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NEW DIRECTIONS AND NEW PROBLEMS

FOR ARMS TRANSFERS POLICY

by

David J. Louscher and Michacl D. Salomon

The climate for the transfer of Ameti-
canarms to other countries has changed
in the year since Ronald Reagan became
President. In the first months of Presi-
dent Carter’s term there was a commit-
ment to constraine. But it was under-
mined by events during the last two
years of Mr. Carter’s Presidency. Just as
substantial obstacles prevented Presi-
dent Carter from restraining the sale of
arms as much as he would have liked, so
roo will President Reagan confronc
many obstacles in his plan to increase
arms transfers,

The assumptions of President
Reagan and his key advisors about the
role of weaponry for maintaining peace
are different from chose held initially by
Presidenr Carcer. Principally, the
Reagan administration appears com-
mitted to containment as a major
foreign policy objective, to thestrengrh-
ening of America's allies, and to a
greater American presence throughout
the world.

The administration's view of che
value of arms sales to accomplishing
these objectives is reflected in the testi-
mony of Secretary of Stare Alexander
Haig before the Senate Forcign Rela-
tions Committee.

As we strengthen these states,
we strengthen ourselves,
and . .. we do so more effectively
and at less cost. Friendly states can
help to deter threars before they
escalate into world shaking crises.
The issue is not whether a local
srate can singlehandedly resist a
Soviet assault, Rather, it is whether
it can make rhac assault more
costly, more complicared, and there-
fore politically less likely to occur.!

The Carter Legaey. President

Jimmy Carter, convinced that contain-

ment was no longer a valid basis for the
conduct of American foreign policy,?
was determined to limit the use of arms
sales as an insrrument of policy. He
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assumed that the ever-increasing flow
of arms to the developing world, racher
than contributing to the deterrence of
Soviet-based aggression, seriously
threatened international peace.? While
there were many views within his
administration on the impact of arms
transfers as an instrument of policy, his
high-ranking assistants perceived the
arms sales policies of Nixen and Ford as
indiscriminate and, if continued, likely
to have prodigious potential for global
instability and violence in the de-
veloping world.

The two trends they viewed as most
dangerous were the growing techno-
logical sophisrication and military
capability of the arms transferred to the
developing nations and the aggregate
volume of worldwide arms sales, which
was increasing at about 20 percent a
year and in 1977 totaled approximrely
$17 billion. At the very least, arms sales
were seen as hurting rather than
helping the ability of the United States
to control events in economically and
serategically important areas. President
Carter was intent on redirecting a trend
which he perceived as moving in a way
potentially damaging to U.S. national
security interests. T'o counter this trend,
he embarked upon an ambitious pro-
gram of unilateral and multilaceral iniri-
atives aimed at controlling arms sales
worldwide. 4

The Reagan Approach. Although
arms rransfer restraint was not an issue
in the 1980 presidential campaign, as
early as January, before he took the oath,
it was widely believed in Washingron
thar President Reagan would be less
concerned about the possible dangers of
arms rransfers than his predecessor, and
would focus instead on rheir possible
benefits. As one official in the Office of
the Secretary of Defense rold the
authors: " . .. there will be less hand
wringing about the moral consequences
of arms sales.” Added a staff member of
the House Foreign Affairs Committee:

Arms Transfers Policy 41

"I think you can expect the Reagan
people to try to crank up sales the way
the Carter people tried to crank them
down.”

These carly expectations of the new
administration’s approach to arms trans-
fers were confirmed in March. As Secre-
tary of State Alexander Haig and Under
Secretary of State for Security Assis-
tance, Science and Technology James L.
Buckley stated before the Congress, the
rotal program authority which the
administration was requesting repre-
sented a 30 percent increase over that
for the year before.® Indeed, the budget
authority requested represented a 57
percent increase over that year's levels.
For the new fiscal year, 1982, which
began last fall, the administration re-
quested $1.48 billion to supporc the
financing of $4.05 billion to be fur-
nished to 38 countries. The salient
feature of Reagan's proposed program
consisted of three major components:
First, $2.573 billion for loans from the
Federal Financing Bank wirh Depart-
menr of Defense guarantees of repay-
ment; second, $500 million in credits for
Israel; and rhird, $981.8 million in
credits to 15 countries at reduced inter-
est rates. In addition, the President
asked Congress to permit him greater
flexibility by aurhorizing $100 million
in unallocated funds for the Military
Assistance Program (MAP). And in a
major shift from previous requests to
Congress, the administrarion asked for a
special defense acquisirion fund of $350
million for FY 1982 with which to
procure emergency equipment quickly
withourt diverting U.S, service stocks.

'On 8 July, President Reagan signed a
directive which was to govern the coun-
try's new approach to arms transfers.
He established six objectives for arms
transfers: (1) ro deter aggression
through better preparedness on the part
of friends and allies, (2) to improve U.S.
power projection capabilities, (3) to
strengthen mutual security relarion-
ships, (4) ro improve credibility for U.S.
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tommitments to friends and allies, (5)
to enhance regional and regime stability,
and (6) to improve U.S. defense produc-
tion capabilities and efficiency.

Expanding Security Assislance:
Obstacles and Constraints. Regard-
less of President Reagan's intentions, it
isunlikely that security assistance can be
expanded easily as rhere are several
obstacles, both international and domes-
tic, which prohibit extensive expansion.
Quirside our borders, these include: the
modest funds most recipients have,
high interest rates, concern of interna-
tional lending inscitutions about grow-
ing Third World indebtedness, and ex-
panded sales efforts of European com-
petitors. Domestic constraints on the
expansion of arms transfers include:
continued congressional doubt concern-
ing the advisability of such transfers,
congressional and executive interest in
limiting foreign aid costs, increasing
industrial opposition to increased use of
coproduction arrangements, and the
opposition of the Armed Services to the
exports of top-line equipment until
their own procurement needs are ful-
filled.

International payments deficits, the
need to generate jobs, the necessity of
finding means to offset development
costs, concerns about the length of
production runs, and general economic
pressures, have compelled most indus-
trialized nations to reduce their military
grant aid to Third World countries in
favor of reimbursable assistance.” Thus
over the past few years, no matter how
great the demand for arms by many
nations, few have the resources to pur-
chase vast quantities. Wirth few excep-
tions, the largest importers of arms in
1978 were the oil rich countries such as
Iran, Libya, Iraq, and Saudi Arabia.®
Moreover, the QOPEC nations have in-
creased inrernational payment pres-
sures on those poor nations which have
to import oil. Soaring oil prices have
often been an enormous burden on

developing countries, leaving them
with precious little capital for either
domestic services or greater defense.
Morgan Guaranty Trust Company esti-
mates that increased OPEC prices are
the major contributor to the $85 billion
international payments debts of non-oil
Third World countries.?”

The soaring cost of interest is related
10 the fact that capital for arms imports
among Third World nations is hard to
get. The US, Government is charging
15 percent interest on loans processed
through the foreign military sales
financing program. These interest rates
make the procurement of any major
weapon system a heavy burden for most
developing economies. Increasingiy,
Third World borrowers are realizing
that high interest rates are consuming
ever more of their export earnings.
Rimmer de Vries, senior vice president
at Morgan Guaranty Trust Company,
estimated that ten years ago rhe 12
largest Third World borrowers needed
only six percent of their export earnings
to pay the interest owed on debts abroad,
"but by 1980 interest took 16 per cent of
such earnings and this year could jump
to 20 per cent.”!®

A third obstacle to expanding arms
transfers to the developing countries is
that international banking experrs fear
Third World debt has grown to danger-
ous levels. Morgan Guaranty Trust esti-
mates the developing countries’ debt at
$500 billion. Banking officials are con-
cerned that any large default could, as a
Lloyds Bank spokesman stated, "have a
domino effect that could lead to a
catastrophe.”!! While the foreign mili-
ary sales finance program does provide
guarantees for loans issued to develop-
ing countries by private institutions,
lending officials feel all indebtedness
must be reduced in the near future.

The seriousness of the problem is
revealed by the case of [srael. in 1978
that country, a major purchaser and
recipient of arms from the United
States, agreed to buy $2 billion in arms

Published by U.S. Naval War College Digital Commons, 1982



Naval War College Review, Vol. 35 [1982], No. 1, Art. 6

and, in 1979, over &1 billion worch.
Since 1974 part of its annual purchase
costs have been waived. For example, in
each year, 1978 and 1979, Israel received
%500 million in waived financing. Even
wirh these favorable and unique excep-
tions for financing of arms purchases,
Israel has found any further purchases
to be too great a burden un its economy.
Israel's present debt payment schedule
is 700 million a year. The Israelis are
reported to have rejected an offer by the
Reagan administration of an additional
3600 million in credit for arms pur-
chases because their economy cannot
sustain any furcher debt burden.'?
Anexpanded American arms transfer
effort will also face more competition
from Europe than before. At rthe same
time the Carrer administration was limit-
ing the activities of U.S. industry and
governmenr represenratives abroad,'?
rhe European governments were assist-
ing their industries to expand their
arms exports to the Third World. ' One
result of elaborate government-spon-
sored sales drives in the Third World
has been a major expansion of European
exports. By 1980 it was apparent, for
example, that foreign military sales had
become France's biggest growth indus-
try. Ten years earlier, in 1970, toral
French arms deliveries abroad were
only $600 million, but by 1979 arms
exports grew ro $4.76 billion.” British
sales efforrs are no less ambitious. A
comparison of U.S. and European ex-
ports ro the Third World since 1976
reveals bow rapidly and extensively the
Europeans are capruring a sizable pro-
porrion of the Third World market.
Table | shows the extent of European
expansion of its exports to the develop-
ing world since 1976. While U.S. arms
exports to the developing narions have
remained fairly constant at about $10
billion since 1976, European exports
have more than tripled from $2.2 billion
to $7.2 billion. European sales were
expected to be even grearer in 1981, Any
expanded arms transfer program of the
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Reagan administration will confront,
then, what one Defense Department
official refetted to as “fierce competi-
rion from our NATO allies.”

TABLE 1—U.S. AND EUROPEAN
ARMS EXPORTS TO DEVELOPING
NATIONS
{In Billions of Dollars)

Yeoar Unitad States Europe*
1976 10.7 22
1977 9.9 6.6
1978 11.3 7.9
1979 104 7.2

Source: Compiled from data provided
in .S Conventional Arms Transfer
Poticy, Report to the Saenate from the
Committea on Foreign Relations, U.S.
Senate, June 1980.

*Includes France, the United King-
dom, Wast Germany, and Italy.

One should also think about Soviet
aid activities when considering arms
transfer prospecrs, though there are
only a few arms-receiving nations in
which the United Stares and the Soviet
Union are competirors.'® It can be ar-
gued that Soviet aid activities stimulate
arms transfers from the United States
to a region racther rhan reduce rhem.
Yet, as Third World recipients atternpt
to reduce their dependence upon sole-
supply relationships,'? the United Srates
and the Soviet Union may find them-
selves increasingly in competition.
Table 2 compares toral U.S. and Sovier
Union arms transfers from 1969 to
1978. It shows clearly that while U.S.
arms rransfers measured in constant
dollars remained fairly srable, Soviet
arms rransfers expanded exrensively,
from only $1.7 billion in 1970 w0 $6.6
billion in 1978,

Finally, an expanded U.S. arms trans-
fer program will have to compete with
an ever-growing number of major
Thicd World acrms producers. Presently,
maore rhan 30 developing nations pro-

duce weapons. The rapid growth of Third
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World producers may be illustrated by
comparing aircrafe production in 1965
with thar in 1975. In 1965 only seven
countries in the Third World praduced
military aircraft. By 1975, however,
there were 17 such countries.'® The U S.
Arms Conrtrol and Disarmament
Agency estimares that the money value
of armaments produced in the Third
World has increased from less than one
billion dollars in 1970 to over five
billion in 1977, not including the produc-
tion of the People’s Republicof China.t®
TABLE 2—ARMS EXPORTS OF
THE UNITED STATES AND

THE SOVIET UNION, 1989-1978
{Millions of Constant 1977 Dollars}*

Year United States Soviet Union

1969 5685 1786
1970 4788 2317
1971 4997 2355
1972 5787 4093
1973 6642 7076
1974 5489 5001
1975 5233 4453
1976 6242 5607
1977 6900 6600
1978 6237 6609

Source; United States, Arms Control and
Disarmament Agency, World Military Ex-
penditures and Arms Transfers, 19685
1978 (December 1980).

*ACDA Figures are much lower than
other arms transfer statistics, such as
those in Table 1, owing to ACDA’s most
rastricted definition of arms sales, Particu-
larly, only deliveries are estimated, and
construction, training and technical ser-
vices as well as other items which are
deemed to have dual role or possible
civilian applications are excluded. This prac-
tice, in the authors’ view, is peculiar: an
F-15 fighter, for example, is lethal only if it
has proper runways, if pilots have proper
training, and if ground crews have been
provided with major technical services.

Many of these weapons are produced
under license or coproduction arrange-
ments with industrial states. ¢ is ¢lear,
bowever, that once a developing coun-
rry can make its own arms, ir sces the
same advanrages to exports as do the

industrialized narions. Brazil, Taiwan,
Argentina, lsrael, and Yugoslavia have
ambitious plans w export weapons,
These weapons are primarily at the
intermediate level of sophistication and
for the most parr have relatively simple
maintenance and operational require-
ments. The demand for such equipment
in Latin America and Africa is bigh.
Reflecting that demand, Third World
exports increased from $49 million in
1969 to 3707 million in 1978.2% The
proliferation of arms exporters and the
expanded production facilities of such
exporrers, plus the desire of many coun-
tries to avoid heavy dependence upon
sole suppliers will probably, then, also
limit the expansion of arms transfers
from rthe Unired Staces.

There are also domestic constraints
on arms transfers. Many members of
Congress are still reluctant to spend on
military assistance. For the five years
ending in 1977, Congress intervened
increasingly often inarms sales decision-
making and imposed a variety of restric-
tions on the security assistance program.
These included lists of which nacdons
could receive grant assistance, which
could purchase weapons, and which
could receive military credit assistance.
Congress placed limitations on credit
availability for weapons coproduction
agreements. Prescriptions were pro-
vided as to how the United Scates could
rransfer weapons, Specific types of
regimes, such as violators of human
rights or supporters of terrorism, were
prohibited from receiving security
assistance. Reserictions were placed on
the dollar velume of tortal sales which
could be made to Latin America and
Africa. The numbers of U.S. military
personnel who could be assigned ro
securiry assistance functions in each
recipient nation were limited specifi-
cally, and their activities were severely
proscribed. Recent debates in Congress
over aid to El Salvador or concerns
abour possibly expanded arms aid to
Saudi Arabia and other Middle Last
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nations reveal that the Congress will
remain a major restraining force.?!
Thus, it can be seen that over the years
the Congress has established a lengthy
list of restrictions?? which Reagan’s
administeation, as was Carter's, will be
"bound by law ro implement.”23

As a consequence of limited capital
and credir, only otl-rich nations will be
capable of acquiting large amounts of
equipment from the United Srates. For
example, who but Saudi Arabia could
seek to purchase §8.5 billion of AWACS
and other high-rechnology equipment?
Any increase in the U.S. securiry
assistance program in the immediate
future will almost certainly be actribut-
able to transfers to friendly nations in
the Middle East. Most other narions
would need sizable grants (nonreimburs-
able aid) or very favorable credit to
acquire major weapon systems. Yet, the
Congress has a long history of opposing
major military grant assistance pro-
grams. Recently, excepting Israel,?* the
Congress has been very reluctant to
ptovide grant aid to arms recipients.
The Military Assistance Program has
not exceeded one billion dollars since
1964. In 1979, Congress authorized only
$213 million for it. As have past presi-
dents, Reagan will find it extremely
difficult to convince the Congress to
accept an expanded grant assistance
program.?®

Another major domestic constraint
on an expanded arms rransfer program
is industry opposition as well as congres-
sional and other opposition to coproduc-
tion arrangements. It is clear thar, in-
creasingly, Third World recipients will
demand coproduction arrangements as
a special condirion for receiving arms
from industrial suppliers. Officials are
concerned that if che United States does
not agree, recipients will curn to Europe.
Said a State Department official in-
volved in the issue:

We will have ro be mote flexible on

this one. If we don't grant coproduc-

tion, France and Britain will. They
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won't want to, but [ think they will

see coproduction arrangements as

a way of penetrating traditional

U.S. markets.

The pressures for coproduction agree-
ments are further tevealed by the fact
that of the controls established by Presi-
dent Carrter, this was the one with the
most exceptions. In March 1980, Under
Secretary of State for Security Assis-
tance, Science and Technology Mathew
Nimerz testified that there had been 17
exceptions to the proscription against
coproduction agreements with develop-
ing nations.?¢ Subsequently, the Com-
mittee on Foreign Relations has recom-
mended that the coproduction prohibi-
tion be reviewed and maodified.

Both industry and the services are
alarmed by this trend. Industry is con-
cerned about the possibility of creating
new competitors by providing re-
cipients technical data and construction
skills that permir an export capability
such counrtries could not develop
through cheir own effort. As one Lock-
heed executive said to the authors:

We really are nervous about

officials negotiating coproducrion

MOU's [Memoranda of Under-

standing]. One of rhese days we are

going to wake up and discover they

have given away the store!
The Defense Department also is not
enthusiastic about the growing demand
from Third Warld nations fot coproduc-
tion agreements. Said the former Direc-
tor of Technology and Arms Transfer
Policy:

. there is growing concern
from some quarters, particularly
Defense, about where present and
future coproducrion agreements
migbt take us. [ see little
enthusiasm among the Secvices,
for example, for having major
components for U8, systems pro-
duced by non-NATO countries,
both for the effects chat foreign
coproducrion is likely to have on
the 1.8, mobilization base and
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for the political risk of a disruption
of supply in the event of political
pressures, crisis or actual hostili-
ties. And yet, to make any eco-
nomic sense, coproducing re-
pients will probably have to find
some markers for the items they
produce beyond what are likely to
be their small indigenous require-
ments. Thatleaves only two alterna-
tives, either sell back to the U.S. or
to find Third country markecs.??

Coproduction, then, leaves the
Reagan administration with several un-
desirable future oprtions: (1) risking
alienation of Third World nations by
refusing to reach coproduction arrange-
ments, with a possible loss of markets;
(2) risking dependence upon Third
World production of items needed for
the US. military inventory; and, (3)
risking new competitors.

Finally, the Services are not always as
keen about arms exports as is often
alleged. Despite the fact that arms ex-
ports often help 1o offset development
and procurement costs, many officers
are increasingly distressed by long US.
acquisition delays that are caused by
exports. As one officer in the Air Force
sales office stated:

Each time we find a new buyer for

the F-16 the requirements of the

U.S. Air Force are delayed because

we have to share limited produc-

tion schedules with the new re-
cipients.
Said a naval officer speaking of a U.S.
arms sales program for Saudi Arabia:
The Saudi Naval Expansion Pro-

gram is marvelous. [t is the kind of

Navy we could have if we just had

the money and were allowed to get

in line.

As the Reagan administration commits
itself ro a rapid expansion of U.S.
conventional forces, it is likely there
will be growing conflict between
that goal and the goal of providing
major armament packages to other
nations.

The central argument of this paper
has been that the high demand environ-
ment of the international system, as
well as extensive comperition for mar-
kets, influence, or penerration pre-
vented the Carter administracion from
implementing its arms transfer re-
srraint policies or realizing its arms
transfer restraint objectives. Yer, an
expanded security assistance program
will confront an equally large number of
constraints in the international and
current domestic environment.
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