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Preface

The purpose of thig research effort was to determine if
the NATO Identification System (NIS) Codevelopment Program
would increase JATO Rationalization, Standardization, and
Interoperability (RSI).

Interviews were conducted with gerrnment, military,
industry, and foreign ofticials. In addition, ;n exteansive
literature review on the NIS prograﬁ was conducted to
determine if NATO RSI would be increaged as -a result of the
NIS program. The result of this research was inconclusive
due to the lack ?I documentation to determine how many
allied nations, excluding the participants, plan to procure
the Mark 15 identification system or foreign equivalent.

1 wizh to express my thanks to my thesgis adviasor, Dr.
Craig Brandt, not only for his. help and support in my
regsearch effort, but also for introducing me to an exciting
and intereating subject.- Also, I would like to thank all
thoze who graciously participated in this research. A
gpecial thanks to Colonel Bohler, Directqr of the Combat
Identiffcation Systems Pragram QOffice, ASD/AEI. for hisg

unit’s support and-cooperation in this research effort.

Finally, I wish to ‘thank my wife- for her support and

encouragement throughout the year.

John J. Hepner
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Abstract

- -The purpose of this study was to determine if the NATO
Identification System (NIS) Codevelopment Program would
increase NATO Rationalization, Standardization, and Inter-
operability (RSI). The study had three baszic objectives:
First, to identify what benefits do the participating
countrieg plan to realize from the program; secondly, to
determine if the NIS program will realize any cost savings;
and third, to determine if NIS will increase NATO RSI.

The study found that participants plan to realize the
military benefits associated with the development and
deployment of interoperable identification sygtems, and also
economic benefits, in both the product;on and seientific
gectors, as a result of the program. The alao found that
the program will not result in any cost savings due to the
development of several interoperable identification systems.
The research effort wag inconclusive in determining if the
NIS program would increase NATO RSI. This was due to the
lack of documentation as to whether or not other allied
nationg, excluding the participants, are goihg to procure

the Mark 15 gystem or foreign equivalent.
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A CASE STUDY OF THE NATO IDENTIFICATION
SYSTEM (NIS) CODEVELOPMENT PROGRAM

General Issue

h Armamentslcooperation programeg are not new; however,

they have become more prevalent within the last ten years.

O0f 163 programg identified in the past forty years, gixty
percent are gince 1977 (251).

» Since the formation of the North Atlantic Treaty

Organization (NATO) in 1949, the alliance has promoted

armamentsg cooperation as a means to standardize equipment
and reduce the duplication of effort in the development ot
weapon ayatems (12:1-1). Early cooperative programs
primarily dealt with license agreements to produce U.S.'

developed weapon syatems. These programs‘pesulted in the

deployment of major weapon syatems to include the Sidewinder
miggile and the F-104 aircraft (20:29). Desﬁate recognizing
and promoting the benetfits associated with armaments
cooperation, the alliance has yet to realize them to any
degree of significance.

It is widely recognized that duplication, rather than

-
i R

cooperation, has been common throughout the alliance.

i Ambassador David M. Abshire, U.S. Permanent Repregentative é
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to the North Atlantic Council (NAC), indicated the following
examples:

1. Eleven firms in seven alliance countries are
building anti-tank weaponsg.

2. Eighteen firms in seven countries are designing
and producing ground-to-air weapons.

3. Sixteen companies in seven countries are working
on air-to~-ground weapong ([(12:1-1].

Duplication is a waste of valuable resources, increases
nonstandard equipment, and complicates logistics support and
tactics, thereby decreasing military capability.

The lack of standardization is evident when one
conaideras the combat force=z that will be deployed on NATO's
central front. All;éd combat forces are estimated to deploy
twenty-three»difrerent combat aircraft, seven main battle
tanka, eight types of armored personnel carriers, and
twenty-two different anti-tank weapons (36:34).

It has been estimated that over #10 billion per year
could be saved through NATO standardization of armg. In
addition, standardization would increase effectivenessz forty
percent without an increasge in defense budgets (36:34).
General Andrew Goodpaster, former commander of NATO forces,
estimated that the ability of tactical air units to refuel
and rearm at bases throughout the alliance would increase
their combat effectiveness by 300 percent (29:15).

Recognizing NATO's decreasing military capability due
to a lack of gstandardization, Congress passed legislation in

1977 aimed to promote standardization through armaments




cooperation programa. Their commitment to NATO Rationali-
zation, Standardization, and Interoperability (RSI) is
denoted by the "Culver-Nunn® Amendment which states:

It is the policy of the United States that equipment
for the use of personnel of the Armed Forces of the
United States stationed in Europe under the terms of
the North Atlantic Treaty should be standardized or
at least interoperable with equipment of other
members of the North Atlantic Treaty Organization.
Accordingly the Department of Defense shall initiate
and carry out methods of cooperation with its allies
in defense equipment acquisition to improve NATO's
military effectiveness and to provide equitable
economic and industrial opportunities for all part-
icipanta. The Department of Defense will also sgeek
greater compatibility of doctrine and tacticas to
provide a better basis for arriving at common NATO
requirements. The goal ig to achieve standardiza-
tion o0f entire ayastems were feasible, and to gain
the maximum degree of interoperability throughout
the alliance military forces [14:8-68).

In addition, the Secretary of Defense wasz directed to
acquire equipment that is standardized or at least
interoperable, and report to Congress when the procurement
of a new gystem is not standard or interoperable with
equipment of other NATO members (49:13).

The congressional legislation permitted the Secretary
of Defense to waive the Buy American Act which required the
Department of Defense (DOD) to procure only U.S. déveloped
systems. The Buy American Aci waa a major contributor to
the duplication of effort among the alliance, because of the
trade barrier it established between the U.S. and its
alliesa.

Deapite the U.S. committment to NATO RSI, little was

achieved in the ensuing years. Congressional findings




contend that this diminishing military capability is a
result of the lack of cooperation among the alliance. These
findings were reflected in the Nunn Amendment to the 1986
Defense Authorization Bill which was gsponsored by Senator
Samuel Nunn, and co-sponsored by Senators John Glenn,
William Roth, and John Warner. The amendment =2tated:
(1) that for more than a decade the member nations ot
.the North Atlantic Treaty Organization (NATO) have
provided in the aggregate gignificantly larger
recaources for defense purposes than have the membenr
nationeg of the Warsaw Treaty Organization;
(2) that, despite this fact, the Warsaw Treaty Organi-
zation member nations have produced and deployed many
more major combat items such ag tanks, armored
personnel carriersg, artillery pieces and rocket
launchers, armed helicopters, and tactical combat
aircratt than have the member nations of NATO; and,
(3) that a major reason for this discouraging per-
formance by NATO is inadequate cooperation among
NATO nations in research, development, and production
of military end~itemg of equipment and munitions
[35:23]).
In addition to these findings, the Nunn Amendment also
directed the services to congider at aevery step of the
acquisition process, cooperative developments or existing
allied systems as alternatives to developing weapon systems
independently (7:4). Lt Gen Berna»rd P. Randolph, former DCS
Research, Development, and Acquisition, in hiz letter to all
major commands stated:
The Congreszs, in the FY86 Authorization Acts, has sent
ug a satrong and clear meassage of support for NATO
cooperative armaments projects [(38:1].

Today with the increasging costa assoclated with the

acquigition of a major weapon gystem, the budgetary




congtraints upon military spending, and congressional
support for armaments cooperation, cooperative programs have
begun to focus on the research and development (R&D) efforts
of designing and developing weapon gysatems. Due to the
recent passage of the Quayle and Nunn Amendments to FY86
Defense Authorization Act, codevelopment programs are
becoming the trend in weapon 2ystem acquisition. One such
program, and the topic of thig research effort is the NATO\

Identification System (NIS).

'~ NIS Overview

The NIS program is a complex codevelopment program
involving five countries; the U.S., France, Germany, Italy
(MOU gtill in negotiation), and the United Kingdom (30).
The cooperative effért involves the R&D of common sub-
cémponents to be used in the new identification systems
being developed among the participants. Dennis Kloske,
former gpecial advisor for NATO Armamentsg to the Deputy
Secretary of Defense, denoted the NIS program as a
"tlagship® cooperative program in which the U.S. h@s been
working on for at least twenty years (15:25).

It was estimated in November 1987, that the U.S. has
already 2pent approximately #£150 million on the program
(28:11). From FY 1988-92, an additional #345.4 million is
projected for the NIS program (185:27).

The need for a new identification system iz manifested

by the technological advancements with respect to sgspeed,
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lethality, and range of modern military equipment fielded
gince 1959, when the Mark 12 system was developed (34:104).
Gabriel Frenczy, NATQ's director of command, control, and
communications noted that:

The current identification systems within the Alliance

are no longer completely able to fulfill the exacting

demands imposed by commanders given a highly mobile

battle and the denae airborne environment...[18:49]..
Specific Problem

Codevelopment programs are becoming more prevalent as a
means to meet the réquirqments of NATO RSI. Due to the
large capital investment and manpower requirements necessary
to develop a weapon system, it is imperative that such
endeavors are succesgfully completed and anticipated rewards
realized. - The question that need=s to be answered is, how
effective will the NIS program be in improving NATO RSI.
This research effort will attempt to answer that qugstion.
Regearch QObjectives

The objectives of this regearch are:

l. Identify what benefits do the participating
countries plan to realize from the program.

2. Determine if the NIS program will realize any cost
gavings.

3. Determine if NIS will increase NATO RSI.

Scope/Limitations
Although there are many agencies involved in the NIS

program, the research was limited to the Combat Identifi-




cation Syatem Program Office (CISPO) which is tasked with
implementing the NIS program. Also, the research ig limited
to the foreign officials in the U.S.. The research effort
will not cover any claggified information; therefore the
research effort will not elaborate in-depth on component or
performance characterigtice. The final resgsults of this
rescareh effort are limited to the degree in which con-
clusions can be drawn based on the analysis of the data

collected and the author’'s interpretation of that data.

Methodology

The research effort was divided into three phases. The
tirat phase consisted of a curaory review of literature on
armaments cooperation and the NIS program, and exploratory
interviews with DOD officials at Wright-Patteraon Air Force
Base (WPAFB) who are knowledgeable of the NIS program.
Exploratory interviews were conducted with Col Jack Morriz,
ASD/XR, Mr. Tom Fowler and Major Sal Reza, ASD/AEI. The
purpose of this phase was to provide the resgzearcher with a
working knowledge of the program, limit the scope of the
research effort, and to obtain additional data sources.

The second phasge involved.a thorough review of
literature on NATO armaments cooperation. In addition, a
review of U.S. laws, and applicable military documents and
regulations pertaining to armaments cooperation and weapon
system acquigition was conducted. This phase provided the

back sround information on the development of NATO armaments




cooperation, identified additional sources of data, and
constituted the initial data collection aspect of the
research effort. The purpose of this phase was to supply
the researcher with the necessary expertise to facilitate
analysig of the data collected.

The third phase constituted the primary data collection
aspect of the research effort. This phase consisted of
interviews with government, military, industry, and foreign
officiqls. Interviews covered general questiona on
armaments cooperation, and specific questions concepning the
NIS program. Interview questions are grouped in that manner
and are attached in the Appendix. Algo, military documents
dealing with the NIS program were obtained and reviewed.

The outcome of this effort was to answer the research
objectives outlined earlier in this chapter.

Interviews were primarily éonductcd in person; however,
teiephone interviews were also conducted to facilitate data
collection due to interviewer/interviewee availability, and
time constraints. Interviews were conducted with the

following individuals:

1. Tom Fowler, Deputy Director of Combat
Identification Systems,
ASD/AEI, WPAFB.

2. Maj Sal Reza, Program Manager, Requirements
and Analysia, ASD/AEI, WPAFB.

3. David Longinotti, U.S. IFF Project Director for
the Asgigtant Secretary ot
Defenze for Command, Control,
Communicationg and Intelligence,
Pentagon.
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4, Albert Spies, Technical Attache, West German
Embassy, Wash DC.

$S. Tran Thi Thu Van, Armament Attache, French
Embassy, Wash DC.

6. Frank Cevasco, International Program Director,
Office of the Under Secretary
of Defense for Regearch and
Engineering, Pentagon.

7. Maj John McDevitt Program Element Monitor, USAF,
SAF/AQRZ, Pentagon.

8. Carlos Aquino Advisor to the Special Advi=zor
for NATO Armaments to the
Deputy Secretary ot Defense,
Pentagon.

9. Terry W. Harley Program Manager, Texas
Ingtruments, Dallas Texas.

10. Skudrna, Joseph Program Manager, Allied-Bendix,
Townsend Maryland.

11. William McKinley Technical Attache, Britisgh
Embagsy, Wash DC.

12. Louis Napolitano Technical Attache, Italian
Embassy, Waah DC.

Interviews were primarily ungstructured and designed to
derive further insight into the NIS program and armaments
cooperation in general. In addition, it permitted the
flexibility to tailor the interview to the knowledge level
of the interviewee since it was anticipated that the
knowledge level of government and foreign officials with
respect to the NIS prbgram may be limited. The structured
portion of the interview was designed to ensure adequate
coverage of the interview questions which are provided in

the Appendix. Interviewees were granted anonymity to any




response they so desired due to the sensitivity of inter-
national programs. It was also designed to encourage the
interviewee to be as open as pogsible, in order to
tacilitate the collection of genuine views and opinions.
Anonymous responses will be cited with an asterisgk.

There are many advantages of interviewing over mailed
questionnaires. fntorviewing allow; the interviewer to
examine areas which specific queations are difficult to
conatruct. They alzo permit inquiring for more specitfics
for ambiguous reeponges. Interviews permit a greater.degree
of flexibility especially when interviews are unstructured,
thus allowing the interviewer to deviate from the intended
course of the interview if he/she deems it appropriate.
Also, the nonrespone rate is very low, and the individuals
being interviewed are in fact those intended to participate
in the research effort (52:289-290).

Interviews have aome inherent disadvantages alsp;

They are the most expensive, and the data being collected i=s
often a matter of interpretation. Also, training is usually
required to properly conduct an interview .to maximize data
collection, and to handle unstructured and ambiguous

responses (52:289-290).

Definition of Terms
The following terms are predominately used in the area
of armaments cooperation, and are subsequently used through-

out this text. Therefore, the following definitiona are

10




provided to clarify the meaning of these terms with reapect

to this research effort.

1. Standardization: The process2 by which member
nations of NATO achieve the closgest practical co-
operation among forces, the most efficient use of
research, development, and production regourcea, and
agree to adopt on the broadest possible basis the use
of (a) common or compatible operational, administra-
tive, and logistics procedures; (b) common or com-
patible technical procedures and criteria; (c¢) common,
compatible, or ‘interchangeable gsupplies, components,
weapons, or equipment; and (d) common or compatible
tactical doctrine with corresgponding organizational
compatibility [12:1-4].

2. Interoperability: The ability of gystems, units,
or forces to provide services to and accept services
from other systems, units or forces and to use the
services so exchanged to enable them to operate
effectively together [11:7-3].

3. Bationalization: Any action that increages the
effectiveness of allied forces through more efficient,
effective uge of defense resources committed to the
alliance [11:7-3].

4. Coproduction: Any program wherein the U.S.
Government through either diplomatic agreement or an
agreement between a Minigtry of Defense and DOD: (1)
enablesg an eligible foreign government, international
organization, or designated commercial producer to
acquire the technical information and know-how to
manufacture or asszemble in whole or in part an item of
U.S. defenze equipment for use in defense inventory of
the foreign government; or (2) acquireas from a foreign
government, international organization, or foreign
commercial firm the technical intformation to manu-
facture domestically a foreign weapon gsystem for use
by the U.S. Department of Defense [11:7-8].

8. Codevelopment: Development of a system by two or
more nations in which the coasts of development as well
ag the degign effort are shared [12:2-101].

11




Intreduction

Armaments cooperation among the allied nationg dates
back to the formation of NATO. However, cooperative
programs following the formation of NATO were sparce, and
much 6! thé literature on armaments cooperation is
concentrated from 1974 to the present. It was during the
latter era that the U.S. stressed the need for improved
standardization and interoperability characteristics
among allied equipment. Due to this need and the pe;sistent
debate surrounding the concept of the “two-way street”,
which ddpictc the balance of defense trade among allied
nationg, armamentg cooperation has evolved from coproduction
to codevelopment programs. Thesge programs involve the joint
R&D efforts in the development of a weapon system. This
chapter is.arrangcd to provide a brief coverage of the
conditions and U.S. policies which impeded the use of
armaments cooperation following the formation of NATO, and a
more in-depth coverage of armaments cooperation from 1974 to
the present, in which coproduction programs, and more
recently codevelopment programs, have been used-to achieve
NATO RSI. The final section of this chapter will

concentrate on the NIS program.

History

Since the formation of NATO, the alliance recognized

12
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the need to produce collective conventional forces for the
defense of Europe through armaments cooperation (12:1-1).
Despite this recognition, armaments cooperation did not
emerge to any degree of significance. Several reasons have
accounted for the lack of armaments cooperation during the
early years following the formation of NATO. First, the
European economies were devastated following World War II
(WWII). Only three nations, the U.S., the U.K., and the
Soviet Union, were capable of designing, developing, and
producing major weapon systemg after the war (12:5-1).
Secondly, Soviet aggression a?ter the war prompted the U.S.
policy of communist containment. This policy is depicted by
the Truman Doctrine which states:
I believe that it must be the foreign policy of the
United States to support free people who are registing
attempted subjugation by armed minoritiea or by outside
pressure...the free people of the world look to us for
support in maintaining their freedom. 1If we are to
falter in our leadership, we may endanger the peace of
the world and we shall surely endanger the welfare of
our own nation [43:38].
These conditions resulted in U.S. military grant aid
programs which supplied obsolete and gurplugs WWII equipment
to allied nationa. These programs were established to
ensure the economic recovery of Europe, and to prevent the
gpread of communist influence through Europe. As a result
of the European economic conditions and the U.S. military
grant aid programe which fostered from the U.S. communiest
containment policy, armaments cooperation programs during

this period were rare.

13
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Early Effortg. It wasn’'t until 1956, after the
European economies had sufficiently recovered, that the U.S.
took a heightened interegt in armaments cooperation. On 14
December 1958, Secretary of Defense Charles Wilson announced
a policy in which the U.S. would supply designs and

technical assistance on newer and more sophisticated weapon

‘systems to certain allied countries. This policy was

designed to create a coordinated production base in Europe
tor modern weapon systems. This marked the beginning of
coproduction programe (9:11). Coproduction ig a government
agreement which permits a foreign government to manufacture
all or part of a U.S.-origin defenze item (20:29). These
early coproduction programs produced major weapong systems
to include the Hawk, the Bullpup, the Sidewinder, and the F-
104 (9:12).

Foreign Military Salegs. 1In 1961, the U.S. ghifted away
from grant aid programs and toward sales. -The péssage of
the Forefgn Asgistance Act (FAA) in 1961 became the |
statutory basis for the U.S. Foreign Military Sales (FMS)
program (9:13). The main objectives of FMS were to:

1. Promote the defensive strength of U.S. allieg con-
sistent with U.S. political-economic objectives.

2. Promote the concept of cooperative logistics with
U.S. allies.

3. 0Offset the untavorable balance of payments re-

g2ulting from essential U.S. military deployment abroad
[37:6].

14




Secretary of Defense Robert S. McNamara iterated the
importance of the military sales program in a statement to
Congress in 1964. He stated:

The sale of military equipment, supplies, and services

to other countries iz of conaiderable importance to the

United States at this time. Firat, it contributes to

our economic well-being by providing jobs in thie

country. Second, the receipte from these zalez help

to reduce our adverse balance of paymenta, and--third,

the use of common equipment, suppliez, and gervices

helpe to promote the continuing cooperation of the U.S.

and allied forces (9:14].

The FMS program was a success in reducing the unfavorable
balance of payments that the U.S. incurred due to troop
deployments in Europe. By 1966, the cumulative salea total
reached 811.2 billion (9:15). However, a by-product of the
FMS program was the increased demands by foreign countries
for offgset arrangements in order to finance their purchases
of U.S. military equipment.

Qff{gsetgs. The use of offgsets is not uncommon. The U.S.
has traditionally used armg transfers and defense offsets in
the purguit of foreign policy objectivea (20:30). These
foreign policy objectives include deterring aggression by
the preparedness of alliesa and friends, increase the ability
of the U.S. to project power through access or base rights
on foreign soil, supporting interoperability with the forces
of friends and allies, and strengthening of collective

security arrangements (54:30). Foreign countries geek

offset arrangements to finance their purchases of military

15
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equipment, build domestic employment, and to gain accesgs to
technology and mana¢srial techniques (20:28).

Offsets are categorized as being either direct or
indirect. Direct offsets are related to the military

equipment being purchased. These offsets involve co-

production, licensed production, subcontractor production,
= overseas investment, and technology transfer. Indirect
offsets on the otherhand are unrelated to the military

equipment being purchased. These offsets include foreign

investment, technology transfer, and countertrade (20:30).
These offset arrangements are listed and defined below.

1. Coproduction - government agreements which permit
the foreign government to manufacture all or part of a
U.S.-origin defense item.

2. Licensed production - overseas production of a
U.S.-origin defenge article based upon transfer or
technical information under direct commercial arrange-

ments between a U.S. manufacturer and a government or
producer.

3. Subcontractor production - overseas production of a
part or component of a U.S.-origin defense article.

4. Overseas invezstment - investment arising from the
offget agreement, taking the form of capital invested
to establisah or expand a nubsidinry of joint venture in
the foreign country.

5. Technology trangfer - transfer of technical infor-
mation that occurs as a result of an offset agreement
and may take the form of research and development con-
ducted abroad; technical aggistance provided to a
subgidiary or joint venture of overseas investment;

or other activities under direct commercial arrangement
between the U.S. manufacturer and a foreign entity.

6. Countertrade - a transaction that specifiesg the
exchange of selected goods and services for another of
equivalent value; an agreement by the exporter to buy
or find a buyer for a szpecific value of goods; an

16




agreement by exporter to accept full or partial repay-
ment for producte derived from the exported product
{20:29].

Degpite the lack of armaments cooperation during this era,
standardization of allied equipment was achieved. However,
the demands for increased offset agreements due to the FMS
program resulted in more international collaboration of

which coproduction became the prominent form.

Coproduction

Since 1974, the U.S. government has emphaaized the need
for military equipment to be standardized or at least
interoperable within the armed forces of NATO. The primary
goal of this policy was to increase NATO defense efficiency
due to the growing military capabilities of the Warsaw Pact
and the budgetaéy constraints of allied nations (26:1).
This came during a period in which the term “sgtructural
disarmament®™ wag coined to depict the procurement of tewer
weapons with more money, at a higher per unit cost, thus
regulting in a diminishing combat capability (1:66). This
policy towards standardization and interoperability later
led to the Culver-Nunn Amendment to the DOD Authorization
Act for FY 1977 (PL 94-361) ;hich set U.S. policy towards
NATO RSI. The amendment states:

It i3 the policy of the United States that equipment

for ugse of personnel of the Armed Forcesg of the United

States stationed in Europe under the termz of the North

Atlantic Treaty sahould be standardized or at least

interoperable with equipment of other members of the
North Atlantic Treaty Organtization [11:7-4].

17




The amendment addressed Congress’' “sense” that NATO RSI
would be substantially increased through the use of copro-
duction programs with NATO allies (l11:7-4). Thisg led to the
U.S. adopting three approaches aimed specifically to achieve
increased gtandardization and interoperability among the
alliance and are outlined in DOD Directive 2010.6, which has
become Attachment 1 to AFR 73-3. The three approcaches are:
a. Establishment of general and reciproéal Memorandum
of Underastanding with NATO member nationa. Thesze are
intended to encourage bilateral armsg cooperation and
...to make efficient use of Alliance resources through
expanded competition.
b. Negotiation of dual production of developed or
nearly developed aystems...Dual production programsg can
lead to the near-term introduction of weapon ayastemsa
with the lateat technology in NATO'g deployed forces
and a more efficient use of resources.
¢. Creation of families of weapons (program packages)
for aystems not yet developed. Under thia concept,
participating NATO natione would reach early agreement
on the reasponaibility for develcocping complimentary
weapon sygtems within a miggsion area [14:6].
The amendment provided a waiver to the Buy American Act in
order to facilitate coproduction agreements with NATO
allies. In addition, the amendment requires the Secretary
of Defense to the beat of his ability, procure weapon
systems that are gstandardized or interoperable with NATO
(11:7-4). This policy led to increased coproduction efforts
and would further increase the large imbalance of defense
trade between the U.S. and its alliea. As a result,

Europeans demanded greater offzet arrangements to finance

their purchases of U.S. defengse equipment.




The F-16 coproduction program, the largest of all
coproduction programs, involving the sale of F-162 to
Norway, Denmark, Belgium, and the Netherlands, was2 valued at
£2.8 billion (January 1975 dollara) and involved the
following offset arrangement. The participating nations
would collectively coproduce ten percent of the value of the
inftial U.S. aircratt, fifteen percent of the value of all
third country aircratt{ and forty percent of the value of
their own aircratt. Collectively, these countriez were
guaranteed fifty-eight percent of their initial F-16
purchase (25:4).

The Canadian purchase of F-18 aircraft resulted in
McDonnell Douglas granting a hundred percent offset
agreement. This agreement included coproduction, establish-
ment of non-related industrisl capabilities in Canada, and
marketing of Canadian goods and serviées (25:6) .

Priér to 1978, the DOD regularly entered into offset
arrangements with foreign nations (20:30). As a result of
the problemsz the DOD had in administering indirect offgets
from the Swigze F-5 fighter program, Deputy of Defense
Charle~ Duncan iszsued a memorandum on 4 May 1978 which took
the government out of the offset business and shifted the
role and respongibility in meeting offset arrangements to
industry. The memorandum ztated:

Because of the inherent difficultieg in negotiating and

implementing compensatory coproduction and offset

agreements, and the economic inefficiencies they often
entail, DOD ghall not normally enter into such agree-
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ments. An exception will be made only when there ig
not feasible alternative to ensure the successful com-
pletion of transactions considered to be of gignificant
importance to the United Statea national sgecurity
intereats (e.g., rationalization of mutual defensge
arrangementsg) [20:30].
Duncan viewed offgets az contradictory to U.S. procurement
law in that they limit competition, and are too complicated,
time consuming, and expensgsive to manage properly (7:68) .
A DOD Task Group re-examined in 1682/1983 the U.S.
position of offsetg. They concluded that the 1978 Duncan

Memorandum gshould be retained for the following reasonsg:

1) the potential resgource drain on DOD in negotiating
and implementing offsets;

2) +the concern that offset agreements created the im-
pressgion of obligating DOD to place orders in foreign
countries (at the expense of U.S. contractors);

3) a belief that offgset commitments were business
judgmenta, rather than policy decigions: and,

4) the belief that offset commitmente were the

respongibility of the U.S. defenge contractorz, not DOD
(7:683.

Despite the governments withdrawl from administering
offset arrangements, they are atill continue to be a major
factor in selling defense equipment abroad. This is
exemplified by the fact that from 1980-1984, %£22.4 billion
in U.S. overseas defense sales generataed #12.3 billion in
offset cbmmitments.(20:28).

U.S. Perspective. The U.S. views coproduction program
as being extremely successful. They have over the years
accomplished a variety of U.S. objectiveg. The objective in

1956 was to build and pool European military-industriél
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capabilities to aid in the rearmament of Europe in order to
better support the defense capabilities of the alliance
(9:11). During the 19602 with the U.S. emphasia on =sales,
coproduction az an offset agreement was used to enhance the
sales of U.S. military equipment in order to reduce the
unfavorable balance of trade payments (37:6). In the 1970s,
coproduction was used to increase NATO RSI (26:1). Asg a
result of coproduction programs, the U.S. has realized many
benefits.

Benefitg. The U.S. has benefited through
coproduction programs. These programs have been influential
in promoting sales of U.S. military equipment. This has
benetfited the U.S. by reducing the unfavorable balance ot
trade payments and the standardization of military equipment
among allied nations (9:14). Coproduction programs have
alao increased production runas by exploiting foreign
markets. This has provided the U.S. with some per unit
costg savings of equipment, and also increased the
availability and lead timea for sgpares procurement (1:70).
From the management agspect, coproduction programs are
relatively simplistic due to coproducing a proven and
fielded U.S. weapon system in which design and performance
gpecifications are known. Thig fosters more of an industry-
industry approach to the coproduction agreementa between
countries (24:45). These programs also established

additional manufacturing sources, as well as improving
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