  
 China  recent ly  announced tha t  i t  would  a l low pr ivate  Chinese  
f i rms to  compete  on weapons  programs.   This  i s  a  new s tep  in  Chinese  
weapons  development ,  but  i t  i s  not  unexpected .   Depending on the  
degree  to  which China  a l lows these  f i rms to  t ru ly  compete  in  weapons  
development  and product ion,  the  ins t i tu tes  and fac tor ies  of  China 's  
mi l i ta ry- indust r ia l  complex wi l l  have  to  become much more  
compet i t ive  i f  they are  to  remain  the  weapons  manufacturers  of  choice  
for  the  Sta te  Commiss ion of  Science ,  Technology and Indust ry  for  
Nat ional  Defense  which picks  these  f i rms for  product ion for  the  
People 's  Libera t ion  Army.  
 F inal ly ,  I 'd  l ike  to  br ief ly  comment  on China 's  macro  level  
research and development  ef for ts .   These  ef for ts  inc lude  China 's  863 
and 973 Programs,  the  Natura l  Science  Fund,  Sta te  Key Lab Programs,  
Sta te  Key Engineer ing Research Center  Programs,  China 's  16  Character  
Pol icy ,  and the  Nat ional  S&T Development  Program for  2006 through 
2020,  among others .  
 F i rs t ,  these  individual  ef for ts  represent  China 's  equivalent  of  
Apol lo- l ike  programs.   Developing a  s t rong S&T capabi l i ty  has  been a  
long- term goal  of  China 's  leadership .   Not  surpr is ingly ,  a l l  S ta te  
Counci l  members  are  t ra ined engineers .  
 Second,  China 's  goal  in  the  pas t ,  especia l ly  wi th  regard  to  the  
863 program,  was  to  ca tch  up wi th  the  West .   Now,  the  Chinese  are  
emphasiz ing the  need to  leapfrog and over take  the  West  in  S&T 
development  ra ther  than ca tching up,  a t  leas t  in  those  areas  where  they 
have s t rengths  in  those  f ie lds .  
 To do so ,  China  i s  demanding innovat ion f rom i t s  people  ra ther  
than reverse  engineer ing on the  par t  of  i t s  S&T ta lent .   Whi le  the  
Chinese  cont inue  to  lag  the  West  in  many areas  of  sc ience  and 
technology,  th is  i s  a  s ta tement  tha t  we should  expect  to  hear  more  
of ten  and we should  be  paying a t tent ion to  th is .  
 Third ,  China  looks  a t  the  long term.   The f ive-year  p lans  tha t  a re  
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es tabl ished are  used to  measure  progress  in  meet ing  much 
longer- term goals  and they adjus t  the  f ive-year  p lans  accordingly  to  
meet  the  longer- term plans .  
 Four th ,  a l l  the  programs tha t  these  research  ins t i tu tes  are  
working on are  in tended,  d i rec t ly  or  indi rec t ly ,  to  advance  Chinese  
weapons  development  and product ion wi th in  China .  
 And f inal ly ,  these  programs are  worked in  conjunct ion  wi th  o ther  
programs tha t  a re  coordinated  a t  the  s ta te  level .    
 Las t ,  I  want  to  make note  tha t  the  Chinese  have suffered  a  ser ies  
of  sc ient i f ic  fa i lures  tha t  have  turned out  to  be  f raudulent  over  the  pas t  
year .   Never theless ,  China 's  leadership  cont inues  to  emphasize  sc ience  
and technologica l  progress  as  a  bas is  for  China 's  fu ture .  
 I t ' s  not  tha t  th is  informat ion i s  a  s ta te  secre t .   The Chinese  have  
been very  up-f ront  and s teadfas t  on  these  points  for  wel l  over  20 
years .   China  in tends  to  be  a  wor ld  leader .   We shouldn ' t  be  surpr ised  
a t  the i r  progress  in  ge t t ing  there .  
 Thank you for  your  t ime th is  morning.   I  welcome any ques t ions  
you may have for  me.  
 HEARING COCHAIR BROOKES:  Thank you very  much.   Let ' s  
move r ight  next  door  to  Dr .  Cheung.  
 

STATEMENT OF DR. TAI MING CHEUNG 
RESEARCH FELLOW, INSTITUTE ON GLOBAL CONFLICT AND 

COOPERATION, UNIVERSITY OF CALIFORNIA 
SAN DIEGO, CALIFORNIA 

 
 DR.  CHEUNG:  I 'd  l ike  to  thank the  Commiss ion for  a l lowing me 
to  come and tes t i fy  about  the  moderniza t ion  of  the  Chinese  defense  
indust r ia l  base .   I t ' s  a  l i t t le  lonely in  San Diego,  but  i t ' s  good to  have 
an  audience  here .  
 VICE CHAIRMAN BLUMENTHAL:  We don ' t  fee l  bad for  you.  
 CHAIRMAN BARTHOLOMEW:  Yes ,  we ' re  not  going to  fee l  bad 
for  you being in  San Diego.  
 DR.  CHEUNG:  So my ora l  presenta t ion  focuses  more  on a  broad 
macro  level  overview of  the  s t ructura l  changes  of  the  defense  
indust r ia l  base ,  the  changing place  of  the  Chinese  defense  indust ry  
wi th in  the  nat ional  economy.   A lo t  of  the  deta i l s  Mike Danis  has  
focused upon,  and I  wi l l  jus t  take  a  s l ight ly  h igher- level  v iew.  
 Overa l l ,  a  two-pronged approach is  be ing pursued in  the  
moderniza t ion  of  the  Chinese  defense  indust ry .   F i rs t  i s  the  in ternal  
reengineer ing of  the  defense  indust ry  tha t  focuses  on breaking down 
bureaucra t ic  barr iers ,  par ing  back the  ro le  of  the  s ta te  in  conjunct ion  
wi th  cul t iva t ing  a  more  compet i t ive ly  minded and ent repreneur ia l  
ins t i tu t ional  cul ture  tha t  encourages  the  nur tur ing,  d i f fus ion and 
absorpt ion of  technology and knowledge.   This  has  been taking place ,  
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especia l ly  s ince  the  la te  1990s ,  and is  laying the  foundat ions  of  
a  s igni f icant ly  more  capable  defense  indust ry .  
 The second plank of  th is  s t ra tegy is  to  rea l ign  the  defense  
indust ry  and in tegra te  i t  in to  the  c iv i l ian  economy to  form what  we can 
ca l l  a  dual -use  economy.   The Chinese  author i t ies  v iew a  s t ra tegy of  
embedding the  defense  indust ry  wi th in  the  broader  c iv i l ian  economy as  
p laying a  cent ra l  ro le  in  suppor t ing  the  long- term moderniza t ion  of  the  
country 's  mi l i ta ry  capabi l i t ies .  
 Now,  I ' l l  turn  and look a t  the  defense  indust r ia l  reforms s ince  
the  la te  1990s ,  and par t icular ly  focus ing on three  aspects  tha t  I  f ind  
par t icular ly  in teres t ing .   S ince  the  la te  1990s ,  defense  indust ry  
mandar ins  in  China  have  pressed to  es tabl ish  a  more  s t reamlined,  
compet i t ive  and open s t ructure  wi thout  the  barr iers  tha t  have  led  to  
th is  r ig id  compar tmenta l iza t ion  of  the  ac t iv i t ies  and res t r ic ted  
knowledge f lows wi th in  the  sys tem that  def ined i t ,  especia l ly  dur ing 
the  Maois t  e ra .  
 This  has  required  a  subs tant ia l  cur ta i l ing  of  the  ro le  and reach of  
the  s ta te  wi th in  the  defense  S&T and product ion sys tems,  the  adopt ion 
on a  gradual  bas is  of  market -based mechanisms,  and ef for ts  to  promote  
compet i t ion ,  evaluat ion  and in i t ia t ive ,  as  wel l  as  corpora te ,  f inancia l  
and s t ructura l  reforms.  
 These  measures  in  speci f ic  have  seen greater  funding for  
research  ins t i tu t ions ,  the  improvement  of  how funds  are  being 
managed,  in t roducing a  more  compet i t ive  mechanism for  defense  
research,  adopt ion of  more  sophis t ica ted  contrac t  management  
ass is tance  for  research projec ts ,  and speeding up the  appl ica t ion  of  
research f indings  for  product ion,  and a lso  the  in tegra t ion  of  c iv i l ian  
and mi l i ta ry  technologies ,  as  wel l  as  far - reaching organiza t ional  
changes .  
 I  wi l l  ta lk  about  three  key i ssues  tha t  I  see  tha t  a re  par t icular ly  
in teres t ing .   One is  the  reform of  the  s ta te-owned defense  indust r ia l  
enterpr ise  groups .   These  are  the  ten  or  11 that  we heard  f rom Mr.  
Danis .   A cent ra l  cause  of  the  p l ight  of  the  defense  indust ry  dur ing the  
1990s  was  the  fa l ter ing performance of  i t s  indust r ia l  conglomerates  
tha t  b led  huge amounts  of  red  ink  dur ing most  of  the  reform per iod.  
 But  s ince  the  la te  1990s ,  we 've  seen a  major  t ransformat ion in  
the i r  performances .   We 've  seen far - reaching cos t -cut t ing  measures ,  
debt  res t ructur ing,  access  to  new sources  of  capi ta l ,  combined wi th  a  
s igni f icant ly  s t ronger  p ickup in  defense  orders  as  wel l  as  c iv i l ian  
orders ,  and we 've  seen an  impress ive  turnaround in  bus iness  
opera t ions .   The defense  indust ry  f ina l ly  broke even in  2002,  and in  
2006,  i t  reached a  record-breaking US$2.6  b i l l ion .    
 I f  we put  th is  f rom a  comparat ive  perspect ive ,  ha l f  of  the  
defense  conglomerates  in  China  today are  l i s ted  amongst  the  top  100 
bes t  performing enterpr ises  in  China ,  and we have var ious  indica tors  
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to  show that  they are  beginning to  compare  very  favorably  wi th  
the  bes t  Chinese  c iv i l ian  companies  such as  in  patents  and other  types  
of  measures .  
 With  my t ime running out ,  I ' l l  focus  in  par t icular  on  the  r i se  of  
the  dual -use  economy in  China .   S ince  the  la te  1990s ,  there  has  been 
an  in tens ive  debate  amongst  Chinese  defense  and economy 
pol icymakers  to  char t  the  long- term course  of  China 's  economic  and 
mi l i ta ry  indust r ia l  development .  
 As  a  resul t  of  these  del ibera t ions ,  in  the  las t  few years ,  we have 
seen a  c lear  def in i t ion  of  what  they see  as  the  long- term future  for  the  
Chinese  defense  indust ry  and the  dual -use  economic  base ,  and they 
have  la id  out  in  a  new 16 character  l i s t  of  pr inc ip les  tha t  replaces  
Deng Xiaoping 's  or ig inal  16  l i s t  of  characters  tha t  he  announced in  
1978,  tha t  in  2003 we have seen that  th is  new 16 character  l i s t  has  
helped to  def ine  a  new dual -use  economy.  
 These  16 characters  in  t rans la t ion  in to  Engl ish  i s  combining c iv i l  
and mi l i ta ry  needs ;  locat ing  mi l i tary  potent ia l  in  c iv i l  capabi l i t ies ;  
v igorously  promot ing coordinat ion and coopera t ion;  and conduct ing 
independent  innovat ion.  
 The key concept  wi th in  tha t  i s  locat ing  mi l i ta ry  potent ia l  in  
c iv i l ian  capabi l i t ies ,  which in  Chinese  i s  what  we ca l l  the  "Yujun 
Yumin."   And th is  i s  what  we can def ine  as  a  dual -use  economy.  
 The Third  Plenum of  the  16th  Par ty  Congress  in  2003 gave the  
formal  go-ahead to  the  const ruct ion  of  th is  new c iv i l ian  and mi l i ta ry  
technologica l  and indust r ia l  base .  
 This  emerging dual -use  economy wi l l  essent ia l ly  consis t  of  two 
dis t inc t  but  connected  par ts .   One is  a  new high technology focused 
base  tha t  i s  embedded wi th in  the  c iv i l ian  economy.   The bulk  of  the  
ent i t ies  tha t  wi l l  be  l inked to  th is  new appara tus  wi l l  be  non-
governmenta l  c iv i l ian  companies  engaged in  indust r ies  such as  
informat ion and communicat ions  technology,  nanotechnology,  
e lec t ronics ,  companies  such as  Huawei ,  Zhongxing and Datang.   They 
wi l l  inc lude  R&D intens ive  enterpr ises  tha t  a re  leaders  in  product  
innovat ion as  wel l  as  component  subcontrac tors .  
 The other  ha l f  of  the  dual -use  economy wi l l  be  largely  made of  
legacy s ta te-owned defense  indust r ia l  ent i t ies  tha t  a re  seeking to  
t ransform themselves  in to  more  n imble  new technology outf i t s .  
 To conclude,  China 's  success  in  th is  grand endeavor  to  form a  
dual -use  economy is  by  no means  guaranteed,  especia l ly  as  there  are  
numerous  s t ructura l ,  bureaucra t ic ,  technologica l  and cul tura l  barr iers  
to  overcome.   Thei r  t rack  record  so  far  has  been less  than s te l lar ,  as  
we 've  seen,  especia l ly  dur ing the  1990s ,  but  the  formula t ion  of  a  more  
sophis t ica ted  and in tegra ted  approach under  th is  Yujun Yumin banner  
coupled wi th  sus ta ined high- level  pol i t ica l  backing wi l l  lead  to  
s igni f icant ly  improving the  chances  for  success  over  the  next  couple  of  



 

 

 
 
 
  

141  

                    

decades .  
[The s ta tement  fo l lows:] 6 
 
 HEARING COCHAIR BROOKES:  Thank you very  much.   Dr .  
Mulvenon.  
 

STATEMENT OF JAMES MULVENON, PH.D.  
DIRECTOR, CENTER FOR INTELLIGENCE RESEARCH AND 

ANALYSIS,  DEFENSE GROUP, INC. ,  WASHINGTON, D.C.  
 

 DR.  MULVENON:  Thank you,  Commiss ioner  Brookes .   Good 
morning.   Thank you for  invi t ing  me to  par t ic ipa te  th is  morning in  th is  
hear ing on Chinese  defense  indust r ies ,  a  subjec t  I 've  looked a t  for  
many years .   I  wi l l  offer  s imply  seven key f indings  tha t  I  th ink are  
i l lus t ra t ive  of  what  i s  probably  the  most  dynamic  and most  in teres t ing  
phase  in  Chinese  defense  indust r ia l  development  tha t  we 've  seen in  a  
long t ime.  
 With  some notable  except ions--obviously  miss i le  and space  i s  a  
long- t ime pocket  of  excel lence-- i t  was  accura te  to  say  through most  of  
the  1980s  and '90s  tha t  the  Chinese  defense  indust r ia l  base  uni formly 
suffered  f rom chronic  shor tages  of  capi ta l ,  technology,  advanced 
product ion know-how.   This  i s  the  th i rd- l ine  s tory .  These  are  the  
indust r ies  tha t  because  of  Mao 's  paranoia  were  located  in  the  middle  of  
nowhere  and had no prospects  rea l ly  for  engaging in  China 's  economic  
reform.  
 I f  you look a t  the  vas t  major i ty  of  the  l i te ra ture ,  some of  which 
Tai  and I  wrote ,  which was  accura te  then,  i t  was  a  l i te ra ture  tha t  
bas ica l ly  spent  most  of  i t s  t ime bemoaning the  fa i lures  of  the  sys tem.   
And when we did  a  s tudy a t  RAND three  or  four  years  ago,  we rea l ly  
consciously  sa id  tha t  we have a  new paradigm.   There  i s  a  new 
phenomena going on here .   
 In  tha t  ve in ,  I  would  argue tha t  the  purchases  of  Russ ian  
equipment  in  the  ear ly  to  mid- '90s ,  such as  the  FLANKERS and the  
Ki lo-c lass  submarines  and Sovremenny-class  des t royers ,  were  meant  to  
f i l l  miss ion cr i t ica l  gaps  in  a  h igh tempo Taiwan scenar io ,  but  a lso  
should  be  seen,  in  my view,  as  a  sca th ing indic tment  of  the  fa i lure  of  
the  Chinese  defense  indust r ia l  base  to  tha t  point  to  provide  them wi th  
the  sys tems tha t  they had promised.  
 The mi l i ta ry  had very  near- term needs ,  but  ever  s ince  then,  there  
has  been a  constant  refra in  in  Chinese  in ternal  l i te ra ture  to  reduce  tha t  
dependence  on the  Russ ians  because  obviously  the  Russ ians  have 
previously  bet rayed them once  before .  
 I  would  argue and agree  wi th  my col leagues  tha t  s ince  the  
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reforms of  1998,  the  Chinese  defense  indust r ies  have  
undergone a  dramat ic  and largely  successful  t ransformat ion,  I  would  
argue surpass ing the  expecta t ions  of  even the  most  forward- leaning 
analys t  as  to  where  we would  be  r ight  now in  terms of  Chinese  defense  
indust r ia l  product ion .  
 And,  whereas ,  before  we could  argue there  was  a  uni form 
problem,  there  i s  not  t remendous  var ia t ion  across  the  defense  
indust r ia l  sec tors .   I f  we want  to  expla in  tha t  var ia t ion ,  which is  now 
the  in teres t ing  th ing,  f rankly ,  analyt ica l ly  in  Chinese  defense  
indust r ia l  analys is ,  I  would  argue  tha t  tha t  var ia t ion  i s  bes t  expla ined 
by the  re la t ive  in tegra t ion  of  a  sec tor  in to  the  g lobal ized product ion  
and R&D chain ,  which provides  access  to  the  most  modern  know-how 
and product ion techniques ,  and whi le  miss i les  and space  have a lways  
been se t  as ide  as  a  pocket  of  excel lence ,  I  would  argue  tha t  the  
grea tes t  progress  we see  on the  ground has  been made in  the  
shipbui ld ing and defense  e lec t ronics  sec tors ,  both  of  which have 
benef i ted  great ly  f rom China 's  economic  emergence .  
 China 's  current ly  the  larges t  commercia l  sh ipbui lder  and is  the  
wor ld 's  IT workshop.   And the  spin-off  benef i t s  of  those  two 
commercia l  indust r ies ,  which are  heavi ly  in tegra ted  wi th  the  mi l i ta ry  
product ion,  i f  you go to  any of  China 's  sh ipyards ,  what  you f ind  is  tha t  
in  many cases ,  i t ' s  col located  wi th  naval  product ion,  and in  one  case  I  
can  g ive  you,  the  commercia l  product ion s ide  needed to  upgrade  the  
s ingle  chemical  ba th  a t  the  naval  sh ipyard .  
 Of  course ,  the  mi l i ta ry  product ion  s ide  of  tha t  sh ipyard  benef i ted  
f rom the  upgrade  of  tha t  chemical  ba th  for  commercia l  reasons ,  and 
that ' s  the  k ind of  dynamic  you see .   Frankly ,  there 's  been an  explos ion 
in  naval  product ion.   China  has  in t roduced ten  new classes  of  sh ips  in  
the  las t  ten  years .   Our  own Navy can only  dream of  the  k ind of  
product ion ra tes  tha t  we see .  
 Defense  e lec t ronics  i s  a  more compl ica ted  s tory .   The g lobal  
revolut ion  in  mi l i ta ry  affa i rs  I  th ink c lear ly  points  towards  a  
revolut ion  in  commercia l  off- the-shelf  sys tems,  and there  China 's  ro le  
as  the  IT workshop for  the  wor ld  has  grea t ly  benef i ted  what  I  would  
term a  revolut ion  in  Chinese  command and control  and communicat ion  
sys tems,  but  there 's  a lso  a  component  of  tha t  revolut ion  tha t  does  
involve  mi l i ta ry  speci f ied  rad-hardened defense  e lec t ronics ,  and there  
has  been less  progress .  
 Frankly ,  in  tha t  a rena ,  I  would  point  to  the  cont inuing problem 
of  economic  espionage in  the  Uni ted  Sta tes .   One need only  connect  
the  dots  of  the  var ious  cases  tha t  have  been prosecuted  in  the  las t  f ive  
or  s ix  years  to  see  the  very  gaps  in  the  non-commercia l ,  non-dual  use  
defense  e lec t ronics  tha t  the  Chinese  cont inue  to  t ry  to  acquire  i l l ic i t ly .  
 Those  sec tors  tha t  have  lagged in  re la t ive  terms,  and I  would  
h ighl ight  avia t ion  and ordnance ,  in  my view have been hur t  by  a  lack  
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of  spin-off  oppor tuni t ies  f rom the  commercia l  sec tor .   China  has  
t r ied  for  many years  to  bui ld  regional  commercia l  je ts .   The  Chinese  
economy is  l i t te red  wi th  the  skele tons  of  those  projec ts .  
 Ordnance ,  by  the  same measure ,  has  very  l i t t le  outs ide  pressure  
to  draw f rom because  f rankly  of  the  g lu t  in  the  in ternat ional  arms 
market .   There 's  not  much of  a  market  for  Chinese  ordnance  products .   
And thei r  e f for ts  a t  defense  convers ion have been di f f icul t  to  reverse .   
Once you become a  ref r igera tor  fac tory  and make money,  i t ' s  very  
d i f f icul t  to  go  back to  making armored personnel  car r iers ,  which i s  
a lways  a  loss- leader .  
 Let  me c lose  wi th  a  number  of  conclus ions  and impl ica t ions  tha t  
I  would  draw from some of  these  very in teres t ing  t rends .   I t ' s  prec ise ly  
th is  in tegra t ion  in  China 's  economic  emergence  in  the  g lobal  
product ion and R&D chain  tha t ,  in  my view,  has  not  only  fac i l i ta ted  
dramat ic  improvements  in  Chinese  defense  indust r ia l  product ion,  but  
c lear ly  i s  one  of  the  main  dr ivers  of  the  rea l ly  impress ive  successes  
we 've  seen in  Chinese  mi l i ta ry  moderniza t ion  s ince  the  la te  1990s .  
 I 've  argued that  China 's  emergence  as  the  wor ld 's  IT workshop 
has  p layed an  impor tant  ro le  in  the  Chinese  C4I  revolut ion ,  
par t icular ly  the  e lements  of  tha t  revolut ion  tha t  re ly  on commercia l  
of f - the-shel f  sys tems.   This  C4I  revolut ion  a t  one  level  has  grea t ly  
improved the  communicat ions  and opera t ional  secur i ty  of  Chinese  
mi l i ta ry  forces .  
 But  the  rea l  ques t ion  remains ,  i f  we want  to  draw th is  defense  
indust r ia l  s tory  to  what  i t  ac tual ly  means  for  mi l i ta ry  capabi l i ty  on  the  
ground,  there 's  s t i l l  an  open ques t ion  as  to  whether  th is  re la t ive ly  
advanced C4I  inf ras t ructure  can boots t rap  up a  comparat ive ly  pr imi t ive  
force ,  a l though impress ive  and f ie ld ing new impress ive  sys tems 
everyday,  but  tha t  i f  you look a t  th is ,  th is  i s  rea l ly  the  hear t  of  th is  
very  confus ing and somewhat  ambiguous  concept  the  Chinese  have 
ca l led  " informat iza t ion ,"  x inxihua .  
 That  informat iza t ion  fundamenta l ly- -and I ' l l  of fer  you an  
analogy that  was  offered  by a  Chinese  mi l i ta ry  analys t  a t  the i r  
Nat ional  People 's  Congress  a  number  of  years  ago that  f ina l ly  
expl ica ted  th is  concept  for  me in  a  way that  I  f ina l ly  unders tood.   He 
sa id ,  consider  the  A-10  
Warthog,  a  proud old  a i r f rame,  40 years  o ld ,  but  i f  you put  new 
modern  l ine  replaceable  uni t  avionics  packages  in ,  then a l l  of  a  sudden 
i t ' s  a  modern  a i rcraf t .  
 I t ' s  a  way for  us ing informat ion technologies  to  network together  
a  hybr id  of  advanced sys tems and less  advanced sys tems in  a  way that  
i s  a  force  mul t ip l ier  for  a l l  of  those  sys tems to  have  the  k ind of  
sensor- to-shooter  re la t ionship  wi th  one  another  tha t  makes  them more  
capable  on the  bat t le f ie ld ,  and tha t  tha t ' s  what  they mean by 
informat iza t ion .   I t  does  not  mean dig i t ized  forces .   I t  does  not  mean 
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s tarship  t roopers .   I t  means  us ing informat ion technology as  the  
connect ive  t i ssue  to  a l low th is  mi l i ta ry  to  opera te  in  a  more  effec t ive  
way.  
 Thank you very  much.  
[The s ta tement  fo l lows:]  
 

Prepared Statement  of  James Mulvenon,  Ph.D.  
Director ,  Center  for  Inte l l igence Research and Analys is ,  Defense  

Group,  Inc. ,  Washington,  D.C.  
 

Thank you, Mr. Chairman and the other members of the U.S.-China Economic and Security Review 
Commission for the opportunity to take part in the hearings you are holding today on the topic of China’s 
defense industries. My prepared remarks contain general analytical judgments about the current state of 
China’s defense-industrial system, and offers a case study of the successes in the defense electronics sector. 
 
Key Findings 
 

• Through the 1980s and most of the 1990s, the Chinese defense-industrial base uniformly suffered 
from chronic shortages of capital, technology, and production know-how; 

• The purchases of Russian military technology in the early to mid 1990s, such as Su-27 
FLANKERs, Kilo-class submarines, and Sovremenny-class destroyers; were meant to fill critical 
mission-related gaps in Chinese military modernization, and should therefore be seen as a scathing 
indictment of the failures of the PRC defense-industrial base to fulfill its long-standing promises 
to the People’s Liberation Army (PLA); 

• Since the reforms of 1998, the Chinese defense industries have undergone a dramatic and 
successful transformation, surpassing the expectations of even the most forward-leaning analyst; 

• There is now significant variation across the various sectors (aviation, aerospace, ordnance, 
shipbuilding, defense electronics) of the Chinese defense-industrial base; 

• The relative progress of an individual defense-industrial sector appears to be best explained by its 
relative integration into the globalized production and R&D chain, which provides access to the 
latest production and manufacturing technologies and know-how;  

• While missiles and aerospace have always been a “pocket of excellence,” the greatest progress 
appears to have been made in the shipbuilding and defense electronics sectors, both of which have 
benefited greatly from China’s current position as the leading producer of commercial shipping 
and information technologies; 

• Those sectors that have lagged in relative terms (aviation and ordnance) have been hurt by a lack 
of similar spin-on benefits from partnerships between multinational corporations and domestic 
industry, though the defense-industrial reforms of 1998 and diffusion of innovation in the system 
have improved their performance; 

 
Chinese C4I Modernization and the “Digital Triangle’ 

 
The Chinese military is in the midst of a C4I revolution, characterized by the wholesale shift to digital, 
secure communications via fiber optic cable, satellite, microwave, and encrypted high-frequency radio. The 
pace and depth of these advances cannot be explained by traditional Chinese defense-industrial dynamics, 
but instead spring from a paradigm shift known as the “digital triangle,” which resembles a classic techno-
nationalist strategy, with high-level bureaucratic coordination and significant state funding. The three 
vertices of the “digital triangle” are (1) China’s booming commercial information technology companies, 
(2) the state R&D institute and funding infrastructure, and (3) the military. The linkages between these 
three vertices are longstanding, as telecommunications and information technology in China were 
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originally under military auspices and the commercial relationships with state and military 
research institutes remain important. 
 
Vertice One: Chinese state IT companies. Most of the major Chinese IT and electronics companies grew 
directly out of the state sector, spinning off from telecommunications R&D and production units run by the 
military or the electronics and information technology ministries. These state capitalist companies, such as 
Huawei and Datang and Zhongxing (ZTE), are designated “national champions,” benefiting from a wide 
range of state subsidies and advantages. On the one hand, these companies are also genuinely commercial 
in orientation, seeking to capture domestic and eventually international market share. On the other hand, 
they still maintain clear ties to the Chinese military, which has now become both a research partner and 
valued customer for their IT products. If we compare these firms with traditional defense industries, the 
new IT companies carry none of the oft-cited structural burdens, enjoying (1) new facilities in dynamic 
locales, (2) a lean, high-tech work force motivated by market-based incentives and stock options, and (3) 
infusions of near state-of-the-art foreign technology, thanks to the irresistible siren song of China’s huge IT 
market, which encourages foreign companies to transfer cutting-edge technology for market access. 
However, the Chinese IT sector, backed by state R&D funding and national labs, has moved beyond the 
mere importation of Western technology to co-development with foreign firms and even indigenous 
development of near state-of-the-art technology. The result is significant levels of military access to cutting 
edge COTS information technology, fueling a C4I revolution in the armed forces. Moreover, these IT 
“national champions” are now aggressively pursuing markets abroad, particularly in the third world regions 
such as Africa that have been conspicuously avoided by Western firms.  
 
Vertice Two: The strong foundation under this industry, however, is the state research institute and R&D 
funding system. For defense-related work, these units include numbered research institutes under the China 
Electronic Technology Group Corporation (CETGC), the PLA General Staff Department, and other 
defense-industrial entities, funded with money from the Ministry of Science and Technology’s 863 
Program and other national S&T funding programs. While there is nothing unique about this 
technonationalist approach, which looks similar to programs in Japan and elsewhere, the state R&D 
funding acts as a subsidy to the commercial companies mentioned in Vertice One. 
 
Vertice Three: the People’s Liberation Army. Through this “digital triangle” system, the military supports 
the civilianization of military technical research, becoming an R&D partner and privileged consumer of 
products.  
 
The “digital triangle” dynamic is further facilitated by two critical technology trends: (1) the growing use 
of COTS (commercial-off-the-shelf) technology, such as computer network switches and routers, for 
military communications, which allows the PLA to directly benefit from the globally competitive output of 
China’s commercial IT companies; and (2) the rise of China as a locus for global fabless integrated circuit 
production, which potentially permits the PLA access to the advanced microelectronics that lay at the heart 
of modern military sensors and weapons systems. Of these two trends, COTS, particularly in 
telecommunications equipment, has provided the greatest early dividends to the PLA, as evidenced by the 
expansion of its fiber optic computer networks. Defense microelectronics, particularly military-specific 
components with no natural counterpart in the civilian economy, have advanced more slowly. At the same 
time, however, the increasing sophistication of China’s commercial semiconductor fabrication facilities 
(“fabs”) provide the base production capacity necessary for the military to implement design ideas in a 
secure, domestic environment. 
 
Conclusions and Implications 
 

• Integration with the global production and R&D chain has facilitated dramatic improvements in 
Chinese defense-industrial production and PLA modernization since the late 1990s; 
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• China’s emergence as the world’s IT workshop has played an important role 

in the PLA’s C4I revolution, particularly the elements of the C4I system that rely on COTS; 
• The C4I revolution has significant improved the Chinese military’s operational and 

communications security; 
• The integration of advanced IT into the PLA’s hybrid inventory of near-state-of-the-art and older 

systems is the heart of what the PLA calls “informatization,” which is a primary dynamic driving 
the central warfighting scenario of “local, high-tech wars under informationized conditions.” The 
most important possible “local, high-tech war under informationized conditions” is a military 
contingency involving Taiwan and U.S. military intervention.  

 
Panel  VI:   Discuss ion,  Quest ions  and Answers  

 
 HEARING COCHAIR BROOKES:   Thank you.   We ' l l  move on to  
ques t ions .   Cochai r  Wessel .  
 HEARING COCHAIR WESSEL:   Thank you to  a l l  of  you for  
be ing here  today.   We apprecia te  i t .   Some of  you we 've  seen before  
and we are  apprecia t ive  of  your  re turn  presence .  
 I  have  a  couple  of  ques t ions ,  and one  tha t  s t ruck me,  Mr.  Danis ,  
as  I  was  looking a t  your  char t  here  and remember ing SASAC's  
ac t iv i t ies  in  la te  fa l l  wi th  December ,  I  be l ieve  i t  was ,  in  the  d iscuss ion 
of  heavyweight  indust r ies ,  a  number  of  ac t iv i t ies  to  ensure  prominence  
of  China  in  a  number  of  developments ,  and a lso  the  recent  spate  of  
ar t ic les  on  the  r i se  of  pr iva te  equi ty  here  in  the  U.S.   SASAC, I  guess ,  
made a  $3  b i l l ion  inves tment  I  be l ieve  i t  was  in  Blacks tone  jus t  pr ior  
to  the  IPO.  
 I  know that  DoD par t ic ipates  in  the  CFIUS process  and the  
overa l l  analys is  of  leakage of  U.S.  technologies ,  e t  ce tera ,  in to  China .  
 Has  the  depar tment  or  o thers  in  the  process  looked a t  pr iva te  equi ty  
and how we might  be  going outs ide  of  the  CFIUS scope,  which is  a  
contro l l ing  s i tua t ion ,  where  there 's  a  contro l l ing  s take ,  and whether  
China  i s  now making s t ra tegic  inves tments  to  f i l l  the  gaps  where  gaps  
exis t  in  mi l i ta ry  moderniza t ion?   Has  tha t  been looked a t?  
 MR.  DANIS:   I t  has  been a  topic  tha t - - th is  i s  not  the  f i r s t  t ime 
the  Chinese  have done something l ike  th is .   Over  the  pas t  30  
something years ,  they have looked and have purchased U.S.  companies  
and some of  these  have  been more  content ious  than others ,  and i t ' s  not  
jus t  companies  in  the  Uni ted  Sta tes .  
 The Chinese  purchased in  Belarus  a  t ruck assembly fac i l i ty  for  
the i r  ba l l i s t ic  miss i le  programs.   But  your  ques t ion  i s  more  a long the  
l ines  of  the  funding,  capi ta l  funding,  as  a  means  of  going around th is  
process ,  and I  would  say  tha t  th is  i s  an  i ssue  tha t  i s  on  the  minds  of  
individuals  wi th in  the  U.S.  government  on working th is ,  and there  are  
some meet ings  tha t  a re  going to  occur  over  the  next  severa l  weeks  
deal ing wi th  how we are  working th is  process .  
 So i t ' s  a  re la t ive ly  new development ,  but  c lear ly  th is  i s  another  
way of  doing th ings ,  and there 's  a  lo t  of  weight  behind these  equi ty  
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f i rms,  so  yes .  
 HEARING COCHAIR WESSEL:   I  apprecia te  tha t .  As  those  
meet ings  take  p lace  and some unders tanding of  how bes t  to  proceed is  
put  in  p lace ,  we would  love  to  be  able  to  get  back to  you and others  in  
the  process  to  unders tand how we address  th is  new r ise  and China 's  
capi ta l iza t ion  and how they are  both  spreading the  weal th  and 
inves t ing  in  the i r  capabi l i t ies .  
 I t  br ings  me to  a  ques t ion  that ,  Dr .  Mulvenon,  you were  ra is ing,  
tha t  the i r  indust r ia l  capabi l i t ies  and the i r  mi l i ta ry  moderniza t ion  have  
rea l ly  grown in  tandem over  the  las t  s ix ,  e ight  years  wi th  the  dramat ic  
r i se  of  g lobal iza t ion .  
 What  ro le  has  the  dramat ic  sourc ing in  China  had,  do  you th ink,  
in  enhancing China 's  mi l i ta ry  capabi l i t ies?   What  e i ther  d i rec t  
re la t ionship  in  terms of  R&D development  or  leakage of  technologies ,  
p la t form in tegra t ion ,  indust r ia l  capaci ty ,  what  are  the  impl ica t ions  of  
tha t?   Are  we so  far  down the  road tha t  we 've  t ra ined them to  be  ISO-
9000 tha t  they are  able  to  apply  tha t  to  9001 and la ter  i te ra t ions?   
Have we crea ted  our  own problems here?  
 DR.  MULVENON:  I  would  jus t  make two dis t inc t ions  tha t  I  
th ink are  impor tant .   One is ,  as  I  sa id  before ,  there  are  aspects  of  the  
g lobal  revolut ion  of  mi l i ta ry  affa i rs  tha t  lean  towards  commercia l  off-
the-shel f ,  and when you look a t  those  areas ,  those  are  the  ones  in  
which China 's  economic  emergence  and the  dual -use  technology tha t  
involves  have  most  c lear ly  benef i ted  on the  mi l i ta ry  s ide  f rom the  
k inds  of  dynamics  we 've  seen.  
 There  i s  s t i l l ,  however ,  and these  are  of ten  the  sec tors  tha t  lag ,  
the  pure  mi l i ta ry ,  the  mi l i ta ry  spec  k ind of  product ion,  tha t  does  not  
have the  easy  spin-off  f rom the  commercia l  s ide ,  where  they have 
cont inued to  lag ,  and tha t ' s  an  area  where  we look a t  in  the  context  of  
economic  espionage and other  th ings .  
 At  the  same t ime,  we confront  a  very  d i f f icul t  pol icy  problem.   
From an expor t  cont ro l  perspect ive ,  the  China  case  i s  obviously  
s igni f icant ly  d i f ferent  than any we had ever  deal t  wi th  before .   The 
extent  of  Chinese  g lobal iza t ion  has  meant  tha t  i t ' s  been very  d i f f icul t  
for  us  to  put  regimes  in  p lace  tha t  i t  can  ac tual ly  fac i l i ta te  the  cont ro l  
of  the  impor tant  dual -use  expor ts  to  China .  
 I  th ink tha t  BIS '  recent  decis ion  about  the  ca tch-a l l  s t r ikes  a  n ice  
balance  between throwing the  baby out  wi th  the  bath  water  where  
f rankly  the  Europeans  and the  Japanese  and others  are  a lways  going to  
be  able  to  provide  a  lo t  of  the  technologies  on a  fas ter  sca le ,  but  
ident i fy ing the  dual -use  technologies  tha t  we know that  our  par tners  in  
Wassenaar  are  not  wi l l ing  to  help  us  protec t ,  and yet  crea t ing  enough 
of  a  ba lance  there  where  wi th  the  val ida ted  end-user  sys tem,  tha t  
there 's  both  carrot  and s t ick  i f  you want  to  engage in  dual -use  expor ts .  
 I  would  say  tha t  perhaps  the  most  impor tant  dynamic ,  though,  i s  



 

 

 
 
 
  

148  
the  fac t  tha t  i t ' s  not  the  technology tha t ' s  be ing 
t ransfer red;  i t ' s  the  product ion know-how.   And i t ' s  the  fac t  tha t  the  
coin  of  the  rea lm now on the  ground for  mul t ina t ional  corpora t ions  i s  
bui ld ing R&D labs  in  exchange for  market  access .   I t  g ives  them the  
tools .   I t ' s  the  o ld  adage about  ca tch a  f i sh  for  a  man or  teach him how 
to  f i sh .   I t ' s  one  of  those  s i tua t ions .  
 So I 'm less  concerned about  speci f ic  technologies  than I  am 
about  the  abi l i ty  to ,  in  fac t ,  move on and innovate  and develop and 
produce  th ings  a t  a  h igher  volume.  
 HEARING COCHAIR WESSEL:   A quick jus t  fo l low-up,  and i f  
we have t ime for  another  round I 'd  l ike  to  ask ,  wi th  the  crea t ion  of  an  
R&D faci l i ty  over  there ,  you don ' t  have  a  deemed expor t  problem;  
r ight?  
 DR.  MULVENON:  Right .  
 HEARING COCHAIR WESSEL:   I f  i t ' s  an  indigenous  R&D, 
unless  there 's  a  f low-through immedia te ly ,  meaning tha t ' s  not  subjec t  
to  expor t  cont ro l  i f  we crea te  a  ha l f  b i l l ion  dol lar  fac i l i ty  there ;  
correc t?  
 DR.  MULVENON:  I  th ink,  for  ins tance ,  Rockwel l  Col l ins  has  an  
R&D faci l i ty  in  Xi 'an .   And I  th ink tha t  they are  s t i l l  covered by the i r -
-because  i t ' s  Rockwel l  Col l ins ,  they are  s t i l l  covered by a l l  the  ITAR 
res t r ic t ions  and everything e lse  they would  have in  terms of  shar ing 
res t r ic ted  technology wi th  PRC nat ionals  tha t  would  be  working a t  tha t  
lab .  
 HEARING COCHAIR WESSEL:   Right .  
 DR.  MULVENON:  And they have to  be  very  careful  about  tha t .  
 HEARING COCHAIR WESSEL:   But  what  they develop there  i s  
not  covered by the  expor t  contro l?  
 DR.  MULVENON:  No,  i t ' s  not .  
 HEARING COCHAIR WESSEL:   Right .  
 DR.  MULVENON:  I t ' s  not  because  of  the  nature  of  the  
agreement .   I  would  say  one  o ther  th ing about  tha t  which i s  tha t  the  
former  rep  for  Rockwel l  Col l ins  sa id  to  me a t  one  point ,  he  sa id  every  
year  we have these  graduates  f rom R&D lab,  and he  says  and Huawei  
gets  the  top  ten  graduates  of  our  lab  every  year .   So i t ' s  not  tha t  we ' re  
ac tual ly  crea t ing  in te l lec tual  or  sc ient i f ic  capi ta l  by  having these  R&D 
labs  there .   In  fac t ,  what  we ' re  f inding i s  tha t  they are  a  mi l l  in  many 
cases  for  improving the  innovat ion of  domest ic  Chinese  nat ional  
champion companies .  
 HEARING COCHAIR WESSEL:   Thank you.  
 HEARING COCHAIR BROOKES:   Commiss ioner  Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Thank you a l l  
very  much.   Very  in teres t ing  tes t imony.   I  have ,  i f  I  can  sneak in  three  
ques t ions .   One is  t ry ing to  unders tand the  nature  of  th is  new dual -use  
defense  indust r ia l  s t ructure .  I f  you ' re  a  PLA procurement  or  
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acquis i t ion  off icer  nowadays ,  i f  you can sor t  of  pa in t  a  por t ra i t?  
 Can you go and you have a  requirement  to  go buy IT for  the  mi l i ta ry ,  
for  a  C4ISR program,  do you have the  opt ion to  go to  one  of  the  
commercia l  companies ,  whether  they be  Chinese  or  Uni ted  Sta tes  and 
f ind  the  bes t  va lue  and the  bes t  product ,  and then go forward and make 
tha t  purchase?  
 I s  i t  looking more  l ike  our  defense  requirements  and defense  
acquis i t ion?  
 DR.  MULVENON:  There  i s  the  equivalent  of  FedBizOpps in  
China  and you can ac tual ly  look a t  i t .   I t ' s  p lap .com on the  In ternet ,  
and i t ' s  a  fasc inat ing  Web s i te  because  i t ' s  a  procurement  por ta l  for  
non-mil i ta ry  re la ted  i tems tha t  the  Genera l  Logis t ics  Depar tment  wants  
to  procure ,  and you can look a t  tha t ,  and i t ' s  a l l ,  because  they have 
rea l ly  got ten  themselves  out  of  the  uni form-producing bus iness ,  the  
food-producing business ,  a l l  of  the  th ings  tha t  we ourse lves  have  
outsourced for  a  var ie ty  of  reasons .  
 But  they have re ta ined the  pure ly  mi l i ta ry  s ide ,  and I  would  say  
tha t  there 's  a  lo t  of  barr iers  to  ent ry  a lso  for  fore ign companies  in to  
tha t .   Cer ta in ly  I 've  been to  the  logis t ics  exhibi t ion  shows in  China  
and th ings  l ike  tha t .   One gets  the  impress ion tha t  i t ' s  an  open market ,  
but  when you scra tch  a  l i t t le  b i t ,  you f ind  tha t  a  lo t  of  these  so-cal led  
commercia l  companies  are  s taf fed  by,  in  fac t ,  former  genera l  logis t ics  
of f icers .   They have the  same sor t  of  perverse  sys tem that  we have 
here  in  tha t  sense .  
 VICE CHAIRMAN BLUMENTHAL:  So you cannot  jus t  go to  
Xi 'an  Aircraf t  and say can you make me 20 f ighter  a i rcraf ts  and then 
compete  i t  wi th  another  a i rcraf t  company? 
 DR.  MULVENON:  I  th ink there  would  be  a  spicy  Chinese  re tor t  
to  tha t  reques t ,  yes .  
 DR.  CHEUNG:  I  th ink the  mind-se t  i s  in  t rans i t ion  now wi th  
these  ef for ts  to  develop th is  dual -use  economy,  and we 're  beginning to  
see  these  ef for ts ,  especia l ly  down a t  the  second,  th i rd  and lower  t ie rs ,  
to  broaden the  defense  indust r ia l  base .   Before ,  up  unt i l  the  la te  1990s ,  
the  Chinese  leadership  sa id  the  defense- indust r ia l  complex remains  
essent ia l ly  compar tmenta l ized  f rom the  res t  of  the  economy,  but  tha t  
doesn ' t  work now because  of  g lobal iza t ion.  
 Both  external ly  and domest ica l ly  we need to  outsource  
increas ing par ts  of  the  lower  t ie rs  of  the  defense- indust r ia l  base .   So 
they now see  tha t  i t ' s  a  defense- indust r ia l  base .   There 's  only  a  smal l  
core  of  the  top  defense  indust r ia l  conglomerates ,  the  top  11,  but  they 
are  more  sys tems in tegra tors .   Below that ,  i t ' s  more  the  lower  t ie rs  of  
the  pyramid now are  increas ingly  embedded,  and they ' re  developing 
the  procurement  sys tems,  the  requirements  tha t  wi l l  increas ingly  a l low 
both  pr iva te  and semi-pr ivate  enterpr ises  to  take  p lace ,  but  we ' re  s t i l l  
in  the  very  ear ly  s tages .  
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 VICE CHAIRMAN BLUMENTHAL:  Pr ivate  
enterpr ises  to  provide  services  and goods  to  the  PLA? 
 DR.  CHEUNG:  Right .   Components  and service  and goods .  
 VICE CHAIRMAN BLUMENTHAL:  I 'd  l ike  very  much,  Dr .  
Mulvenon,  your  p ic ture  of  the  connect ive  t i ssue  of  how you take  an  A-
10 Warthog and make i t  in to  a  modern  p la t form.   What  we know about  
the  PLA off icer  who needs  to  ac tual ly  opera te  tha t  new equipment  and 
how able  they are  to  keep up wi th  some of  these  leapfrogging 
technologies?  
 DR.  MULVENON:  This  i s  an  absolute ly  essent ia l  problem that  
they have,  and they recognize  i t  expl ic i t ly ,  and i t ' s  d i rec t ly  l inked to  
the i r  a t tempts  to  develop a  rea l  non-commiss ioned off icer  corps  
because  they rea l ize  tha t  wi th in  tha t  non-commiss ioned off icer  corps ,  
you have to  have the  technical  NCOs,  you have to  have the  warrant  
of f icers ,  tha t  know how to  opera te  th is  modern  gear .  
 And they have had,  I  th ink,  some s igni f icant  successes  in  
re ta in ing personnel .   The  conscr ip t ion  ra tes  are  way down because  they 
don ' t  need to  cycle  as  many people  through the  sys tem.   They 've  done 
t remendous  amounts  in  te rms of  increas ing the  sa lar ies  and the  
s tandards  of  l iv ing of  these  people  to  make i t  more  a t t rac t ive  to  make a  
career  in  the  mi l i ta ry .  
 Obviously ,  the  s i ren  song of  the  economy is  very  powerful ;  the  
one-chi ld  pol icy  i s  a  b ig  deter rent  for  fami l ies  to  want  to  put  the i r  
chi ld  in  the  mi l i ta ry .   But  i t ' s  prec ise ly  those  people ,  tha t  non-
commiss ioned off icer  c lass ,  tha t  I  th ink i s  rea l ly  going to  be  the  
te l l ing  th ing about  whether  they can ac tual ly  mainta in  th is  equipment  
a t  the  level  to  which i t  opera tes  a t  maximum capaci ty .  
 VICE CHAIRMAN BLUMENTHAL:  Thanks .   I f  we have a  
second round,  I ' l l  have  a  ques t ion .  
 HEARING COCHAIR BROOKES:   Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 
you,  gent lemen.   Mr.  Danis ,  i t ' s  a lways  a  p leasure  to  hear  f rom you,  
and thank you to  both  of  our  o ther  wi tnesses  for  appear ing before  us  
today.  
 Commiss ioner  Fiedler  rea l ly  wanted to  be  here ,  but  he  has  a  
ser ious  i l lness  in  h is  family  and wasn ' t  able  to  a t tend.   So I  have  three  
ques t ions  tha t  he  would  l ike ,  and they ' re  for  Dr .  Mulvenon and Dr .  
Cheung,  and what  I 'd  l ike  to  suggest  i s  tha t  i f  we can jus t  g ive  them to  
you and perhaps  you could  answer  them in  wri t ing  because  they ' re  
qui te  technica l .  
 The f i rs t  one  i s  what  companies  does  Xinshidai ,  cont ro l led  by 
the  Genera l  Staf f  Depar tment  of  the  PLA,  own?    
 The second is  what  o ther  companies  does  the  PLA exerc ise  
substant ia l  inf luence  over  i f  they do not  own them? 
 And the  th i rd ,  i t  i s  my unders tanding that  the  PLA is  not  
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complete ly  out  of  bus iness .   What  companies  do  they s t i l l  own?  
And i f  you don ' t  mind,  i f  you can provide  some informat ion for  us .  
 I 'm going to  take  us  to  a  more  genera l  p lace .   I t ' s  jus t  rea l ly  k ind 
of  in teres t ing  l i s tening to  your  descr ip t ions  of  how the  Chinese  
government  i s  bui ld ing up i t s  defense  indust r ia l  base ,  and obviously  
i t ' s  got  a  very  s t rong manufactur ing base ,  a  commercia l  manufactur ing 
base ,  tha t  i t  can  exploi t  or  use  or  harness  or  however  we want  to  ca l l  
i t .   And meanwhi le ,  as  I  look a t  the  Uni ted  Sta tes  and see  what 's  
happening to  our  defense- indust r ia l  base ,  our  manufactur ing base ,  i t ' s  
rea l ly  qui te  a  s tar t l ing  contras t .  
 Have you have given any thought  to  tha t  k ind of  dynamic?   What  
are  your  own observat ions  about  the  Uni ted  Sta tes  and where  we are  in  
terms of  be ing able  to  meet  our  mi l i ta ry  needs?   And do you th ink tha t  
the  Chinese  are  embarking on a  path  tha t ' s  going to  be  d isadvantaging 
us?  
 DR.  MULVENON:  I  would  begin  by saying Jeff ' s  ques t ions  
don ' t  surpr ise  me.   I  wrote  my disser ta t ion  on PLA,  Incorpora ted  as  d id  
Tai .  
 CHAIRMAN BARTHOLOMEW:  Maybe jus t  send him a  copy of  
the  d isser ta t ion .  
 DR.  MULVENON:  He has  i t ,  I 'm sure .   Somebody bought  i t .   I  
don ' t  know who,  but - -  
 DR.  CHEUNG:  Some PLA companies .  
 DR.  MULVENON:  Yes ,  back in  the  day when he  was  doing the  
"Kick the  PLA Out  of  the  USA" campaign,  cer ta in ly  we ' re  par tners  in  
tha t .   But  c lear ly ,  we have two sys tems moving in  opposi te  d i rec t ions ,  
and the  people  who make the  Humvee may be  in  a  secure  pos i t ion  r ight  
now because  of  a l l  the  equipment  we have to  recapi ta l ize .  
 But  we ' re  in  a  very  d i f f icul t  procurement  s i tua t ion  for  domest ic  
defense- indust r ia l  base  because  there 's  jus t  too  many th ings  we need to  
buy that  are  too  expensive  wi th  f in i te  resources .  
 But  I  would  argue tha t  the  U.S.  defense- indust r ia l  base  could  
take  a  lesson from the  Chinese  in  the  fo l lowing sense ,  tha t  the  Chinese  
have done a  bet ter  job ,  in  my view,  of  in tegra t ing  in to  the  non-mil i ta ry  
economy and not  s imply  arguing tha t  there  needed to  be  cont inued 
defense- indust r ia l  procurement  a t  a  h igh level ,  and have found a  way 
to  adapt  in to  the  commercia l  economy,  and I  don ' t  see  the  same sor t  of  
n imbleness  on the  U.S.  s ide  because  the  Chinese  defense- indust r ia l  
base  went  through a  very  long painful  per iod where  there  wasn ' t  
s igni f icant  procurement ,  but  they were  s t i l l  expected  on the  o ther  s ide  
of  tha t  to  develop the  next  genera t ion  of  sys tems,  and so  they engaged 
in  some economic  behavior  for  awhi le  tha t  d idn ' t  seem to  be  consonant  
wi th  defense- indust r ia l  product ion,  but  on  the  o ther  s ide ,  they ended 
up pul l ing  i t  out .  
 CHAIRMAN BARTHOLOMEW:  Dr .  Mulvenon,  do you see  that  



 

 

 
 
 
  

152  
as  a  faul t  on  the  par t  of  the  U.S.  government?  
 DR.  MULVENON:  I t ' s  not  a  faul t  of  the  U.S.  government .   U.S.  
defense  indust r ia l  companies  have  to  opera te  in  a  market  environment .  
 CHAIRMAN BARTHOLOMEW:  Right .  
 DR.  MULVENON:  And when your  cus tomer  doesn ' t  have the  
money that  they sa id  they were  going to  have  to  buy what  they sa id  
they were  going to  buy,  you have to  adapt .   And you s imply  can ' t  say  
tha t  you ' re  jus t  going to  wai t  unt i l  the  cus tomer  has  the  money again .   
And some of  the  U.S.  defense- indust r ia l  base  has  not  done a  very  good 
job of  adapt ing to  tha t .  
 The only  advantage  in  our  sys tem is  tha t  there  can be  market  
exi t .   The  major  problem in  the  Chinese  case  was  i t  was  pol i t ica l ly  
unfeas ib le  for  there  to  be  bankruptcy,  for  any market  exi t ,  for  anybody 
to  ac tual ly  be  jus t  dr iven under  by economic  rea l i t ies ,  and for  a  long 
t ime the  subs id ies  tha t  they to  spent  in  order  to  mainta in  those  
indust r ies  were  debi l i ta t ing .  
 But  now that  the i r  economy is  booming a t  such a  h igh ra te ,  they 
can now afford  to  p ick  up that  check again .  
 DR.  CHEUNG:  I  would  l ike  to  point  out  tha t  I  th ink for  the  
Chinese ,  the  bes t  indust r ia l  and economic  paradigm that  they ' re  
looking a t  i s  not  the  U.S. ,  but  Japan.   For  Japan,  Japan has  very  much 
of  a  very  in tegra ted  c iv i l -mi l i ta ry  economy,  and they a lso  have a  very  
s t rong indust r ia l  manufactur ing base ,  and what  the  Chinese  want  to  do 
i s  have  an  economy that  i s  as  in tegra ted  on the  dual -use  s ide  as  Japan,  
but  on  a  sca le  the  s ize  of  the  U.S. ,  and I  th ink tha t  tha t  i s  what  they 
see  as  to  be  what  they would  want  to  a im for  over  the  long term.  
 And,  of  course ,  the  Japanese ,  the  ro le  of  the  s ta te  and the  more  
res t r ic ted  p lace  of  the  market  he lps  them to  be  able  to  keep a  lo t  of  
the i r  core  manufactur ing capabi l i t ies  despi te  g lobal iza t ion .  
 DR.  MULVENON:  Right .   The Chinese  would  ra ther  look l ike  
Mitsubishi -heavy than Genera l  Dynamics  or  Nor throp Grumman.  
 CHAIRMAN BARTHOLOMEW:  Mr.  Danis ,  anything you 'd  l ike  
to  add?   Anything you can add?  
 MR.  DANIS:   I  th ink that  the  Chinese  by having a  redundancy in  
a  number  of  ent i t ies  are  able  to  come up wi th  an  answer  to  the i r  
problems.   They compete  agains t  each other ,  but  they a lso  work 
together  on  var ious  problems to  solve  them.  
 I  th ink one  of  the  smar tes t  th ings  tha t  the  Chinese  have  done has  
been to  focus  on us ing dual -use  technology as  not  the  panacea  for  a l l  
the i r  problems,  but  they don ' t  focus  on i t  necessar i ly  having to  be  mi l  
spec  to  meet  the i r  requi rements ,  and,  for  example ,  i f  you have a  cruise  
miss i le ,  you ' re  going to  f i re  i t  once ,  so  whether  i t  has  to  perform,  a  
cer ta in  sh ip  has  to  perform a t  mi l  spec  speci f ica t ions  for  a  per iod of  
t ime,  i t ' s  not  a  fac tor  for  them.  
 What  I 'm t ry ing to  ge t  a t  i s  tha t  I  be l ieve  they are  a  lo t  more  
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f lexible  in  adapt ing to  the  technology tha t ' s  out  there .   I t ' s  
not  a  ques t ion of  how many manufacturers  in  the  Uni ted  Sta tes  do we 
have for  these  th ings .   I t ' s  more  a long the  l ines ,  a t  leas t  in  my opinion 
is ,  how f lexible  can we be  to  updat ing these  sys tems because  the  
technology revolut ion  jus t  cont inues  to  accelera te  par t icular ly  in  the  
informat ion indust ry .  
 CHAIRMAN BARTHOLOMEW:  Thanks .   Mr.  Danis ,  the  
ques t ions  tha t  I  asked of  the  two other  wi tnesses ,  i f  there 's  any 
informat ion tha t  you can provide ,  again ,  we ' l l  provide  the  wri t ten  
ques t ions  for  the  record .  
 MR.  DANIS:   Oh,  absolute ly .  
 CHAIRMAN BARTHOLOMEW:  Great .   Thank you.  
 MR.  DANIS:   Wil l  do .  
 CHAIRMAN BARTHOLOMEW:  Thank you,  gent lemen.  
 HEARING COCHAIR BROOKES:   Thank you.   Commiss ioner  
Wortze l .  
 COMMISSIONER WORTZEL:   Thank you very  much for  being 
here .   You guys  have a lways  done a  wonderful  job  over  the  years  I 've  
known you and you did  a  great  job  tes t i fy ing today and addressed a l l  
the  ques t ions  we had in  a  rea l ly  re levant  way.  
 Dr .  Mulvenon,  Dr .  Cheung,  would  you agree  wi th  Mr.  Danis '  
charac ter iza t ion  tha t  there  exis ts  a  s t ruc ture  in  the  Chinese  government  
to  provide  for  cent ra l  d i rec t ion  and coordinat ion  in  indust ry  to  provide  
for  th is  defense  product ion,  and i f  so ,  where  i s  i t  most  ef fec t ive?  
 And then th is  i s  k ind of  a  re la ted  ques t ion .   Tai  Ming,  on  page 
four  and f ive  of  your  wri t ten  tes t imony,  you l i s t  f ive  means  tha t  the  
Chinese  defense  indust r ies  use  to  access  and t ransfer  or  br ing  in  
fore ign technologies .  
 Do you th ink i t  would  be  reasonable  to  increase  tha t  to  seven 
because  Dr .  Mulvenon ment ioned two that  you didn ' t ,  and one,  of  
course ,  i s  espionage and the  o ther  i s  jus t  f la t  thef t  of  technology and 
in te l lec tual  proper ty ,  and can any of  you comment  on the  degree  to  
which th is  cent ra l ly  contro l led  s t ructure ,  i f  you agree  there  i s  one ,  can  
d i rec t  tha t  espionage or  thef t  of  an  in te l lec tual  proper ty?  
 DR.  MULVENON:  As tempt ing as  i t  i s  to  v iew China  as  a  
monol i th ,  as  tempt ing as  i t  i s  to  v iew the  Chinese  as  some faceless  guy 
s t roking a  whi te  Pers ian  ca t  in  h is  lap  in  h is  f loa t ing  volcano is land 
headquar ters ,  you don ' t  have  to  scra tch  very  deep in  China  to  f ind  tha t  
the  s i tua t ion  i s  much more  compl ica ted ,  and in  my view much more  
d i f f icul t  to  deal  wi th .   The monol i th  i s  ac tual ly  the  easy  scenar io  to  
deal  wi th  because  i t ' s  jus t  ins id ious  and sor t  of  re lent less  and 
everything e lse .  
 In  fac t ,  the  defense- indust r ia l  pol icy  s ide  and the  procurement  
s ide  i s  reple te  wi th  d i f f icul t  compromises  between organiza t ions  wi th  
over lapping span of  control .   There  cont inues  ten  years  la ter ,  in  my 
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view,  to  be  s igni f icant  amount  of  ambigui ty  about  the  re la t ive  
ro les  and miss ions  of  COSTIND versus  the  Genera l  Armaments  
Depar tment .  
 When you ta lk  to  people  in  tha t  sys tem,  they ' l l  te l l  you tha t  the  
only  way that  those  th ings  get  sor ted  out  i s  through personal i t ies .   
That  there  are  commit tees  tha t  a re  s taf fed  by mixtures  of  both ,  and 
there  are  long- t ime people  in  the  f ie ld  who jus t  sor t  of  kni t  together  
in teragency compromises .   That  there 's  rea l ly  no  c lear  ins t i tu t ional  or  
formal  org  char t  way of  so lv ing these  problems,  tha t  i t  of ten  becomes 
very  informal ,  which i s  a  s tory  tha t  we hear  a l l  the  t ime in  China ,  and 
i t  r ings  very  t rue .  
 On the  d i rec t ion  and procurement  s ide ,  again ,  what  I  th ink the  
evidence  sugges ts  i s ,  in  fac t ,  cent ra l  d i rec t ion  in  terms of  h igh- level  
goals  but  decentra l ized  implementa t ion  and execut ion in  order  to  take  
advantage  of  mul t ip le  avenues .   Cer ta in ly ,  in  my exper ience ,  I 've  seen 
many,  many ins t i tu tes  spending an  awful  lo t  of  t ime tear ing each 
other 's  throats  out ,  compet ing over  access  to  var ious  th ings .  
 I f  i t  was  a  monol i th ,  we would  not  see  tha t  because  tha t ' s  wasted  
ef for t ,  tha t ' s  ineff ic ient ,  but  ins tead you have a  sys tem at  the  lower  
levels ,  where  I  a rgue  tha t  people  are  g iven a  lo t  of  open f ie ld  running 
to  be  able  to  get  th is  s tuf f ,  and par t  of  what  they descr ibe  as  
compet i t ion  i s  p i t t ing  ins t i tu tes  and fac tor ies  and other  defense  
indust r ia l  ent i t ies  agains t  one  another  to  t ry  and come up wi th  who can 
get  i t  fas ter ,  cheaper ,  be t ter .  
 So  I  th ink there  i s  s t i l l ,  of  course ,  s ta te  level  d i rec t ion ,  market  
t i l t ing ,  i t ' s  not  a  pure  market ,  but  tha t  what  has  changed is  the  
breakdowns of  some of  the  s tovepipes  and the  abi l i ty  to  ac tual ly  have  
more  compet i t ion  hor izonta l ly  both  in  acquis i t ion  and product ion.  
 DR.  CHEUNG:  Mr.  Wortzel ,  up  unt i l  the  la te  1990s ,  one  of  the ,  
perhaps  the  pr incipal  reason why the  defense- indust r ia l  complex in  
China  was  s tagnat ing was  because  i t  was  a  Sovie t -s ty le  command 
sys tem where  COSTIND had a  very  negat ive  ro le  in  terms of  i t s  
overwhelming dominance  of  a l l  the  processes ,  and the  Chinese  
recognized tha t ,  and they sa id  we have to  move away f rom that  model ,  
and so  as  James  has  pointed  out ,  especia l ly  s ince  the  1998 s t ructura l  
reforms,  there 's  been th is  ef for t  to  move COSTIND back f rom being 
such an  involved ro le  in  looking a t  every  dai ly  aspect  of  the  
management  of  the  defense- indust r ia l  process  and to  make them jus t  
more  of  a  coordinator .  
 The ro le  of  COSTIND now is  fundamenta l ly  d i f ferent .   They ' re  
not  involved in  everyday decis ions .   In  the  pas t ,  for  example ,  when an  
R&D ins t i tu te  d id  the i r  R&D, and they decided,  wel l ,  and they reached 
a  s tage  where  the  p lans  had to  be  put  in to  product ion,  they couldn ' t  
se lec t  which of  the  product ion enterpr ises  tha t  they would  produce .  
They would  have to  go up to  COSTIND and COSTIND then would 
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se lec t  which organiza t ion .  
 So there  was  a  lo t  of  th is  compar tmenta l iza t ion ,  and the  Chinese  
recognized tha t  th is  doesn ' t  work,  and so  now they 've  sa id  COSTIND 
has  to  move back and the i r  ro le  i s  to  make regula t ions  and make s l ight  
guidel ines  and does  long- term planning.   But  you a l low the  
conglomerates  and a lso  the  Genera l  Arms Depar tment ,  a l low the  PLA 
to  p lay  a  more  cus tomer-or iented  ro le  to  def ine  what  the  PLA wants ,  e t  
ce tera ,  and th is  i s  the  sys tem that  they ' re  t ry ing to  implement  now.  
St i l l  have  a  long way to  go,  but  we ' re  see ing tha t .  I t ' s  l ike  tha t  th is  
decent ra l iza t ion  i s  very  impor tant .  
 One area  where  they are  cent ra l iz ing,  which i s  very  impor tant ,  i s  
in  te rms of  def in ing these  l ike  the  defense  procurement  sys tem and  
def in ing s tandards ,  s tandardiza t ion ,  which was  not  there  in  the  pas t ,  
and th is  i s  where  they are  t ry ing to  focus  on tha t  because  as  weapon 
sys tems become increas ingly  more  compl ica ted ,  as  you have  a l l  these  
d i f ferent  components ,  you need a  very  cent ra l ized  regula tory  and 
s tandardiza t ion  pol icy  to  be  able  to  mainta in  qual i ty  cont ro l ,  e t  ce tera ,  
and that ' s  where  they ' re  focusing.  
 So th is  i s  where  you see  a  lo t  of  the  major  changes ,  especia l ly  
now and in  the  p ipel ine .  This  i s  where  the  Chinese  get  i t  and so  we are  
see ing th is  t rans la ted  in to  some of  the  successes  tha t  a re  taking p lace  
in  product ion now.  
 MR.  DANIS:   I  was  looking a t  your  ques t ion ,  which was  i s  there  
a  s t ruc ture  to  d i rec t  and coordinate  the i r  procurement ,  and my answer  
i s  yes .   You have severa l  d i f ferent  organiza t ions  wi th in  the  Chinese  
government  tha t  a re  responsible  for  enact ing  cer ta in  components  of  
th is  procurement  process .   I  take  the  points  tha t  have  been made by 
both  my col leagues  for  whom I  have  grea t  respect .   I  th ink they k ind of  
incorpora te .   Those  points  are  par t  of  th is  process  though.   In  terms of  
get t ing  th ings  done,  i t ' s  who you know.   But  tha t ' s  no  d i f ferent  than 
how i t  i s  here  in  the  Uni ted  Sta tes  as  wel l  in  te rms of  making th ings  
happen.  
 You may have var ious  s t ructures  tha t  a re  se t  up  in  p lace ,  and 
these  are  the  responsibi l i t ies ,  but  when a l l  i s  sa id  and done,  i t ' s  a  
ques t ion of  who do you know and can you work wi th  th is  individual  in  
ge t t ing  th ings  accompl ished?  
 As  to  the  formal  s t ruc ture ,  the  Genera l  Armaments  Depar tment  i s  
supposed to  lay  out  here  i s  our  requirement  for  a  weapon sys tem.   They 
have,  and I  don ' t  know why th is  organizat ion  was  put  underneath  the  
Genera l  Armaments  Depar tment ,  but  the  China  Defense  Science  and 
Technology Informat ion Center .   They know who 's  got  the  technology 
around the  wor ld  to  get  the  components  tha t  may be  required  for  
var ious  weapon sys tems.  
 I  thought  i t  worked re la t ive ly  wel l  when i t  was  under  COSTIND.  
 COSTIND is  the  organizat ion  tha t  i s  supposed to  determine  who do I  
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have wi th in  our  indust r ia l  s t ruc ture  tha t  can  meet  these  
requirements?   And they are  supposed to  a lso  take  a  look a t  what  i s  the  
product ion f low that ' s  going on there  now.   Are  they over tasked?   They 
don ' t  d i rec t  i t ,  but  they ' re  supposed to  know who is  responsible  for ,  
who has  th is  capabi l i ty  of  doing tha t .  
 You 've  got  the  Nat ional  Reform and Development  Commiss ion,  
which has  a  much greater  ro le  in  th is  process  than most  people  th ink.   
There  was  a  le t te r  tha t  was  publ ished las t  year .   I t ' s  ca l led  Let ter  No.  
30 f rom the  Sta te  Counci l  which was  d i rec t ing  the  Genera l  Armaments  
Depar tment  and the  var ious  o ther  minis t r ies  and organiza t ions  wi th in  
China 's  government  s t ructure  to  do cer ta in  tasks  associa ted  wi th  the  
Nat ional  S&T Long-Term Plan,  which inc ludes  i tems regarding 
nat ional  defense .  
 I t  spel l s  out  in  th is  ef for t  here  who is  responsible  for  i t .   They 
l i s t  here 's  the  lead  depar tment ,  here  are  the  documents  tha t  we want  
you to  ascr ibe  to ,  or  here  are  the  par t ic ipa t ing  depar tments  in  th is  
program,  here 's  the  t ime f rame we want  to  have  th is  th ing completed ,  
and who is  the  individual  tha t  we can go to  on th is  topic  to  make sure  
tha t  i t ' s  been accompl ished.   And a lmost  a l l  of  these  in  te rms of  the  
responsible  individual  are  individuals  f rom the  Nat ional  Reform and 
Development  Commiss ion.  
 And I  only  want  to  make one point  on  th is ,  i s  tha t  I  was  looking 
a t  one  of  the  requirements  tha t  was  g iven to  an  individual  f rom the  
NRDC to  fo l low through on,  and there 's  v ideo f rom approximate ly  s ix  
months  ago where  the  very  i tem that  she  was  tasked to  be  working on,  
she 's  br ief ing  to  the  people .  
 So there  i s  a  s t ructure  for  th is  sys tem here .   I t ' s  far  f rom perfec t ,  
and i t ' s  far  f rom being ef f ic ient ,  but  there  i s  a  s t ruc ture  in  p lace ,  and i t  
works .  
 HEARING COCHAIR BROOKES:   Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  I 'd  l ike  to  thank a l l  of  you for  
be ing here  th is  morning a lso .   You 've  rea l ly  got ten  in to  the  weeds  and 
the  deta i l s  of  China 's  defense  s t ructure ,  and i t ' s  been very ,  very  
helpful  for  us ,  so  I  apprecia te  tha t  very  much.  
 Mr.  Danis ,  you ta lked about  the  pr iva te  inves tment ,  tha t  they 
were  s tar t ing  to  take  the  SOEs in to  a  pr ivate  inves tment  scenar io .   And 
one of  the  th ings  we a lways  hear  i s  the  word "hybr id ,"  and "dual"  jus t  
keeps  coming up in  everything.   I t  k ind of  seems to  be  sor t  of  the i r  
new black is  to  make everything dual .  
 I  have  three  ques t ions  based on tha t ,  jus t  to  ge t  a  be t ter  handle  
on exact ly  where  they ' re  going wi th  th is  pr iva te  inves tment .   I s  the  
inves tment ,  the  pr iva te  inves tment ,  inc luding the  fore ign and domest ic ,  
in to  these  hybr id  companies ,  i s  i t  going in to  the  c iv i l  s ide  or  i s  going 
in to  the  mi l i ta ry  s ide?   And would  they be  leveraging the  capi ta l  they 
get  f rom having inves tors  on  the i r  c iv i l  s ide  to  buck up what  they ' re  
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doing on the  mi l i ta ry  s ide?  
 Two,  I 'm cur ious  what  the  level  of  U.S.  in teres t  i s  in  jo in t  
ventur ing in  these  SOEs and i f  there  are  any companies ,  any U.S.  
mul t ina t ionals  or  domest ic  companies ,  tha t  a re  involved in  i t  a l ready?  
And a lso ,  one  of  the  th ings  we 've  heard  a  lo t  about  are  the  exclus ions ,  
tha t  there  are  cer ta in  indust r ies ,  especia l ly  in  the  mi l i ta ry ,  where  
China  i s  de termined to  keep i t  in  the i r  own cour t ,  and what  exclus ions ,  
what  par t icular  exclus ions  there  would  be  to  th is  pol icy  of  inves t ing  in  
these  companies?  
 MR.  DANIS:   I ' l l  t ry  to  handle  a l l  three  of  these  fa i r ly  quickly ,  
jus t  in  the  in teres t  of  t ime.   With  regard  to  fore ign inves tment  in  these  
organiza t ions ,  the  Chinese  have  a l lowed fore ign inves tment  in  s ta te-
owned enterpr ises  for  a  number  of  years  now.  
 With  regard  to  the  top  ten ,  i f  you wi l l ,  tha t  i s  an  i ssue  tha t  i s  
s t i l l  under  debate .   The top  ten  large  s ta te-owned enterpr ises  are  the  
mi l i ta ry- indust r ia l  complex or  11  or  12  or  whatever  you want  to  ca l l  i t .  
 But  when i t  comes to  a  number  of  the  smal l  and medium-sized s ta te-
owned enterpr ises ,  the  money tha t  i s  inves ted  in to  these  ent i t ies  i s  
capi ta l  tha t  i s  supposed to  be  used for  whatever .   I t ' s  the  money for  the  
s tock;  th is  money is  now avai lable  to  the  company to  be  used as  they 
need to  to  meet  the i r  goals .  
 Vir tua l ly  everything tha t  needs  to  be  done wi th in  China 's  
mi l i ta ry- indust r ia l  complex i s  going to  be  in  the  area  of  the  indust r ia l ,  
the  product ion base  and the  R&D base .   That  i s  a l l  technology for  the  
most  par t  i t ' s  dual -use  technology.   There  may be  some i tems tha t  a re  
on  the  muni t ions  l i s t  tha t  a re  mi l i tary  commodi t ies ,  but  for  the  most  
par t ,  i t ' s  dual -use  technology and i t ' s  a  ques t ion  of  applying for  expor t  
l icenses  i f  i t ' s  expor t  contro l led  or  not  in  obta in ing tha t .  
 But  wi thout  a  doubt ,  i f  there  i s  a  mi l i ta ry  appl ica t ion  for  tha t  
commodi ty  and i f  the  Chinese  need to  use  i t  for  tha t  commodi ty ,  tha t ' s  
indeed where  i t  goes .   I t  i s  used for  tha t  purpose .  
 With  regard  to  the  level  of  U.S.  in teres ts  in  s ta te-owned 
enterpr ises ,  over  a  number  of  years ,  the  U.S.  has  indeed es tabl ished a  
number  of  jo in t  ventures  wi th  Chinese  f i rms to  produce  cer ta in  i tems.   
For  example ,  Motorola 's  la rge--ac tual ly  Motorola  i s  probably  not  a  
good example .   There  are  a  number  of  going concerns  there  where  
these  companies  are  producing var ious  th ings  for  U.S.  manufacturers .  
 I  don ' t  see  tha t  th is  i s  rea l ly  changing a l l  tha t  much in  terms of  
them inves t ing  in to  these  s ta te-owned enterpr ises .   I  th ink i t  would  
a l low them to  have  a  be t ter  handle- - fore ign ent i t ies- -a  l i t t le  b i t  be t ter  
handle  on the  qual i ty  of  the  workmanship  tha t  comes out ,  but  i t ' s  
ac tual ly  improved considerably  in  tha t  a rea .  
 F inal ly ,  in  the  area  of  exclus ions ,  i t ' s  rea l ly  what  the  Chinese  
determined are  areas  tha t  they wouldn ' t  want  us  to  be  involved in .   I  
would  say  tha t  anything tha t ' s  in  the  area  of  a  sens i t ive  technology,  
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and perhaps  a  new f ighter  program,  laser  weapons ,  radars ,  
anything in  the  area  where  there 's  a  d i rec t  mi l i ta ry  appl ica t ion  of  th is  
commodi ty ,  would  be  areas  where  they would  be  loa the  to  want  to  have  
inves tment  in  tha t  unless  they absolute ly  had to .  
 COMMISSIONER HOUSTON:  Do e i ther  of  you have anything 
you wanted to  contr ibute?  
 DR.  CHEUNG:  I ' l l  make a  comment  about  the  ro le  of  the  
Chinese  defense  conglomerates  and the i r  e f for ts  to  ra ise  pr ivate  
inves tment .   When we look a t  Chinese  defense- indust r ia l  
conglomerates ,  when you 're  ta lk ing about  the  top  ten ,  11 ,  we should  
know that  the  major i ty  of  the i r  output  i s  ac tual ly  c iv i l ian .   They went  
through th is  process  of  defense  convers ion,  and up about  70 to  80 
percent  of  the i r  output  i s  ac tual ly  c iv i l ian .  
 What  they ' re  t ry ing to  do wi th  those  70 to  80 percent  of  the i r  
c iv i l ian  product ion  i s  to  reorganize  them in to  essent ia l ly  a  c iv i l ian  
por t ion  of  th is  defense  conglomerate  and a l low them to  be  l i s ted  on 
Chinese  and a lso  the  Hong Kong s tock markets ,  and that ' s  what  they 've  
been doing for  the  las t  f ive  years  or  so ,  and then to  reorganize  the  
cr i t ica l  mi l i ta ry  components  in to  l ike  a  core  in ternal  corpora t ion  
wi th in  the  overa l l  conglomerate  and tha t  i s  not  a l lowed to  be  for  
fore ign or  pr ivate  inves tment ,  and so  tha t  i s  what  they are  doing.  
 In  te rms a lso  of  the  ro le  tha t  fore ign inves tors  p lay ,  Mr.  Danis  
has  pointed  out ,  yes ,  tha t  the  Chinese  have  these  key s t ra tegic  
indust r ies  which they don ' t  a l low fore ign inves tment .   One in teres t ing  
area ,  though,  i s  in  terms of  Sino-Russ ian  coopera t ion ,  especia l ly  on 
the  defense  s ide ,  and I  th ink over  the  long- term,  in  par t icular  wi th  the  
ef for ts  to  have  jo in t  development  projec ts ,  tha t  the  Chinese  are  being 
wooed by the  Russ ians  to  inves t  in  a  lo t  of  the i r  defense  projec ts ,  the i r  
long- term defense  projec ts ,  and the  Russ ians  in  terms of  the i r  f i f th  
genera t ion  f ighter  a i rcraf t  and some of  the i r  o ther  areas ,  they would  
l ike  to  have  Chinese  defense  inves tment .  
 And so  tha t  i s  one  area  tha t  I  th ink that  we should  pay a  lo t  of  
a t tent ion  to  where  the  Chinese  money is  going.   I t ' s  not  as  much going 
to  the  U.S.  or  to  the  West ,  but  i t ' s  to  Russ ia  and these  o ther  countr ies  
tha t  a re  much more  eager  to  have  th is  Chinese  s ta te  or  pr iva te  money 
in  tha t  a rea .  
 COMMISSIONER HOUSTON:  Thank you very  much.   
Apprecia te  i t .  
 HEARING COCHAIR BROOKES:   Commiss ioner  Wessel ,  do  you 
have another  addi t ional  ques t ion  and then we ' l l  wrap up th is  panel?  
 HEARING COCHAIR WESSEL:   I  have  many,  but  I  wi l l  ask  only  
one  a t  th is  point .   Mr.  Danis ,  we 've  now seen I  guess  Congress  passed 
ear l ie r  th is  week revis ions  to  the  CFIUS s ta tu te .   My recol lec t ion ,  and 
Commiss ioner  Wortze l  can  correc t  me s ince  I  be l ieve  he 's  done some 
work on th is  in  the  pas t ,  as  we 've  looked a t  expor t  contro ls ,  the  
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resources  avai lable  for  end-use  ver i f ica t ion  are  somewhat  
l imi ted .    
 What  do we do on CFIUS on post - t ransact ion reviews?   Do we 
have  the  resources  necessary  to  determine whether  the  SSAs,  NSAs and 
other  components  of  these  agreements  tha t  a re  somet imes  reached are  
being adequate ly  handled over  t ime?  
 MR.  DANIS:   Cer ta in  cases  receive  fo l low-up scrut iny to  ensure  
tha t  cer ta in  condi t ions  are  be ing carr ied  out .   Most  of  the  cases  tha t  we 
look a t ,  the  threshold  of  concern  to  begin  wi th  i s  not  h igh.   So I  would  
say  tha t  some of  these ,  th is  i s  probably  an  area  tha t  we need to  be  
spending more  a t tent ion  to  a t  leas t  for  those  tha t  a re  medium or  h igh 
r i sk  but  then get  approved.  
 I 'm not  an  individual  to  ta lk  to  about  resources  for  tha t ,  but  I  
would  s imply  say  tha t  we are  present ly  chal lenged in  meet ing the  
increased number  of  cases  tha t  have  occurred  as  a  resul t  of  these  
revis ions  in  the  pas t  s ince  Dubai  Por ts  case .  
 HEARING COCHAIR WESSEL:   Great .   Okay.   Thank you.  
 HEARING COCHAIR BROOKES:   Thank you very  much,  
gent lemen.   Apprecia te  your  t ime and shar ing your  thoughts  wi th  us  
today.    
 Do you want  to  take  a  shor t  break,  Mike?   Let ' s  take  a  f ive  
minute  break and then we ' l l  proceed wi th  the  f ina l  panel .  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL VII:   CHINA AND THE U.S.  DEFENSE INDUSTRIAL 
BASE:  U.S.  NATIONAL SECURITY AND FORCE READINESS 

 
 HEARING COCHAIR WESSEL:   Our  f inal  panel  today wi l l  
examine the  wel l -being in  the  U.S.  indust r ia l  base  f rom an American 
indust ry  perspect ive .   We have two gues t  wi tnesses  th is  morning who 
we apprecia te  be ing here .    
 Mr .  Owen Herrns tadt  i s  the  Direc tor  of  Trade  and Global iza t ion  
of  the  In ternat ional  Associa t ion  of  Machinis ts  and Aerospace  Workers .  
 He researches  and wri tes  on  labor  law and the  ef fec ts  of  t rade  pol ic ies  
and global iza t ion  on American businesses  and workers .  
 Bi l l  Hawkins  i s  a  Senior  Fel low at  the  U.S.  Business  and 
Indust ry  Counci l .   He is  current ly  contr ibut ing  to  a  repor t  on  the  wel l -
being of  the  U.S.  defense- indust r ia l  base ,  and tha t  repor t  i s  expected  
to  be  completed  in  the  near  fu ture .  
 Let  me remind our  wi tnesses  tha t  opening remarks  should  be  
l imi ted  to  about  seven minutes  or  so ,  but  tha t  your  ent i re  prepared 
comments  wi l l  be  inser ted  in to  the  record ,  and then we wi l l  proceed 
wi th  ques t ions  f rom the  commiss ioners .  
 I 'd  a lso  l ike  to  thank in  addi t ion  to  your  being here  today the  two 
s taf fers  who spent  a  subs tant ia l  amount  of  t ime and ef for t  in  put t ing  
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together  these  two days  of  hear ings ,  Shannon Knight  and 
Marta  McLel lan .   I t ' s  been grea t  so  far  and we look forward to  your  
presenta t ions .   Mr.  Herrns tadt ,  i f  you could  begin .  
 

STATEMENT OF MR. OWEN E.  HERRNSTADT  
DIRECTOR, TRADE & GLOBALIZATION 

INTERNATIONAL ASSOCIATION OF MACHINISTS & 
AEROSPACE WORKERS,  UPPER MARLBORO, MARYLAND 

 
 MR.  HERRNSTADT:  Thank you.   Thank you,  Commiss ioner  
Wessel .   The  In ternat ional  Associat ion  of  Machinis ts  and Aerospace  
Workers  ( IAM) represents  severa l  hundred thousand workers  in  a  
var ie ty  of  indust r ies  throughout  Nor th  America ,  inc luding indust r ies  
l ike  shipbui ld ing and repai r ,  of  course ,  aerospace ,  defense ,  
t ranspor ta t ion ,  woodworking,  and many,  many others .  
 IAM members  work for  both  pr ime and sub- t ier  contrac tors  
producing,  manufactur ing,  assembl ing,  servic ing and mainta in ing a  
wide  var ie ty  of  sys tems and products  d i rec t ly  and indi rec t ly  re la ted  to  
the  defense  indust ry .   In  fac t ,  our  members  have  helped bui ld  and 
contr ibuted  to  some of  the  most  successful  defense  companies  in  the  
wor ld .  
 In  addi t ion  to  bas ic  concerns  for  our  nat ion 's  secur i ty ,  the  IAM 
has  a  ves ted  in teres t  in  ensur ing tha t  the  U.S.  defense- indust r ia l  base  
i s  v ibrant  and robust  now and wel l  in to  the  fu ture .   Given our  
members '  unique  pos i t ion  as  an  essent ia l  and indispensable  par t  of  the  
U.S.  defense  indust ry ,  our  cont inued warnings  of  the  demise  of  the  
U.S.  manufactur ing base ,  inc luding the  defense  manufactur ing base ,  
and deep concerns  over  China 's  mass ive  growth in  manufactur ing in  
genera l ,  we are  honored to  appear  before  you today.  
 In  order  to  fu l ly  unders tand the  potent ia l  threa t  tha t  China 's  
defense  indust ry  poses ,  i t ' s  necessary  to- -and I ' l l  be  very  br ief - -
e labora te  on  the  cr is i s  in  U.S.  manufactur ing .   I ' l l  then  ta lk  a  l i t t le  b i t  
about  the  r i se  of  China 's  manufactur ing something I  th ink th is  
Commiss ion is  very  a l ready wel l -versed in ,  and then wi l l  focus  on 
three  or  four  proposals  for  fu ture  ac t iv i ty .  
 The impor tance  of  the  U.S.  defense  indust ry  to  our  nat ion 's  
economic  and physica l  secur i ty  cannot  be  ques t ioned.   The indust ry  i s  
responsible  for  des igning,  producing and mainta in ing many of  the  
wor ld 's  most  sophis t ica ted  and impor tant  weapon sys tems,  and as  I  
ment ioned before ,  U.S.  defense  indust ry  workers  are  indispensable  to  
th is  miss ion.  
 The indust ry  i t se l f  i s  a lso  a  v i ta l  fac tor  in  our  na t ion 's  economic  
secur i ty  d i rec t ly  and indi rec t ly  employing hundreds  of  thousands  of  
individuals .   I t ' s  a lso  responsible  for  crea t ing  and fos ter ing new 
technologies  which have  ass is ted  in  the  development  of  new indust r ies  



 

 

 
 
 
  

161  
giving r i se  to  fur ther  employment .  
 Sadly ,  many of  these  manufactur ing jobs  have  been outsourced to  
o ther  countr ies .   In  fac t ,  what  was  once  a  dr ip  maybe 50 years  ago has  
turned in to  a  t ida l  wave,  as  l i te ra l ly  three  mi l l ion  manufactur ing jobs  
have d isappeared f rom our  shores  in  the  las t  few years .   In  the  
aerospace  indust ry  a lone ,  severa l  hundred thousand workers  have  los t  
the i r  jobs  in  the  pas t  15  or  20  years .   
 And as  these  jobs  d isappear ,  more  and more  indust ry ,  
par t icular ly  the  manufactur ing indust ry ,  a re  gain ing s t rength  in  
countr ies  l ike  China .   The IAM, a lmost  a  year  ago was  so  concerned 
about  th is  tha t  we held  a  speci f ic  seminar  a t  our  own bui ld ing to  
d iscuss  th is  very  i ssue--  the  dra in ing of  our  manufactur ing base ,  and 
how this  would  indeed af fec t  our  own defense  indust r ia l  base .  
 Par t ic ipants  were  asked two bas ic  ques t ions .   F i rs t ,  wi l l  the  U.S.  
have  the  unique tool ing to  manufacture  the  means  of  i t s  own defense  in  
seven to  ten  years ,  and,  second,  wi l l  the  U.S.  s t i l l  have  the  workforce  
ski l l s  needed to  opera te  tools  and manufacture  these  weapons  sys tems? 
 The IAM's  Pres ident  Tom Buffenbarger ,  who moderated  the  
round table  d iscuss ion,  summarized the  rea l i ty  we face:  "From ships  to  
a i rcraf t  to  land-based weapon sys tems,  we have t raded homegrown 
exper t i se  and capabi l i ty  for  low-  cos t  fore ign suppl iers  and a  
ques t ionable  supply  chain  tha t  makes  us  vulnerable  in  a  way we never  
were  before ."  
 In  reaching th is  conclus ion,  he  was  mindful  and noted what  some 
par t ic ipants  sa id  dur ing th is  roundtable  d iscuss ion,  par t ic ipants  tha t  
were  IAM members  working in  th is  indust ry .  
 One sa id ,  "To do a  good job,  the  f i rs t  th ing you have to  have is  
good tools  and good tool ing.   Yet  we are  fas t  los ing a l l  our  tool ing  
ski l l s  in  th is  indust ry .”     
 Another  sa id :   "As our  indust r ia l  base  shr inks ,  machine  tool ing  
capaci ty  d iminishes  and workforce  ski l l s  vanish .   We lose  something 
uniquely  American:  the  ingenui ty  and product iv i ty  of  our  people .   
Worse  yet ,  we leave  ourse lves  unprepared to  deal  wi th  fu ture  
cont ingencies .   We wi l l  lack  the  capaci ty  to  meet  the  threa ts  head on."  
 At  the  same t ime,  th is  i s  cont inuing -    we see  month  af ter  month  
an  ext raordinary  t rade  surplus  coming f rom China  -   something tha t  
Commiss ioner  Bar tholomew jus t  refer red  to ,  the  las t  panel  noted ,  th is  
dra in  of  our  manufactur ing workers ,  and which has  been conta ined in  
pas t  repor ts  by  th is  Commiss ion.  
 Shipbui ld ing i s  cer ta in ly  one  tha t  i s  a t  the  forefront  as  are  o ther  
indust r ies  a long wi th ,  the  technology and product ion tha t  cont inues  to  
be  dra ined f rom th is  country ,  as  wel l  as  o ther  countr ies ,  in to  China  
ass is t ing  i t  wi th  i t s  burgeoning growth.  
 In  the  t ime remaining,  le t  me jus t  acknowledge three  areas  for  
fu ture  work.   One:  I  th ink we need to  acknowledge the  growing threa t  
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to  the  U.S.  defense  indust r ia l  base  tha t  i s  c rea ted  in  par t  by  
outsourc ing.   Pol icymakers  can hardly grapple  wi th  such a  huge i ssue  
unless  they acknowledge tha t  the  i ssue  does  exis t  and how i t  exis ts  in  
a  very  s igni f icant  and ser ious  fashion.  
 We need to  develop and implement  comprehensive  solu t ions  and 
do i t  in  a  t imely  fashion.   Such solut ions  must  g ive  fu l l  cons idera t ion  
to  a  whole  l i tany of  i ssues :  taxat ion ,  outsourc ing,  currency evaluat ion ,  
t ransfers  of  technology and product ion in  re turn  for  market  access ,  as  
wel l  as  a  hos t  of  o ther  th ings .  
 We need to  a lso  look a t  bui ld ing ski l l s ,  through schools  enabl ing 
us  to  replace  the  ski l l s  tha t  a re  be ing los t ,  and los t  on  a  dai ly  bas is ,  by  
our  own U.S.  defense  workers  as  the  aging workforce  grows and new 
workers  are  unable  to  enter  the  market  because  new jobs  aren ' t  there .  
 We need to  make sure  tha t  those  jobs  exis t  and cont inue  wel l  
in to  the  fu ture .   And las t ly ,  we need to  review indust r ia l  pol ic ies  of  
o ther  countr ies  l ike  China  to  de termine  exact ly  what  the i r  f ramework 
is ,  what  the i r  objec t ives  are ,  and what  ro le  they wi l l  have  on the  fu ture  
of  our  own manufactur ing base  as  wel l  as  our  U.S.  defense- indust r ia l  
base .  
 Thank you.  
[The s ta tement  fo l lows:]  
 

Prepared Statement  of  Mr.  Owen E.  Herrnstadt   
Director ,  Trade & Global izat ion,  Internat ional  Associat ion of  
Machinists  & Aerospace Workers ,  Upper Marlboro,  Maryland 

 
 
I. Introduction 
  

The International Association of Machinists and Aerospace Workers (IAM) represents several 
hundred thousand workers in North America in a variety of industries, including ship building and ship 
repair, electronics, woodworking, transportation, and of course aerospace. IAM members work for both 
prime and sub-tier contractors, producing, manufacturing, assembling, servicing and maintaining a wide 
variety of systems and products directly and indirectly related to the defense industry.  Our members have 
helped build some of the world’s largest and most successful defense companies -- including Boeing, 
Lockheed Martin, Pratt & Whitney, and General Electric.  In addition to basic concerns for our nation’s 
security, the IAM has a vested interest in ensuring that the U.S. defense industrial base is vibrant and 
robust, now and well into the future.     
 
 Given our members’ unique position as an essential and indispensable component of the U.S. 
defense industry, our continued warnings of the demise of the U.S. manufacturing base (including 
defense), and  deep concerns over China’s massive growth in  manufacturing, we are honored to appear 
before you today. 
 
 In order to fully understand the potential threat that China poses, it is necessary to begin with a 
summary of the current state of manufacturing and its impact on our defense industrial base.  This is 
followed by a brief review of the rapid development of manufacturing in China. The last section of this 
testimony includes a summary of proposals that we urge U.S. policy makers to consider in addressing these 
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matters.  
 
II. U.S. Manufacturing is in Crisis 
 
 The importance of the U.S. defense industry to our nation’s economic and physical security 
cannot be questioned. The industry is responsible for designing, producing, and maintaining many of the 
world’s most sophisticated weapons systems.  U.S. defense workers are indispensable to this industry. The 
loyalty, dedication, productivity, and skills that they display day after day has made this industry such a 
success.  Their contributions have also helped to ensure our physical security. 
 

The industry itself is also a vital factor in our nation’s economic security, directly and indirectly 
employing hundreds of thousands of individuals. Many U.S. communities have prospered because of the 
industry and various regions of our country have grown economically dependent on it.  The industry is also 
responsible for creating and fostering new technologies which have assisted in the development of new 
industries, giving rise to further employment. 
 
 In view of the importance of the defense industry to our nation, it is inconceivable that policy 
makers would not take every possible step to maintain and strengthen it.  Sadly, as outsourcing, offsets, co-
production, and other similar activities grow, U.S. employment is shrinking.  Overall, we have lost roughly 
three million jobs in the manufacturing industry in the past few years.  In the aerospace industry for 
example, several hundred thousand jobs have been lost over the past several years.  
 

Many years ago as the U.S. manufacturing industry began to leave our shores, it was a steady drip. 
 That drip has become a tidal wave.  As these jobs disappear to countries like China, our nation’s ability to 
manufacture basic goods and components, let alone develop new technologies critical for future industries, 
leaves us vulnerable to the uncertainties that await us.  
 

Our shrinking industrial base raises fundamental questions about our future ability to meet our 
nation’s defense needs.  The IAM hosted a conference a year ago bringing together defense workers, 
defense industry representatives, and industry experts to discuss this very matter.  Participants were asked 
two basic questions:  

 
 “First, will the U.S. have the unique tooling to manufacture the means of its own 
defense in seven to ten years, and second, will the U.S. still have the workforce skills 
needed to operate those unique tools and manufacture those weapons by then?” 
 
IAM President Tom Buffenbarger who moderated the roundtable discussion summarized the 

reality we now confront, “From ships to aircraft to land-based weapons systems, we have traded 
homegrown expertise and capability for low-cost foreign suppliers and a questionable supply chain that 
makes us vulnerable in a way we never were before.” 

 
In reaching this conclusion, Buffenbarger noted several of the comments made by defense 

workers who participated in the discussion.  Many of these comments described the outsourcing of 
manufacturing work to other countries.  They noted that at the same time that once vibrant U.S. industries 
like shipbuilding were shrinking, the same industries were growing in other countries, like China. Similar 
comparisons were made to aerospace.   

 
Participants were keenly aware that with the disappearance of these basic commercial and defense 

industries the our basic skills that are needed for our defense industrial base were also disappearing.  One 
participant noted, “To do a good job, the first thing you have to have is good tools and good tooling.  Yet, 
we are fast losing all of our tooling skills in this industry…”  As the average age of “machinists and other 
skilled production workers” approaches 55 years, these much-needed skills are disappearing and 
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disappearing fast.  Buffenbarger summarized the discussion in the following fashion: 

 
 “As our industrial base shrinks, machine tooling capacity diminishes, and 
workforce skills vanish, we lose something uniquely American: the ingenuity and 
productivity of our people…[W]orse yet,  we leave ourselves unprepared to deal with 
future contingencies. We will lack the capacity to meet threats head on.” 
 

III.  Manufacturing in China  
 
 While dramatic concerns over the health of the U.S. defense industrial base continue, it is well 
established that the general manufacturing industry in China is flourishing.  Any question over China’s 
emergence as a manufacturing center can easily be answered by yet another report of just one more month 
of a phenomenal and record-setting trade surplus. As China consumes the world’s raw materials to fuel its 
manufacturing  industry, many have raised concerns over basic shortages of those same materials which 
are necessary for  industries here in the U.S. and for suppliers in other countries. Moreover, as China 
develops the capacity to enter such leading edge industries as aerospace, more concerns are raised with 
respect to future competition and the negative impact that it could have on what manufacturing may remain 
here at home.   
 
 The most bitter irony of course is that some of China’s industries have been aided by the transfer 
of production from the U.S.  The IAM has been raising this alarm for several years now.  We are only too 
mindful of the offset deals and other forms of outsourcing that continue to result in the transfer of 
technology and production to China in the commercial manufacturing industry.   
 
 As we have also stated, and has been well-documented previously by this Commission and many, 
many others, workers in China do not enjoy fundamental human rights.  As the AFL-CIO explained by 
filing a trade petition against China with the United States Trade Representative, China’s failure to permit 
its workers to enjoy the right to form a union and to engage in collective bargaining is a market distorting 
mechanism which artificially holds down wages. As the petition also explains, this results in the loss of 
thousands of U.S. jobs. 
 
 
IV.  Developing Solutions 

 
1. Acknowledge the growing threat to the U.S. defense industrial base that is created, in part, by 

outsourcing. 
 

Outsourcing of commercial and defense manufacturing production poses a major 
threat to the U.S. defense industrial base and U.S. defense workers. Policy makers cannot 
begin to grapple with this urgent matter if they do not fully grasp the full extent of this 
growing crisis. 

 
2. Develop and implement a comprehensive solution in a timely fashion. 

 
The U.S. cannot wait any longer in devising solutions to the issues outlined in this 

testimony.  Such solutions should be based on full consideration of a variety of matters both 
directly and indirectly related to our defense industrial base. These matters include currency 
valuation, non-enforcement of trade policies, outsourcing, and tax policies that reward 
corporations to produce outside of the U.S. Other policies are also needed to spur innovation 
and research and to make certain that the jobs that they create remain in the U.S. 

 
Major efforts must be made to provide workers with the special skills that are 
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required for work in this highly skilled industry.  We must also provide 
incentives for workers to gain these skills.  This means, among other things, that good and 
decent jobs must be waiting for them after they learn these skills. Workers must also be 
confidant that their jobs will continue well into the future. 
 

One novel idea that has previously been mentioned involves the use of economic 
impact statements.  The idea is relatively simple: Prior to any government award, contract, or 
assistance, a careful review must be made to determine (with as much precision as possible) 
what impact that activity will have on employment here at home.  This review would include 
an analysis of the direct and indirect employment impact both in the short term and in the 
long term.  The short and long term analysis would include consideration of transfers of 
technology and production. 

 
3. Review the industrial policies of other nations, particularly China. 

 
Much of what we know about China is that we don’t know as much as we need to.  

Ignorance is surely not “bliss” when it comes to food safety or safety issues involving a 
multitude of other products. While questions over pet food, toys, toothpaste, and tires have 
been in the news recently, questions over quality have been raised for several years.  The time 
to ask fundamental questions about the materials and products we are receiving from China is 
now—not after it is too late.  

 
Likewise, the same is true when it comes to assessing the impact that disruptions of 

our supply chains can have on our economy and on our defense industrial base.  We must 
also undertake a careful review of whether we will have the raw materials when we need 
them.  Questions over the scarcity of these materials and China’s role should be 
comprehensively and quickly explored. Of course, fundamental to all of these issues is the 
basic concern over transparency in China, especially with respect to manufacturing and its 
own defense industry (as well as human rights). 

 
V. Conclusion 
 

As mentioned at the outset, the IAM is grateful for the opportunity to appear before you today.  
We also extend our appreciation to the Commission for its tireless work on this highly critical matter.  We 
hope our testimony has been helpful.   
 
 HEARING COCHAIR WESSEL:   Thank you.   Mr.  Hawkins .  
 

STATEMENT OF WILLIAM A.  HAWKINS 
SENIOR FELLOW, U.S.  BUSINESS AND INDUSTRY COUNCIL 

WASHINGTON, D.C.  
 

 MR.  HAWKINS:   I 'm f rom the  U.S.  Business  and Indust ry  
Counci l  and we 're  smal l  to  medium-sized manufacturers .   We are  
companies  tha t  a re  bas ica l ly  in  the  supply  chain  of  la rger  companies .  
We make components  and par ts ,  and though we don ' t  do  a  lo t  of  
defense  work per  se ,  we ' re  concerned that  what  we 've  seen in  our  own 
commercia l  a reas  of  the  supply  chain  being moved overseas ,  
par t icular ly  a  lo t  of  problems wi th the  Chinese  as  compet i tors ,  tha t  
th is  may be  happening in  defense-re la ted  indust r ies  as  wel l ,  
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par t icular ly  as  defense  uses  more  commercia l  of f - the-shel f  
components  and par ts  and technologies ,  and tha t  the  defense  indust ry  
spokesmen keep saying tha t  they want  to  use  the  same commercia l  
supply  chain  for  the i r  defense  work.   They don ' t  want  two di f ferent  
supply  chains .  They want  the  same supply  chain .  
 So we th ink th is  i s  a  problem,  cer ta in ly  a  t rend of  a  problem,  but  
we rea l ly  don ' t  know because  nobody has  rea l ly  looked a t  th is  and 
done the  work.   I  was  in ,  in  the  1990s ,  I  was  on the  s taf f  of  
Congressman Duncan Hunter ,  the  f i rs t  wi tness  today,  and worked wi th  
the  GAO in  t ry ing to  f ind out  what  the  Pentagon was  doing about  
searching down in to  the  lower  t ie rs  of  product ion and found out  they 
weren ' t  doing anything.  
 And that ' s  what  led  eventual ly  to  the  Congress  demanding that  
the  Pentagon do s tudies  and look,  t ry  and f ind  out  where  th ings  are  
coming in  the  supply  chain .   Unfor tunate ly ,  they ' re  not  doing a  very  
good job a t  i t .   In  fac t ,  I  don ' t  th ink they ' re  doing a  ser ious  job  a t  i t  
even.  
 The la tes t  repor t  tha t  they put  out  on  th is  was  las t  year ,  and 
there  was  some ment ion of  th is  ear l ier  today,  but  what  they looked a t ,  
as  the i r  sources  for  the i r  repor t ,  they looked a t  only  three  th ings .  
 One was  a  GAO repor t  on  the  balance  of  t rade  in  defense  goods ,  
which sa id  i t  was  f ine ;  we run a  surplus  in  defense  goods .   We a l l  
know that .  But  i t  d idn ' t  say  anything about  what  the  impor ts  were  and 
cer ta in ly  nothing below the  end use  or  the  main  product ,  no  sub- t ier  
informat ion a t  a l l .  
 They a lso  looked a t  the i r  own di rec t  purchases  of  anything over  
$25,000,  d i rec t  DoD contrac t ,  but  again  tha t  d idn ' t  look a t  anything 
below f i rs t  or  pr ime contrac tor ,  maybe the  f i rs t  t ie r ,  but  no  
informat ion fur ther  down,  which is  what  we rea l ly  need.  
 And then there  was  a  2004 repor t ,  which was  a lso  ment ioned 
ear l ie r ,  but  tha t  only  looked a t  12  product ,  12  sys tems,  weapons ,  
se lec ted  out  of  hundreds ,  and again  only  looked down to  about  the  
second t ier ,  and tha t ' s  legacy equipment .  
 The rea l  problem is  what  are  we going to  be  doing in  the  fu ture  
because  a l l  the  services  are  now get t ing  ready to  rearm and reequip  
across  the  board ,  new pla t forms,  new subsystems,  af ter  the  long 
procurement  hol iday of  the  '90s ,  and wi l l  these  new sys tems coming 
down the  p ike  which wi l l  be  in  service  for  25 ,  30  years ,  what  are  they 
going to  be  comprised of?   Where  are  they going to  be  made?   What  
are  the  components  and subsystems going to  come f rom? 
 And s ince  a  lo t  of  these  p la t forms are  going to  be  des igned to  be  
upgraded as  they go a long,  the  subsys tems and the  subcontrac t ing  and 
the  supply  chain  become rea l ly  the  fu ture  of  the  sys tem because  where  
the  new upgrades  are  going to  come f rom,  the  new weapon sys tems that  
are  added on to  these  p la t forms,  which are  going to  be  in  the  inventory  
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for  a  very  long t ime,  we don ' t  know and nobody is  rea l ly  
looking.  
 When Commiss ioner  Brookes  sa id  the  Commiss ion might  want  to  
sugges t  to  Congress  tha t  they do take  a  s t ronger  look a t  th is ,  tha t ' s  
something we would  cer ta in ly  endorse  and encourage  the  Commiss ion 
to  do.  
 In  fac t ,  the  f ina l  one  of  the  s ta tements  in  tha t  2006 repor t ,  which 
i s  the  most  recent  one ,  says  tha t  the  Defense  Depar tment  genera l ly  
does  not  mandate  suppl ier  se lec t ions  to  i t s  cont rac tors .   The 
depar tment  expects  i t s  cont rac tors  to  se lec t   re l iable  capable  suppl iers  
consis tent  wi th  obta in ing bes t  va lue  and a  hos t  of  o ther  th ings  there ,  
but  they ' re  a l l  commercia l  cons idera t ions .   They ' re  not  geopol i t ica l  
considera t ions .   They ' re  not  na t ional  secur i ty  considera t ions .  
 Now,  l ike  I  say ,  the  t rends-- the  t rends  don ' t  look good here  
because  our  pr ime defense  contrac tors  are  f ina l ly  becoming sys tems 
in tegra tors .   They outsource  most  everything to  somebody e lse  and 
they ' re  looking more  and more  and put t ing  more  emphasis  on  overseas  
par tners ,  par t icular ly  the  European par tners ,  and the  European defense  
indust ry  i s  in  sad  shape.  
 Thei r  demand col lapsed in  the  '90s  l ike  ours  d id ,  but  ours  has  
come back;  the i rs  hasn ' t .   So  there  are  a  lo t  of  European companies  
who rea l ly  want  to  get  in to  the  American market .  
 But  i f  we do tha t ,  i f  we pick  them up as  subs t i tu tes  for  
rebui ld ing our  own indust ry  which went  downhi l l  in  the  '90s  because  
we weren ' t  buying much of  anything,  then we haven ' t  so lved the  
problem.   We get  a  ra tchet  ef fec t .   There 's  a lways  a  cycle  in  these  
th ings .   The down cycle  we lose  capaci ty  and i f  the  up cycle  we 
subs t i tu te  fore ign capaci ty  for  rebui ld ing domest ic  capaci ty ,  there 's  a  
downward t rend.  
 So we have to  watch out  for  tha t .   Because  th is  i s  rea l ly  
shocking.   You ment ioned the  surge  concern .   I raq  has  put  a  b ig  
pressure  on our  defense  indust ry  when in  fac t  i t ' s  a  very  smal l  war .   
I t ' s  much smal ler  than Vie tnam or  Korea ,  and much,  orders  of  
magni tude ,  smal ler  than World  War  I I ,  and yet  we ' re  having t rouble  
meet ing the  demands  for  th is .  
 A lo t  of  i t  i s ,  as  was  ment ioned ear l ier ,  poor  p lanning f rom the  
s tar t .   There 's  a  hos t  of  Defense  Depar tment  documents  tha t  ta lk  about ,  
wel l ,  fu ture  wars  are  going to  be  shor t ,  and we 're  jus t  going to  f ight  
them with  what  we 've  got  and we don ' t  need to  worry  about  bui ld ing 
anything dur ing the  war .  
 The home before  the  leaves  fa l l  not ion  i s  a  grea t  h is tor ica l  
fa l lacy .   I t ' s  been repeated  t ime and t ime throughout  h is tory .   Wars  are  
a lways  longer  than people  th ink they ' re  going to  be .   They are  a lways  
going to  take  more  than people  th ink they ' re  going to  take ,  and we 
have to  p lan  for  tha t .  
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 The push for  deal ing wi th  Europe sounds  okay because  the  
Europeans  are  our  a l l ies  in  NATO and a l l  tha t .   But  we know that  the  
rea l  t rend in  supply  chains  i s  to  Asia  and China  i s  ge t t ing  a  larger  
share  of  tha t  everyday.   An Apri l  IMF repor t  in  microelec t ronics ,  
which was  a lso  an  ear l ier  topic  here ,  says  tha t  China  i s  taking a  la rger  
and larger  market  share  g lobal ly  of  tha t  indust ry .   So i f  we ' re  going to  
go down that  route  of  of f - the-shelf  technology and fore ign purchas ing,  
then China  i s  going to  be  in  the  mix i f  we don ' t  keep a  sharp  eye  out  
for  i t .  
 A rea l  quick  summary here—I th ink i t  was  repor ted  tha t  the  
Pentagon argues  tha t  obviously  i t ' s  not  cos t  e f fec t ive  to  mainta in  
essent ia l ly  an  arsenal  sys tem again  where  the  Defense  Depar tment  runs  
i t s  own indust ry ,  and we f ind out  tha t  the  Chinese  are  get t ing  away 
f rom that ,  too ,  which means  tha t  you have to  have a  robust  
commercia l ly  suppor ted  indust r ia l  sys tem which Defense  can draw on 
and a lso  expand in to  dur ing mobi l iza t ion ,  which means  tha t  we have to  
ge t  our  genera l  t rade  pol icy  in  order  so  tha t  indust ry  i s  not  jus t  
suppor ted  by the  smal l  demand f rom defense ,  but  i t ' s  suppor ted  by the  
ent i re  demand of  the  economy,  and that ' s  the  only  way you mainta in  a  
la rge  enough and diverse  enough indust r ia l  technologica l  sys tem to  
meet  the  surge  requirements  or  mobi l iza t ion  requirements  of  war  t ime.  
 Thank you.  
[The s ta tement  fo l lows:] 7 
 

Panel  VII:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR WESSEL:   Thank you.   I  apprecia te  i t ,  
both  your  tes t imony.   Commiss ioner  Reinsch.  
 COMMISSIONER REINSCH:  This  i s  an  o ld  topic ,  and i t ' s  
a lways  a  d i lemma for  me.   I  th ink Mr.  Herrns tadt  i s  r ight  about  what 's  
been going on in  the  manufactur ing base  in  the  economy.   I 've  g iven 
tha t  speech in  the  pas t .   In  fac t ,  I  gave  i t  20  years  ago,  and tha t ' s  the  
source  of  the  d i lemma.   We've  been los ing those  jobs  for  40  years .   We 
haven ' t  been los ing them to  China  for  40  years .   We've  been los ing 
them to  lo ts  of  p laces  for  40  years .  
 I  th ink you can ascr ibe  a  good bi t  of  tha t  r ight  now to  China ,  but  
I  don ' t  th ink you can ascr ibe  a  t rend of  tha t  length  to  China  
exclus ively  which sugges ts  there  are  o ther  th ings  going on here  
bes ides  s imply  the  r i se  of  another  economy.   And I  th ink you,  a t  leas t ,  
a l luded to  tha t  impl ic i t ly ,  Mr.  Herrns tadt ,  in  your  concluding 
comments  running over  a  range of  th ings  tha t  we ought  to  do,  and I 'd  
l ike  to  get  you to  e labora te  on  some of  those  a  l i t t le  b i t  more  i f  you 
would .  

 
7 Click here to read the prepared statement of Mr. William Hawkins 

http://www.uscc.gov/hearings/2007hearings/transcripts/july_12_13/williamhawkins.pdf
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 Talk  to  us  about  remedies  or  so lu t ions  to  reverse  the  
eros ion of  the  manufactur ing base  tha t  you 've  ident i f ied .   What  
speci f ica l ly  have  the  machinis ts ,  for  example ,  recommended in  tha t  
a rea?  
 MR.  HERRNSTADT:  Sure .   Glad to .   When I  say  i t ' s  a  
comprehensive  solu t ion ,  I  mean jus t  tha t .   We can no longer  a t tack  the  
loss  of  jobs  merely  looking a t  the  speci f ic  i ssue  of  how do we replace  
speci f ic  jobs  tha t  a re  los t .   We need to  look a t  i t  in  a  comprehensive  
term which means  we need to  look a t  tax  pol ic ies  and we need to  look 
a t  corpora te  tax  pol ic ies  which some argue encourage  corpora t ions  to  
move jobs  offshore .  
 We need to  f igure  out  ways  to  g ive  those  companies  incent ives  to  
keep those  jobs  here  on-shore .  
 COMMISSIONER REINSCH:  Have  you f igured out  a  way to  do 
tha t?    
 MR.  HERRNSTADT:  Here 's  one  proposal  tha t ' s  conta ined in  my 
wri t ten  tes t imony.  I  a lso  l i s t  t rade  i ssues  as  wel l .   We need to  
ser ious ly  look a t  implement ing some sor t  of  economic  impact  
s ta tement ,  a  rea l  one .   Whenever  a  pr iva te  ent i ty  i s  g iven a  contrac t ,  
an  award,  ass is tance ,  whatever ,  a  program,  they should  be  required  to  
g ive  some good fa i th  es t imate  as  to  what  jobs  wi l l  be  crea ted  and 
mainta ined i f  they receive  tha t  cont rac t  award or  ass is tance  here  a t  
home,  where  those  jobs  wi l l  be  located ,  to  the  bes t  of  the i r  abi l i ty ,  and 
what  k inds  of  jobs  those  wi l l  be .  
 The analys is  has  to  f igure  in  both  the  impact  in  a  shor t  te rm and 
a  long term,  the  long term meaning,  wi l l  there  be  t ransfers  of  
technology in  product ion anywhere  in  tha t  award or  ass is tance  to  
another  country  and wi l l  tha t  come back to  negat ive ly  impact  on  our  
own workforce  e i ther  d i rec t ly  by los ing those  jobs  or  indi rec t ly  by 
fos ter ing  compet i t ion  abroad?   That 's  a  speci f ic  ques t ion  tha t  we could  
be  asking to  gain  more  v i ta l  informat ion,  to  f igure  out  exact ly  how we 
are  not  jus t  put t ing  a  band-a id  on th is ,  but  ac tual ly  looking a t  i t  wi th  
more  speci f ic i ty .   That ' s  one  proposal .  
 COMMISSIONER REINSCH:  That ' s  an  in teres t ing  one .   I  need 
to  th ink about  i t  because  i t  hadn ' t  occurred  to  me before .   One of  the  
s ta tements  tha t  my day job  organiza t ion  has  made is  to  d iscuss  in  
genera l  te rms incent ives  for  companies  to  s tay  here  as  opposed to  
going somewhere  e lse ,  and we 've  used the  word " incent ives"  
del ibera te ly  because  we bel ieve  tha t  car ro ts  work bet ter  than s t icks  in  
th is  context ,  and tha t  wi th  s t icks  a l l  you ' re  going to  do i s  encourage  
them to  incorpora te  overseas  which is  probably  going to  be  
counterproduct ive .  
 Have you a l l  g iven any thought  to  the  incent ive  s ide  of  the  coin  
in  tax  pol icy ,  th ings  you can do to  encourage  more  inves tment  here  in  
a  pos i t ive  way ra ther  than wi th  penal t ies?  



 

 

 
 
 
  

170  
 MR.  HERRNSTADT:  I  th ink i t ' s  an  in t r iguing issue .   I  
th ink i t ' s  one  tha t  i s  incredibly  compl ica ted  and one  tha t  requi res ,  I  
th ink,  a  fur ther  look.   One a lso  has  got  to  look a t  tax  i ssues .   One has  
to  look a t  budget  i ssues  and a l l  of  those  th ings .  
 That ' s  one  reason why we have a lso  advocated  a  permanent  
commiss ion to  ac tual ly  look a t  how do we revi ta l ize  our  own 
manufactur ing base ,  by  looking a t  a l l  of  these  comprehensive  i ssues .   
We've  advocated  a  commiss ion reviewing outsourc ing and offse ts .  
That 's  what  we 've  spoken about  before .  
 COMMISSIONER REINSCH:  Right .  
 MR.  HERRNSTADT:  But  i t  can only  be  f igured out  i f  we br ing 
together  representa t ives  f rom indust ry ,  government ,  academics ,  and of  
course ,  labor ,  to  s i t  down and ac tual ly  have  a  f rank discuss ion to  
f igure  out  how we put  a l l  of  the  p ieces  together .   We can ' t  jus t  f ine-
tune  th ings  by one  p iece  here  and one  p iece  there .   We need a  
comprehensive  look a t  i t ,  jus t  as  some other  countr ies  have  been 
doing.  
 COMMISSIONER REINSCH:  Thank you.  
 HEARING COCHAIR WESSEL:   Thank you.   Let  me jus t  on  tha t  
note ,  one  th ing tha t  I  would  urge  both  my co-commiss ioners  as  wel l  as  
the  panel is t s  to  look a t  i s  the  incent ives  bui l t  in to  our  sys tem as  we 
look a t  capi ta l  format ion,  account ing,  and those  i ssues ,  something tha t  
I 've  begun to  spend more  t ime wi th  la te ly ,  because  we f ind  tha t  
cer ta in ,  what  are  current ly  te rmed in tangibles ,  don ' t  show up on the  
balance  sheet ,  so  tha t  inves tments  in  ski l l s ,  inves tments  in  the  worker  
t ra in ing and a l l  the  var ious  o ther  i ssues  don ' t  show up as  a  depreciable  
asse t  tha t  has  va lue  on the  balance  sheet  but  ra ther  than jus t  an  
expense ,  whereas  many other  inves tments  show up as  something that  
wi l l  g ive  you a  h igher  prof i t / loss  benefi t ,  and therefore  maybe we need 
to  be  looking a t  how we account  for  some i tems wi th in  our  sys tem to  
determine  what  we should  be ,  in  fac t ,  va lu ing di f ferent ly  than we do 
now.   So long term that ' s  something tha t  I  th ink cer ta in ly  would  be  
wor th  looking a t .  
 Mr .  Hawkins ,  i f  I  remember ,  Doug Bar t le t t  i s  wi th  your  
organiza t ion .   I s  he  now pres ident?  
 MR.  HAWKINS:   Chairman of  the  board .  
 HEARING COCHAIR WESSEL:   Chairman of  the  board .   And 
he 's  the  gent leman that  Commiss ioner  Wortze l  refer red  to  ear l ie r  who 
does  the  sonobuoy work and that  work.  
 MR.  HAWKINS:   Yes ,  tes t i f ied .  
 HEARING COCHAIR WESSEL:   There  seemed to  be  less  concern  
on the  service  panel  we had th is  morning on the  change in  the  supply  
base  over  t ime,  and I  wanted to  get  your  comments  s ince  I  be l ieve  you 
were  here  for  tha t  panel .  
 MR.  HAWKINS:   Yes .  
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 HEARING COCHAIR WESSEL:   On whether  you 
agree  wi th  the i r  in terpre ta t ion  represent ing  the  smal l  and medium-
sized bus inesses  who are  par t  of  the  supply  chain?   Whether  you and 
your  members  see  th ings  the  same way in  terms of  the  commercia l  of f -
the-shel f ,  the  migra t ion  to  tha t  procurement  sys tem? 
 MR.  HAWKINS:   There  are  obviously  benef i t s  f rom doing the  
commercia l  of f - the-shel f  purchas ing,  but  i t  should  s t i l l  be  done-- tha t  
supply  base  s t i l l  needs  to  be  here--  in  the  Uni ted  Sta tes .    
 One of  the  th ings  they were  ta lk ing about  i s  tha t  i t ' s  hard  to  
necessar i ly  f ind  American companies  s t i l l  tha t  a re  here ,  and tha t ' s  one  
of  the  th ings  tha t  propels  our  organiza t ion  to  be  concerned about  th is  
i ssue  because  tha t ' s  what 's  happening to  our  membership  and our  
members  i s  tha t  they ' re  be ing pushed,  e i ther  be ing out -competed and 
pushed in to  shr inking here  or  a  lo t  of  pressure  to  re locate  overseas .  
 We've  had larger  companies  te l l  some of  our  members  tha t ,  okay,  
you get ,  we ' l l  renew your  contrac t  for  another  couple  of  years ,  but  in  
tha t  t ime f rame,  you need to  t ra in  the  Chinese  to  do your  job  because  
they ' re  going to  get  i t  a f ter  tha t  or  you can move to  China  yourse l f  and 
do tha t .   In  fac t ,  I  was  a t  a  conference  in  Ohio  about  a  year  and a  hal f  
ago,  which was  poss ib ly  sponsored by IBM, that  was  to  encourage 
American companies ,  smal ler  American companies ,  to  f ind  n iches  in  
the  American sys tem so  they could  survive .  
 And,  of  course ,  IBM wanted to  se l l  them sof tware  and IT s tuff  to  
help  them do that ,  but  a t  the  end of  the  day,  the  las t  speaker- - - -he  f lew 
in  f rom Shanghai  to  say ,  okay,  th is  i s  a l l  wel l  and good,  and th is  I  
guess  goes  to  the  incent ive  i ssue  too  here ,  i t ' s  a l l  wel l  and good,  but  a t  
the  end of  the  day,  you ' re  going to  be  asked to  meet  the  China  pr ice ,  
and you can ' t  do  tha t  unless  you ' re  in  China .  
 So when that  happens ,  ca l l  me.   I 'm in  Shanghai .   I ' l l  he lp  you 
re locate .   I t  was  a  rea l  downer  a t  the  end of  the  conference .   But  tha t ' s  
the  problem.    
 I  th ink you have to  essent ia l ly  take  the  prof i t  out  of  moving your  
supply  chain  overseas ,  and you have to  do tha t  s imply  by what  we 've  
been advocat ing .   I t ' s  cont rovers ia l ,  a  lo t  of  people  haven ' t  been 
wi l l ing  to  go th is  route ,  but  i t ' s  the  way his tor ica l ly  countr ies  a lways  
solve  the i r  ba lance  of  payments  and t rade  def ic i t  problems.   They put  
in  tar i f fs  and they s top the  impor ts .  
 You can ' t  produce overseas  for  the  American market .   You have 
to  produce here  i f  you ' re  going to  se l l  here .   We have the  larges t  
market  in  the  wor ld .   I t ' s  the  market  everybody wants ,  everybody needs  
to  survive ,  so  you got  to  be  here  to  meet  tha t ,  meet  tha t  market .  
 HEARING COCHAIR WESSEL:   Thank you.   Any comments ,  Mr.  
Herrns tadt?  
 MR.  HERRNSTADT:  Yes .   Unfor tunate ly ,  I  d id  miss  tha t  panel  
d iscuss ion,  but  there  has  been an  ample  amount  of ,  I  th ink,  s tudies  
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not ing the  dras t ic  decl ine  in  the  suppl ier  base  in  th is  country ,  
and I  be l ieve  the  o ld  Bureau of  Expor t  Adminis t ra t ion  f rom years  ago 
did  some anecdota l  research on the  ef fec ts  tha t  some suppl iers  had had 
speci f ica l ly  wi th  re la t ionship  to  offse ts .   So  i t  cont inues  to  be  a  very  
cr i t ica l  i ssue .  
 HEARING COCHAIR WESSEL:   Thank you.   Commiss ioner  
Wortze l .  
 COMMISSIONER WORTZEL:   Gent lemen,  thank you very  much 
for  your  t ime and your  tes t imony here .   On the  las t  panel ,  two of  the  
panel is t s  expressed the  v iew that  the  rea l  model  for  China  in  
in tegra ted  c iv i l /mi l i ta ry / indust r ia l  bases  i s  Japan,  and not  the  Uni ted  
Sta tes .  They c i ted  companies  l ike  Mitsubishi  Heavy Indust r ies  as  an  
example .  
 In  your  wri t ten  tes t imony,  Mr.  Hawkins ,  you say tha t  the  
corpora te  model  for  the  Uni ted  Sta te  i s  of  one  supply  chain  both  for  
c iv i l  or  corpora te  and government  work.   That  seems s imi lar  to  Japan.   
So I 'd  ask  both  of  you,  i f  you know,  what  are  the  d i f ferences  in  models  
there  tha t  they ' re  ta lk ing to?   Has  a l l  manufactur ing shi f ted  to  th is  
dual  l ine  in  market  economies  or  in  advanced economies  because  the  
mi l i ta ry  won ' t  suppor t  a  separa te  product ion  sys tem? 
 Now,  the  second ques t ion  tha t  I  have ,  again ,  I 'd  be  happy to  have  
both  of  you or  e i ther  of  you comment ,  i s  whether  you know i f ,  as  a  
bus iness  r i sk  mi t iga t ion  ef for t ,  Amer ican indust r ies  are  ensur ing tha t  
they ' re  not  over ly  dependent  on  a  s ingle  source  in  the i r  own supply  
chains  such as  China?  
 I t  seems to  me tha t  in ternat ional  conglomerates  or  American 
mul t ina t ionals  know that  should  China  ever  car ry  out  i t s  threa ts  
agains t  Taiwan,  tha t  s ingle  source  for  in tegra ted  manufactur ing i s  
going to  be  d is rupted  or  end,  a t  leas t  for  awhi le .   So what  do  you see  
in  indust ry  as  a  se l f -defense  mechanism that  protec ts  us  f rom these  
concerns  tha t  we have?  
 MR.  HAWKINS:   Let ' s  see .   The not ion of  having one supply  
chain  i s  not ,  tha t  per  se  i s  not  a  problem.   To some extent  tha t ' s  
inevi table  and i t ' s  a lways  been an  e lement  of  bus iness .  
 The d ichotomy has  occurred  because  the  commercia l  s ide  of  tha t  
i s  going overseas ,  and we don ' t  want  the  mi l i ta ry  s ide  of  tha t  to  go  
overseas .   So tha t  makes  the  spl i t .   Otherwise ,  i f  you didn ' t  have  th is  
commercia l  migra t ion  overseas ,  then i t  wouldn ' t  be  the  problem.   But  
tha t ' s  happening,  and tha t ' s  what  has  to  be  pul led  back in to  these  
together  because  i t  i s  too  expensive  l ike ly  to  go back to  an  arsenal  
sys tem where  you mainta in  two separa te  sys tems.  
 In  some ways  we 've  a l ready done tha t  wi th  the  shipbui ld ing 
indust ry  because  we don ' t  have  any commercia l  sh ipbui ld ing to  speak 
of .  I t ' s  a l l  essent ia l ly  mi l i ta ry ,  but  there  i s  a  downside  to  tha t  because  
there  has  been some cr i t ic ism of  the  shipbui ld ing indust ry ,  tha t  i t ' s  
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fa l l ing  behind in  some const ruct ion  techniques  because  
i t  doesn ' t  have  the  input  f rom the  commercia l  s ide .  
 So i t ' s  a  good th ing to  have  the  two together ,  but  they need to  
ac tual ly  be  together  wi th in  the  Uni ted  Sta tes .   That ' s  the  problem.   The 
other  about  d is rupt ion-- two th ings .   One,  a  lo t  of  what  i s  going to  the  
Chinese  has  been fa i r ly  recent ly  and i t ' s  moved fa i r ly  fas t .   I t  could  
presumably  move fa i r ly  fas t  somewhere  e lse .   In  fac t ,  even i f  we want  
to  mainta in  the  Wal-Mart  e ffec t  and have  cheap impor ts  f rom 
somewhere ,  there  are  a  lo t  of  o ther  p laces  we could  get  tha t  bes ides  
China  and i t  would  be  bet ter  to ,  in  a  sense ,  tweak our  t rade  pol icy  to  
favor  impor ts  f rom somewhere  e lse- - India ,  Malays ia ,  or  my favor i te  i s  
the  Phi l ippines .   I  th ink we have a  long his tory  and an  obl igat ion  to  
help  the  Phi l ippines ,  and I  would  love to  see  some of  th is  capi ta l  and 
inves tment  go  to  the  Phi l ippines  ra ther  than to  China .  
 But  the  o ther  point  i s  the  Chinese  know th is ,  too ,  and to  some 
extent  are  us ing tha t  as  leverage .   There 's  wr i t ings  in  Chinese  works  
saying tha t  there  rea l ly  can ' t  be  a  confronta t ion  wi th  the  Uni ted  Sta tes  
or  a t  leas t  not  one  tha t  would  las t  very  long because  bus iness  in  
America  would  not  a l low i t .   They s t i l l  have  th is  Marxis t  v iew that  
bus iness  in teres ts  run  a  capi ta l i s t  economy,  and they would  prevent  
American pol icy  f rom taking a  confronta t ional  course  to  China .  
 So the  ques t ion  i s  where  the  leverage  there  i s?   I  th ink we could  
do wi thout  the  Chinese  goods  bet ter  than they could  do wi thout  the  
American market .   But  we have to  use  tha t .  
 COMMISSIONER WORTZEL:   Mr.  Herrns tadt .  
 MR.  HERRNSTADT:  Yes .   I  jus t  have  a  very  br ief  comment .   
I 'm not  a  bus iness  person,  but  i t  seems to  me i t ' s  only  common sense  
tha t  the  ques t ions  you are  asking are  absolute ly  cr i t ica l ,  and they are  
ques t ions  tha t  need answers  and answers  in  an  exceedingly  t imely  
fashion.  
 So there  needs  to  be  a  broad look,  an  inquiry  in to  tha t .   What  
happens  when vi ta l  supply  chains  are  d is rupted  wi th  China ,  wi th  any 
other  country  for  tha t  mat ter ,  in  the  commercia l  sec tor  as  wel l  as  in  
the  defense  sec tor ,  and what  the  over lap  i s?   Those  are  incredibly ,  
incredibly  sens i t ive  and impor tant  topics .  
 HEARING COCHAIR WESSEL:   Commiss ioner  Bar tholomew.   
Chair  Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 
you to  both  of  our  wi tnesses  for  appear ing here  today and for  the  work 
tha t  you 've  done.   Over  a  number  of  years ,  Mr.  Herrns tadt ,  I  th ink back 
on the  publ ica t ion  tha t  the  machinis ts  d id-- I  th ink 1993--now,  "Jobs  on 
the  Wing."   
 MR.  HERRNSTADT:  1995.  
 CHAIRMAN BARTHOLOMEW:  Was i t  1995?   I  remember  my 
former  boss  c i t ing  i t  regular ly .   I t  was  one  of  the  f i rs t  s tudies  out  there  
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to  s tar t  focus ing on what  some of  these  i ssues  were .   Real ly  I  have  
more  a  couple  of  comments  than quest ions ,  and I  a lso  jus t  wanted to  
le t  people  know that  Commiss ioner  Esper  i s  not  here  today because  he  
in  h is  day job works  on defense  indust ry  i ssues  and out  of  concern  
about  the  e th ics  of  the  s i tua t ion  he  decided tha t  i t  made more  sense  for  
h im not  to  be  able  to  par t ic ipate .  
 Commiss ioner  Reinsch,  I  ac tual ly  wanted to  address  a  comment  
to  you,  which is  when I  hear  th is ,  th is  has  been going on for  40  years  
argument ,  I  a lways  th ink what 's  d i f ferent  now is  the  magni tude ,  the  
extent  and the  speed a t  which i t ' s  happening.   Any chance  tha t  there  
might  have  been 40 years  ago to  do some sor t  of  t rade  adjus tment  
ass is tance  tha t  worked in  the  context  of  over  t ime seems rea l ly  so  
much more  d i f f icul t  g iven the  speed a t  which everything is  happening 
and the  extent  a t  which i t ' s  happening.   So jus t  an  observat ion on tha t .  
 Also ,  tha t  when we were  in  Akron,  Ohio ,  one  of  our  wi tnesses  
tes t i f ied  tha t  Ohio 's  b igges t  expor t  i s  i t s  young people  because  there  
are  no jobs  for  them;  there  i s  no  future  for  them there .   And I  guess  
tha t ' s  rea l ly  what  my ques t ion  comes out  of .   Both  Mr.  Herrns tadt  and 
Mr.  Hawkins ,  sk i l l  se ts  are  one  of  the  i ssues  tha t  a re  rea l ly  impor tant .  
 I  th ink tha t  a  lo t  of  people  have th is  concept  tha t ,  wel l ,  anybody can 
do these  machine  tool  jobs ,  anybody can do th is  sor t  of  th ing,  and what  
can we do to  ensure  tha t  th is  country  has  the  t ra ined labor  force  tha t  
we need for  these  jobs  and how do we get  young people  to  bel ieve  tha t  
there 's  a  reason to  go in to  those  jobs  i f  they don ' t  see  a  fu ture  for  
themselves?  
 MR.  HERRNSTADT:  That ' s  a  very  profound ques t ion,  and i t ' s  
rea l ly  a  very  ser ious  ques t ion ,  but  i t ' s  a lso  a  rea l ly  t raumat ic  ques t ion  
because  tha t ' s  what  we 've  been asking for  many years .   There  are  two 
surveys--one ,  the  machinis ts  d id .   I  be l ieve  i t  was  in  1996.   I t  focused 
on a  couple  of  p lants .   One included a  defense  fac i l i ty  where  there  was  
a  cycl ica l  downturn  in  the  defense  indust ry  and a  s tudy that  was  
commiss ioned I  be l ieve  by the  Aerospace  Commiss ion f rom a  few 
years  ago.   I 'm not  qui te  cer ta in  of  tha t .  
 And they come up wi th  both  the  ident ica l  f indings .   They asked 
ques t ions  about  would  you want  your  chi ldren  to  fo l low you in  th is  
indust ry?   Not  exact ly ,  but  sor t  of .   And the  answers  were   bas ica l ly  
no,  why would  I  want  to  do tha t ,  I 've  jus t  been la id  off?   Or  i f  I  ge t  
rehi red ,  I ' l l  ge t  la id  off  again .   There 's  no  cer ta in ty  in  th is .  
 So  we need,  we need ski l l s ,  sk i l l  t ra in ing.   These  are  
apprent iceship  and t ra in ing programs.   These  are  not  easy  jobs  tha t  
someone can walk  in  off  the  s t ree t  and do.   These  are  incredibly  
technica l ,  h igh ski l l  se t  jobs .   We need apprent iceship  programs.   We 
need high ski l led  technology centers  to  t ra in  young people ,  but  tha t  
doesn ' t  mean anything i f  there  are  no jobs  a t  the  end of  the  day for  
young people  or  for  middle-aged or  senior  c i t izens  to  go in to  on th is .  
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 I f  there  are  no jobs ,  i t ' s  meaningless .   The incent ive  for  
people  to  ac tual ly  go through a  four-year  program to  obta in  the  
cer t i f ica t ion  tha t ' s  needed is  not  there  i f  they ' re  going to  be  handed a  
p ink s l ip  r ight  af ter  they get  the i r  cer t i f ica te  program,  which is  why 
we need to  look a t  sor t  of  a  rea l ly  comprehensive  look-- I  go  back a t  
tha t - - to  f igure  out  sys temat ica l ly  where  the  s t ruc tura l  f laws in  what  we 
current ly  have  now exis t  and how to  ac tual ly  f ix  them,  not  only  now 
quickly  but  a lso  wel l  in to  the  fu ture .  
 MR.  HAWKINS:   I  have to  agree  wi th  everything Mr.  Herrns tadt  
has  sa id ,  but  add a  couple  anecdota l  th ings .   My son is  s tudying 
computer  sc ience ,  wants  to  go in to  secur i ty  networking sys tems,  but  I  
worry  wi l l  he  have  a  job?   I  th ink maybe because  tha t ' s  a  defens ive  
th ing;  you got  to  protec t  the  computers  here .   That ' s  something tha t  
you can ' t  outsource  as  eas i ly .  
 But  most  of  h is  f r iends  aren ' t  going in to  technical  f ie lds ,  and 
when I  was  teaching economics ,  there  weren ' t  very  many economics  
majors .   Al l  my s tudents  were  bus iness  majors ,  tha t ’s  where  everyone 
wanted to  go,  and i t  was  bus iness ,  f inance  and market ing because  
tha t ' s  where  the  money is .   I  had a  f r iend in  graduate  school  who was  a  
br i l l iant  engineer .   He held  severa l  pa tents ,  e lec t r ica l  engineer ,  worked 
up in  Oak Ridge on high tech s tuff ,  but  he  d idn ' t  rea l ly  s tar t  ge t t ing  
recognized or  pa id  wel l  or  rea l ly  making a  career  unt i l  he  moved in to  
market ing .  
 So here 's  a  br i l l iant  engineer  who moves  over  to  market ing  
because  tha t ' s  where  the  money is .   We a lso  have  to  worry  about  the  
incent iv iz ing of  what  we reward.   Do we reward technica l  exper t i se  or  
do  we reward something e lse?  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR WESSEL:   I  have  one  or  two quick 
ques t ions  unless  there  are  any other  panel is t s?   Did  you have 
addi t ional  ones  as  wel l ,  Mr.  Reinsch?  
 COMMISSIONER REINSCH:  Maybe.   You go ahead.  
 HEARING COCHAIR WESSEL:   You ra ised  jus t  a  moment  ago,  
Mr.  Hawkins ,  an  i ssue  tha t ' s  current ly  being considered by Congress ,  
and I  am no exper t  on  patent  law,  but  I  was  wonder ing whether  you 
had any thoughts  on some of  the  changes  tha t  a re  being considered and 
what  they might  do  to  the  manufactur ing base  in  terms of  long- term 
patent  law reform?  Have you spent  any t ime on tha t  i ssue?  
 MR.  HAWKINS:   Only  a  l i t t le  b i t .   We 're  concerned.   As  an  
organiza t ion  we 're  concerned about  i t .   I t ' s  not  one  of  the  topics  I 've  
looked in to  a  lo t ,  but  we are  concerned because  patent  i s  about  
in te l lec tual  proper ty ,  and in te l lec tual  proper ty  i s  s t i l l  one  of  the  areas  
tha t  we lead the  wor ld  in  and we need to  preserve ,  and i t  seems to  me 
f rom what  I  unders tand of  the  reforms that  are  being made and have 
been pushed for  qui te  awhi le  tends  to  weaken the  protec t ion  of  
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in te l lec tual  proper ty .  
 There  are  a lways  more  people  who want  to  use  somebody 's  ideas  
than there  are  people  capable  of  coming up wi th  the  ideas ,  and a  
sys tem that  i s  pushed by the  people  who want  eas ier ,  cheaper ,  i f  
poss ib le  f ree ,  access  to  o ther  people 's  ideas ,  tha t ' s  put  a  lo t  more  
people  on one  s ide  of  the  sca le  than on the  crea t ive  people  who are  
t ry ing to  protec t  the i r  r ights  and again  gets  back to  incent ives .   Do we 
want  incent ives  for  those  people  who are  able  to  do h igh tech,  
innovat ive  th ings?   And we don ' t  want  to  weaken that .  
 HEARING COCHAIR WESSEL:   I f  you have any other  people  in  
your  organizat ion  who have done any work on that  i ssue  or ,  Mr.  
Herrns tadt ,  I  don ' t  know i f  you have comments  on the  patent  law 
reform,  I  would  be  in teres ted  in  what  impact  you th ink the  changes  
might  have  on our  manufactur ing base  and oppor tuni t ies  there .  
 I  a lso  wanted to  jus t  ask  a  ques t ion  whether  e i ther  of  you had a  
v iew on the  i ssue  I  ra ised  wi th  the  previous  panel  wi th  Mr.  Danis  
because  I  was  somewhat  surpr ised  and a lso  p leased by the  comment  he  
made on the  pr ivate  equi ty  ques t ion  and the  changing nature  of  pr ivate  
equi ty  here ,  and a lso  China 's  involvement ,  increas ing involvement ,  in  
pr iva te  equi ty  here ,  and tha t  the  government  i s  now going to  take  a  
look a t  what  the  secur i ty  impl ica t ions  of  tha t  a re .  
 Have e i ther  of  you spent  any t ime on the  pr ivate  equi ty  i ssue  and 
i t s  ro le  in  manufactur ing here  or  associa ted  i ssues?  
 MR.  HAWKINS:   Not  rea l ly  except  for  the  aspect  tha t  you 
ment ioned ear l ier  about  CFIUS,  about  watching for  fore ign takeovers  
of  equi ty ,  and par t icular ly  we 've  got  the  Chinese  now turning the i r  
huge cash  hoard ,  hard  currency reserves  tha t  they 've  bui l t  up  through 
the i r  t rade  surpluses ,  a re  now s tar t ing  to  look for  more  prof i table  ways  
to  inves t  tha t  money by going in to  buying up pr ivate  equi ty  ins tead of  
bonds ,  and that ' s  such an  enormous  amount  of  money,  and i t  i s  be ing 
run by the  s ta te .   I t ' s  government  money run by a  government  agency.   
That  you have to  th ink tha t  they ' re  going to  use  tha t  money to  fur ther  
na t ional  objec t ives ,  not  jus t  p ick  up a  couple  of  ext ra  points  of  y ie ld .  
 So we 're  going to  have  to  s t rengthen our  survei l lance  of  th is .   
According to  the  Bureau of  Economic  Analys is  of  the  Commerce  
Depar tment ,  las t  year  we had a  very  large  inf lux of  fore ign di rec t  
inves tment ,  but  tha t  91 .5  percent  of  tha t  was  to  s imply  buy up exis t ing  
fac i l i t ies .   I t  wasn ' t  greenf ie ld  inves tments  tha t  expanded American 
capaci ty  in  any way.   I t  jus t  changed ownership  f rom American hands  
to  fore ign hands  and tha t  has  potent ia l  negat ive  impact .  
 HEARING COCHAIR WESSEL:   Mr.  Reinsch?  
 COMMISSIONER REINSCH:  May I?   Do we have another  
minute?  
 HEARING COCHAIR WESSEL:   Please ,  yes .  
 COMMISSIONER REINSCH:  I  do  th is  wi th  some t repidat ion.   
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I 'm sure  I ' l l  pay  for  i t  down the  l ine ,  but  the  point  of  the  40 year  
th ing was  not  to  say  that  now is  not  worse  than then.   Now is  worse  
than then.   The point  was  to  say  there  are  o ther  forces  a t  work in  the  
economy bes ides  t rade  and bes ides  a  s ingle  country ,  which I  th ink 
we 've  agreed on.  
 I  was  s t ruck by some of  Mr.  Herrns tadt ' s  comments ,  and I  was  
reminded of  the  Akron hear ing by something tha t  Commiss ioner  
Bar tholomew sa id .   I 'm probably  not  the  r ight  person to  ta lk  about  th is ,  
as  the  fa ther  of  a  d iv in i ty  school  s tudent  and a  h ip-hop performer .   I 've  
not  exact ly  had a  lo t  of  parenta l  exper ience  in  the  job  market  in  qui te  
the  same way as  o ther  people .  
 But  what  s t ruck me about  the  Akron hear ing was  a  machinis t  who 
was  tes t i f ied  and ta lked among other  th ings-- th is  was  not  the  main  
thrus t  of  h is  tes t imony--about  a  h igh school  k id  tha t  he  had had as  a  
summer  equivalent  of  an  in tern-- I 'm not  sure  what  word he  used--who 
they thought  was  jus t  wonderful ,  and had hoped despera te ly  tha t  he  
would  go in to  machining when he  graduated.  
 And the  k id  d idn ' t .   He looked a t  the  job  oppor tuni t ies  and came 
exact ly  to  the  conclus ion tha t  Mr.  Herrns tadt  descr ibed,  about  the  
marketplace .   And so  what  d id  he  decide  to  do  ins tead?   He decided to  
go  to  col lege  and the  wi tness  sa id  i t  l ike  tha t  was  a  bad th ing.   And I 'm 
sorry ,  I  don ' t  th ink i t ' s  a  bad th ing.   I  th ink the  k id  made an  
appropr ia te  choice  for  h im,  and I  hope i t  was  a  wise  one ,  but  I  don ' t  
th ink tha t  the  s ignal  tha t  we--and I 'm sure  i t ' s  not  the  s ignal  you want  
to  send to  the  current  genera t ion  i s  tha t  we don ' t  want  them to  go to  
col lege;  we want  them to  do something e lse .  
 I  guess  where  tha t  leaves  me in  par t  i s  back to  where  I  began 
which i s  there  are  la rger  forces  going on in  the  economy than we 've  
been discuss ing.   I  th ink Mr.  Herrns tadt ' s  idea  tha t  we ought  to  spend 
some t ime s tudying tha t  i s  a  good idea  and an  impor tant  one .  
 Obviously ,  people  are  making career  choices  and profess ional  
choices  based on the i r  v iews about  the  fu ture  of  those  jobs ,  and i f  they 
foresee  layoffs  or  a  th in  job  market ,  they ' re  not  going to  be  a t t rac ted .  
 I  suspect  they ' re  a lso  making l i fes ty le  choices  tha t  we haven ' t  
addressed.   These  are  hard  jobs .   The jobs  tha t  your  workers  have  not  
only  require  a  lo t  of  t ra in ing,  but  some of  them require  a  good bi t  of  
physica l  dexter i ty  and s t rength ,  and they ' re  not  easy .   When I  spent  a l l  
my t ime on the  Hi l l  working for  a  senator  tha t  represented  a  lo t  of  
s tee lworkers ,  i t  was  the  same th ing.   I  have  grea t  admira t ion  for  the  
people  tha t  do  those  jobs .  
 I  can  a lso  unders tand why there  are  a  lo t  of  k ids  today who 
might  not  want  to  do them and might  prefer  a  d i f ferent  l i fes ty le ,  and 
we haven ' t  deal t  wi th  tha t  a t  a l l .  
 I t  seems to  me tha t  there  i s  something to  be  sa id  for  spending 
more  t ime col lec t ive ly ,  workers ,  management ,  government ,  t ry ing to  
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look a t  what 's  going on in  the  economy today and what  k ind of  
choices  our  chi ldren  are  making and a lso  the  extent ,  as  you a l luded to ,  
extent  to  which our  educat ion sys tem is  prepar ing for  new economic  
rea l i t ies  ra ther  than the  economic  rea l i ty  of  20  years  ago.  
 So in  tha t  respect ,  I 'm wi th  you.   I 'm not  sure  I 'm wi th  you on 
everything.   Do you want  to  comment  on tha t ,  Mr.  Herrns tadt ,  or  
should  we jus t  end the  rant  and conclude the  hear ing?  
 MR.  HERRNSTADT:  Thanks .   I f  I  could  jus t  br ief ly  respond.   I  
want  to  make i t  c lear ,  I  do  th ink t rade  p lays  a  la rge  ro le  in  i t .   I  th ink 
there  are  many other  fac tors  as  wel l ,  and we need to  take  them al l  in to  
account ,  but  I  th ink t rade  i s  a  par t icular ly  ser ious  fac tor  tha t  p lays  in  
i t ,  and i f  you look a t  and hear  as  many plant  c los ings  as  I  have  heard  
and others  have  heard  and jobs  moving to  Mexico or  China  or  service  
centers  moving to  the  Phi l ippines  or  Singapore ,  i t  makes  you want  to  
weep,  and i t  makes  you angry ,  and i t  a lso  makes  you want  to  do 
something to  f ix  i t ,  to  hang on to  what  we have current ly  in  th is  
country .  
 I  th ink a lso  tha t  when we ta lk  about  s tudying th is  i ssue ,  we need 
to  do much more  than tha t .   The las t  th ing we need is  another  two-year  
or  three-year  s tudy to  come out  wi th  some 300 page book.   And we 
rea l ly  need i t ,  and th is  i s  when I  say  t imely ,  I  can ' t  rea l ly  unders ta te  
i t ,  urgent ly .   We are  hemorrhaging these  jobs .   We are  hemorrhaging 
these  communi t ies ,  a lmost  on  a  da i ly  bas is ,  and i t ' s  s ick  and i t ' s  a lso  
shameful .  
 And then the  las t  point .   Of  course ,  these  are  hard  jobs ,  but  these  
are  a lso  grea t  jobs .  When you look a t  the  pr ide  tha t  these  workers  have  
in  the  weapon sys tems that  they produce ,  in  the  commercia l  products  
they produce ,  i t  i s  amazing.   And the  loyal ty  and dedica t ion  tha t  they 
have in  the i r  work,  these  are  fo lks  tha t  a re  enthus ias t ic .  These  are  
fo lks  tha t  love  what  they do.   These  are  fo lks  tha t  impar t  th is  love  and 
enthus iasm to  the i r  k ids ,  and they hope the i r  k ids ,  some of  them,  wi l l  
go  in to  th is  f ie ld  on i t ,  and some of  these  k ids  want  to .  
 But  i f  the  job  secur i ty  i sn ' t  there ,  i t  i sn ' t  there .   This  i s  not  to  
say  tha t  th is  has  some sor t  of ,  oh ,  mutual ly  exclus ive  th ing wi th  fo lks  
get t ing  h igher  educat ion  in  terms of  col lege .   I t ' s  k ind of  a  complete ly  
d i f ferent  d iscuss ion and for  another  day.   Thanks .  
 MR.  HAWKINS:   I  be l ieve  i t ' s  on  Discovery  Channel- - there 's  a  
grea t  ser ies  ca l led  "GI  Factory ,"  where  they go around and they look 
through American fac tor ies  tha t  a re  bui ld ing weapon sys tems,  and they 
in terview the  people  who work there ,  and they show how i t ' s  done.   
And as  Mr.  Herrns tadt  sa id ,  the  enthusiasm of  the  people  who work 
there ,  a  lo t  of  them are  veterans  themselves ,  or  they have  a  family  
member  who 's  in  the  service  now.   They put  care  and concern  in to  the  
work tha t  I 'm not  sure  you ' re  going to  f ind  i f  you outsource  i t  to  some 
guy overseas  somewhere .   They ' re  not  going to  be  s imi lar ly  d i rec t ly  



 

 

 
 
 
  

179  
bonded in to  what  they ' re  doing as  the  people  are  in  the  American 
fac tor ies  who are  doing th is  work.  
 HEARING COCHAIR WESSEL:   With  tha t ,  thank you.   I  hope i f  
you have fur ther  comments  and informat ion,  tha t  you ' l l  provide  i t  to  us  
as  we work on th is  year 's  our  end-of-year  repor t ,  and tha t  concludes  
today 's  hear ing.   Thank you.  
 [Whereupon,  a t  11:55 a .m. ,  the  hear ing was  adjourned. ]  
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