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NOTICE

The NATO RSI Program is dynamic. New actions are occurring
almost daily and, as a result, new materials become available
frem thme te tCime.

. ADPA is contemplating issuing a Volume 3 in late Spring,
1980, to consist of the new materials, to bring the Reference
Book up to date.

When the Reference Book went to press, action had not been
completed by the Defense Acquisition Regulatory Council on the
complete revision of DAR Section VI, "Foreign Purchases." DOD
Directives 2010.6, 2035.1, and 5000.1 and DOD Instruction 5000.2
were then also in the course of revision. '

These and other pertinent documents would be considered for
inclusion in Volume 3. Further information will be forthcoming
at a later date.
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EXECUTIVE SUMMARY

The NATO Alliance has acknowledged from its inception
that military and economic advantage would accrue from
the promotion of commonality, or at least comparability,
in tactical doctrine, modes of organization, procedures
and equipment. For many years, however, achievement fell
short of aspiration, especially in development and pro-
duction of military equipment. NATO fielded a large
variety of equipments over the years for essentially

equivalent roles.

Attitudes began to change in the last few years. The
Alliance is especially concerned about its posture vis-a-vis
Warsaw Pact modernization of weapons. As a result, there
has been renewed interest in the rationalization of NATO
Alliance defense efforts. Reflecting the need to enhance
both military effectiveness and more efficient use of
resources allotted to defense, a major thrust has been
launched in the direction of achieving greater commonality
in equipment. The basis for this movement is the growth
of expenditures by the United States and its NATO Allies
for development and production of military hardware and the

labor force engaged in this work.

During the 1970s, the members of the NATO Alliance
have developed and produced defense equipment for their

own use. In some cases they have joined with one or
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another European NATO countries in development and produc-
tion of equipment for their joint use. They have established
the EUROGROUP and the INDEPENDENT EUROPEAN PROGRAM GROUP to
coordinate the planning and execution of joint programs to
the same end. In the meantime, the United States has
undertaken to remove barriers to participation of the North
American NATO Allies in the common efforts to improve the
defense posture of all the Allies and to use their overall

resources to the best advantage of all.

Standardization offers the prospect of greater inter-
operability among Alliance armed forces and also less expense
in the acquisition of weapon systems, because of scale and
other economies, and logistics savings over the lifetime of
weapons. More economical procurement is not the ultimate
purpose of the rationalization effort, however, but rather
a way of safeguarding military effectiveness in the face of

budgetary constraints.

In the mid-1970s the issue was brought to a head both
in the Congress and in the Executive Branch. The Congress
enacted statutes which pressured the Executive to move
toward closer interoperability and standardization. The
Secretary of Defense brought up to date policy statements
on the subject and entered into general and reciprocal
memoranda of understanding with some NATO Allies and other

Western countries.
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The policy of the United States, in accordance with
section 802 of Public Law 94-361, the Fiscal Year 1977
Defense Appropriation Authorization Act (page 4-5 infra),

requires that equipment procured for United States forces

stationed in Europe under the terms of the North Atlantic
Treaty should be standardized or at least interoperable

with equipment of other members of NATO. Pursuant to the
Congressional mandate, the Department of Defense will as a
matter of priority seek new concepts and methods of
cooperation with the Allies to improve NATO's military effec-
tiveness and provide for equitable economic and industrial
opportunities for all participants. The Defense Department
will also seek greater compatibility of doctrine and tactics,
to provide a better basis for arriving at common NATO
requirements. The Defense Department's announced goal is

to achieve standardization of entire systems where feasible
and to gain the maximum degree of interoperability through-

out Alliance military forces.

The five top priority areas for interoperability and
standardization established by the Joint Chiefs of Staff
and endorsed by the NATO Military Committee are:

* command, control, and communication
systems.

* cross—-servicing of aircraft,

* ammunition.

* compatible battlefield surveillance/
target designation/acqisition systems.

13



*

interoperability and standardization
of components and spare parts in all
programs.

The United States has established three major approaches

in its efforts to achieve greater Alliance standardization

and interoperability:

*

Establishment of general and reciprocal
procurement memoranda of understanding
(MOUs) with NATO member nations, intended
to encourage bilateral arms cooperation
by waiving "buy national" restrictions
and establishing regular review of arma-
ments programs and trade.

Negotiation of dual production of already
developed or nearly developed systems.
Under this approach, nations that have
developed systems valuable to the NATO
Alliance would permit others to produce
the systems and avoid undertaking redun-
dant development programs. Dual pro-
duction could lead to early introduction
of the latest technology, with a more
effective use of resources.

Creation of families of weapons still

in research and engineering, but not

yet developed. NATO nations would agree
to develop complementary weapon systems
within a mission area, which they had
planned to develop in the next few years.

These three major U.S. approaches could lead to improve-

ment of the management structure of arms cooperation within

the Alliance.

The new Alliance Periodic Armaments Planning

System (PAPS) would be used by the Conference of National

Armaments Directors (CNAD) to identify mission needs and to

seek cooperatively developed equipment solutions. The

NATO Armaments Planning Review (NAPR) is a system of nation-

al equipment replacement schedules to provide a means to
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review national armaments plans and identify opportunities

for armaments cooperation.

The normal means of achieving armaments cooperation is

to rely on industry to arrange for efficient means of
collaboration on each program or project. If commercial
industrial arrangements are not sufficient to satisfy any
particular governmental desire for greater industrial or
technical participation, government-to-government compensa-
tory arrangements may be considered. Foreign manufacturers
will be given access to U.S. requirements and opportunity
to compete with U.S. firms for awards of contracts to
satisfy U.S. needs. If necessary, "Buy American'" limita-
tions will be waived. The Secretary of Defense has already
taken several actions to accomplish such waivers by making
determinations and findings under the Buy American Act.

The memoranda of understanding with NATO Allies make it
possible to liberalize their "buy national" policies into

a two-way street of cooperative procurement.

This Reference Book on NATO RSI makes generally avail-
able copies of some of the documents which will be valuable

to an understanding of the RSI program.

The Culver-Nunn amendments to the Defense Appropriation
Authorization Acts for FY 1975, 1976, and 1977 provide

statutory basis for RSI in the United States. (See section 4.)



The Secretary of Defense submits annual reports to the
Congress pursuant to the Culver-Nunn amendments. A copy of
the Fifth Annual Report, January 31, 1979, is included in

Section 6.

Department of Defense Directive 2010.6 is the principal
statement of United States policy. A draft of the current

revision of 2010.6 is provided at page 11-1.

The transfer of intellectual property rights among
NATO participants is recognized as a sensitive area. At
the direction of the Conference of NATO Armaments Directors
(CNAD), a set of principles and guidelines governing such
transfers has been prepared and was approved by represen-

tatives of CNAD on June 30, 1979. (See section 8.)

Available memoranda of understanding are reproduced

at section 5.

A useful history of significant RSI events, 1949-1979,
is included in section 2. Definitions of RSI terms
promulgated by the Defense Department in DOD Directive 2010.6
are included in section 3. A bibliography is included in
section 9. Lists of points of contacts in Washington and
NATO capitals and descriptions of EUROGROUP, Independent
European Program Group, and Periodical Armaments Planning

System are included in section 10.

The basic Defense Acquisition Regulation dealing with
"Foreign Purchases" is being revised but was not ready at

the time of publication of the Reference Book.
1-6



AMERICAN DEFENSE PREPAREDNESS ASSOCIATION

NATO RSI REFERENCE BOOK

HISTORY

A BRIEF CHRONOLOGY OF MAJOR EVENTS
WHICH PROVIDE BACKGROUND FOR NATO
RSI




CaHrONOLOGY OF MaAJorR NATO STANDARDIZATION AND INTEROPERA-
BILITY EvENTS—1949-1978

1949

Creation of the Military Production and Supply Board which represented
the first attempt within NATO to rationalize defense production,

Establishment of a Defense Financial and Economic Committee to develop
overall financial and economic. guidance for defense programs and to make
recommendations on the interchange of military equipment among the allies.

1951

Temporary Council Committeé established to submit proposals for the recon-
ciliation of NATO military requirements to serve as the basis for increased
standardization and interoperability of weapons and equipment,

Military Agency for Standardization created as the principal agency for
standardization within NATO and charged with the formulation of standardi-
zation agreements (STANAGS) on procedural and materiel matters. Notwith-
standing limited success in some low-level standardization, no major system
has ever been standardized under NATO standardization agreements.

1952

Production and Logistics Division was set up as part of NATO’s newly cre-
ated International Staff to promote the most efficient use of alliance resources
for the equipment and support of its forces. Subsequently, its title was changed
in 1960 to that of the Production, Logistics and Infrastructure Division and again
in 1967 to its present designation as the Defense Support Division,

Establishment of the Advisory Group for Aerospace Research and Develop-
ment (AGARD) within the NATOQ Military Committee to provide a broad
spectrum of scientific and technical advice and improve the cooperation of
member nations in aerospace reszarch and development.

1954

Creation of the NATO Defense Production Committee to take over super-
vision of correlated production programs and other associated activities; in
particular, coordination of work on standardization and the exchange of techni-
cal information.

1957

At the December Heads of Government Meeting, President Eisenhower
offered to make available U.S. technical knowledge to further joint European

weapons production.
1958

The NATO Defense Production Committee became the Armaments Committee
and was given increased responsibility to deal with questions of applied research
and development.

Establishment of the NATO Maintenance Supply Services (NMSSS), to facil-
itate the supply of spare parts and the provision of maintenance and repair
facilities necessary for the support of various common weapon systems in NATO.
In 1964, the NATO Maintenance and Supply Services was redesignated as the
NATO Maintenance and Supply Organization (NAMSO).

1959

NATO Basic Military Requirement (NBMR) Procedure adopted as a means
to develop common military requirements to serve as the basis for future alli-
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ance efforts to achieve greater standardization and interoperability. However,
no NATO Basic Military Requirement ever developed resulted in agreement
to cooperate in producing equipment to meet it and the NBMR procedure was
abolished in 1966 in recognition of this failure.

1964

Establishment of the NATO Committee of Defense Research Directors to
undertake work in the area of applied research connected with new weapons
which had previously been nominally the responsibility of the Armaments

Committee.
1965

An Exploratory Group was set up by the North Atlantic Council to examine
the whole question of alliance cooperation in research, development and pro-
duction of military equipment.

1966

The North Atlantic Council approved the report of the Exploratory Group
setting forth principles on which further cooperation should be based, the pro-
cedures which should be followed and the proposed structure for their imple-
mentation. As a result, the NBMR process was abolished in favor of a less rigid
approach involving NATO sponsored bilateral and multilateral arms cooperation
initiatives. Structurally, the Armaments Committee was disbanded; four main
bodies responsible for promoting arms cooperation were created by transforming
the existing three Service Advisory Groups into Service Armaments Groups and
changing the Committee of Defense Research Directors into the Defense Re-
search Group. Finally, a new high-level body entitled the Conference of National
Armaments Directors (CNAD) was established to act under the authority of the
North Atlantic Council to encourage and assist countries to join together in
equipment and research projects and serve as a means for exchanges of relevant

information.
1938

The CNAD established the NATO Industrial Advisory Group (NIAG) to pro-
vide a forum for the free exchange of views and information on various indus-
trial aspects of NATO armaments questions.

EUROGROUP is formed by representatives from the U.K., Belgium, the
Netherlands, Luxembourg, Germany, Greece, Italy, Denmark, Norway and Tur-
key to facilitate arms cooperation between the European members of the alliance.

1974

August—Enactment of the “Department of Defense Appropriation Authoriza-
tion Act, 1975 (P.L. 93-365) which contained the Nunn Amendment directing
the Secretary of Defense to assess the consequences in cost and loss of combat-
cffectiveness to the alliance due to the failure to standardize; to make specific
proposals for common action within NATO to make standardization in research,
development, procurement and support and integral part of the NATO planning
process ; and periodically report to Congress on the Congress of these efforts.

Publication of a report prepared for the State Department by Thomas Callag-
han entitled. “U.S./European Cooperation in Military and Civil Technology.”

December—At the NATO ministerial meeting, Secretary of Defense James
Schlesinger made a strong plea for increased attention to NATO rationalization
and standardization.

1975

May—Department of Defense/Department of State Joint Colloquium entitled,
“The Implications for U.S. Foreign Policy and Industry of Standardizing Mili-
tarv Equipment in NATO.”

At the NATO summit meeting, President Ford declared that the alliance had
not done enough to standardize weapons and called for greater efforts to ra-
tionalize collective defense efforts.

October—Enactment of the “Department of Defense Appropriation Authoriza-
tion Act, 1976 (P.L. 94-106) containing the Culver-Nunu amendment which de-
clares it to be the sense of Congress that equipment procured for U.S. forces
stationed in Europe under the terms of the North Atlantic Treaty be standard-



ized or interoperable and directs the Secretary of Defense of develop and imple-
ment procedures to carry out such policy to the maximum feasible extent.

November—Memorandums from the Secretary of Defense promulgated on the
Basic Policy for NATO Weapon Systems Standardization and on DoD’s NATO Ra-
tionalization/Standardization Charter.

EUROGROUP Ministers call for greater efforts to rationalize European arma-
ments planning and collaboration. .

December—During the NATO Ministerial Meeting, at the suggestion of France,
an Ad Hoc Committee on Equipment Interoperability was created.

1976

February—Creation of the Independent European Program Group (IEPG)
composed of EUROGROUP members and France to stimulate defense coopera
tion between all the European NATO partners.

March—The Assembly of the Western European Union (WEU) sponsored a
Symposium on European Armaments Policy in Paris to encourage increased
rationalization.

The Senate Armed Services Subcommittees on Research and Development and
Manpower and Personnel held a joint hearing on European defense coopera.tion.

June—Completion of the classified study prepared by LTG James F. Hollings-
worth entitled, “An Assessment of the Conventional Warfighting Capability of
the U.S. Army in Central Europe” served to surface and highlight serious readi-
ness problems within the alliance while raising congressional awareness of these
deficiencies.

June—Enactment of the “International Security Agssistance and Arms Export
Control Act of 1976” (P.L. 94-329) providing various waivers of existing laws
to further increased U.S. participation in NATO standardization and
interoperability efforts.

July—Enactment of the “Department of Defense Appropriation Authoriza-
tion Act. 1977 (P.L. 94-361) strengthened the language of the previous year’s
legislation by inserting “it is the policy of the United States” that equipment
for U.S. forces in NATO be standardized or interoperable and authorized
the Secretary of Defense to waive the “Buy America” Act in the interest of
NATO standardization. It further declared it to be the “sense of Congress’” that
common NATO military requirements be developed on which to base future
cooperative weapons development; that interallied procurement would be facili-
tated by greater reliance on licensing and coproduction agreements; and that
the “two-way street” concept of cooperation between Europe and North America
is contingent upon the ability of European nations to operate on a united and
collective basis and urged them to accelerate their efforts toward armament

collaboration.
1977

January—Publication of a report by Senators Nunn and Bartlett entitled,
“NATO and the New Soviet Threat” which served to publicize serious alliance
readiness deficiencies in the face of improving Soviet conventional capabilities.

March—Issuance of Department of Defense Directive No. 2010.6, “Standardiza-
tion and Interoperability of Weapon Systems and Equipment with the North
Atlantic Treaty Organization” which directed all DoD components to include
NATO standardization and interoperability goals as fundamental considerations
in their development and procurement programs. Accompanying this statement
of DoD policy was the appointment of a Special Advisor to the Secretary of
Defense on NATO Affairs and the establishment of NATO RSI staffs throughout
the Department.

Publication of the Congressional Research Service of the Library of Congress’s
study for the House Committee on International Relations entitled, “NATO
Standardization : Political, Economic, and Military Issues for the Congress.”

May—At the NATO Summit Meeting at London, President Carter made the
strongest Presidential statement vet on NATO standardization and promised that
the U.S. would seek to improve the balance of the “two-way street” across the
Atlantic. Also agreed upon was an annual increase alliance defense budgets by 3
percent in real terms.

At the NATO Ministerial Meeting at Brussels. assisted by the efforts of Presi-
dent Carter and Secretary of Defense Brown, NATO's Long-Term Defense Pro-
gram (LTDP) and Short Term Initatives were initiated with tasks forces being
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set up to draft concrete proposals to be put before NATO heads of state and
ministers next year.

Publication of the report of the House Armed Services Committee Delegation
to NATO entitled, “NATO and U.S. Security.”

June-October—Hearings were lield by the Subcommittee on Europe and the
Middle East of the House Committee on International Relations on Western
Europe in 1977 : Security, Economic and Political Issues.

July—Hearing by the Legislation and National Security Subcommittee of the
Hous2 Committee on Government Operations was held on the Problems in the
Standardization and Interoperability of NATO Military Equipment.

August—Hearing by the Subcommittee on Manpower and Personnel of the
Senate Armed Services Committee was held on NATO Posture and Initiatives.

September—Enactment of “Department of Defense Appropriations Act for
FY 1977 (P.L. 94-419) provided that the restrictions on procurement of
of “specialty metals” produced outside the U.S. would not apply . .. when it is
necessary to further standardization and interoperability of equipment require-
ments within NATO.”

November—Publication of the report of the House Committee on Government
Operations entitled, “Interim Report on the Standardization and Interoper-
ability of NATO Military Equipment.”

December—At the NATO Ministerial Meeting, the NATO Short Term Initia-
tives were approved.

1978

January—Publication of GAO Report to the Congress entitled, “Standardiza-
tion in NATO: Improving the Effectiveness and Economy of Mutual Defense
Efforts.”

May—Appointment of a Special Subcommittee ou NATO Standardization,
Interoperability and Readiness by the House Committee on Armed Services.

At the NATO ministerial meeting, Ministers received and accepted ten task
force reports embodying the Long-Term Defense Program and forwarded them
to the Washington summit for consideration by the NATO Heads of State.

At the Washington summit, the NATO Heads of State endorsed with modi-
fication the Long-Term Defense Program as a basis for long-range planning and
reaffirmed the 1977 commitment to increased defense spending to improve NATO
military effectiveness.

May-December—Hearings were held by the Special Subcommittee on NiIATO
Standardization, Interoperability and Readiuness in accordance with its charter.

August—The Defense Science Board conducted its 1978 Summer Study on
Achieving Improved NATO Effectiveness Through Araments Collaboration.
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HISTORY

1979

Secretary of Defense submitted his Fifth Annual
Report on "Rationalization/Standardization with-

in NATO" to the Congress. (See Section

The Defense Science Board submitted its
on the "NATO Family of Weapons Study".
Section 7)

Under Secretary of Defense (R&E) issued
of implementation of recommendations in
1978 Summer Study on RSI. (See Section

6)

report
(See

report
the DSB
7)

CHAD Representatives approved "NATO Principles
and Guidelines in the Field of Licensing and
Coproduction for the Purpose of Armaments Stan-
dardization or Interoperability". (See Section

8)
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DEFINITIONS

A. Codevelopment. A development project to which more than one govern-

ment contributes effort or resources.

B. Collocation (Colocation). The physical placement of two or more

detachments, units, organizations, or facilities at a specifically

defined location.

C. Commonality. A quality which applies to materiel or systems pos-
sessing like and interchangeable characteristics enabling each to be
utilized or operated and maintained by personnel trained on the others
without additional specialized training; and/or having interchangeable
repair parts and/or components; and applying to consumable items inter-

changeably equivalent without adjustment.

D. Compatibility. The characteristic or ability of systems to co-exist

and function in the same environment without mutual interference.

E. Compensatory Offset Agreements

1. Government-to-government compensatory coproduction and offset

agreements: Such agreements are those which have the effect or create the

impression, of obligating the Department of Defense to place orders for



systems or components in foreign countries, or to require U.S. private
contractors to place orders and subcontracts in foreign countries, as a
condition for the sale of U.S. defense articles to those countries or

for other foreign participation in a mutual defense program.

2. Private compensatory coproduction and offset agreements. May be

between U.S. companies and foreign companies, entities or governments.
They have the effect of obligating the U.S. company to place orders or
subcontracts in foreign countries as a condition for the sale of U.S.

defense articles to those countries.

F. Cooperative Projects (Term of reference used in the Security

Assistance Act of 1979) A project described in an agreement under which
NATO or one or more countries thereof, agrees to (1) share with the U.S.
the costs of research and development, testing and evaluation (RDT&E) of
certain defense articles, and the costs of any agreed joint production
ensuing therefrom, in furtherance of NATO standardization and inter-
operability; or (2) bear the costs of RDT&E of certain defense articles
and to have such articles produced for sale to, and licensed Por pro-
duction within, other participant member countries including the U.S.,
and the U.S. agrees to bear the costs RDT&E of other defense articles
and to have such defense articles produced for sale to, and licensed
for production within, other participant member countries in order to
further the objectives of rationalization of the industrial and tech-

nological resources within the NATO.
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G. Cooperative Research and Development. Any method by which govern-

ments cooperate to make better use of their collective research and
development resources to include technical information exchange, har-
monizing of requirements, codevelopment, interdependent research and

development, and agreement on standards.

H. Coproduction. Any program wherein the US Govermment, either through

diplomatic or Ministry of Defense to Department of Defense agreement:

(1) enables an eligible foreign government, international organization,
or designated commercial producer to acquire the technical information
and "know-how'" to manufacture or assemble in whole or in part an item of
U.S. defense equipment for use in the defense inventory of the foreign
government; or (2) acquires from a foreign government, international
organization, or foreign commercial firm, the technical information to
manufacture domestically a foreign weapon system for use by the Depart-
ment of Defense. It includes government-to-government licensed pro-
duction arrangements. It does not include: (1) overseas or domestic
licensed production based on direct commercial arrangements with U.S.
contractors in which the US Government is involved solely on the basis
of U.S. export or import licensing, or (2) the provision of technical
-data for the purpose of providing information for maintenance, repair,

overhaul, or operation of a defense item, without permission to manu-

facture the item or its components.
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I. Dual Production. As used in the NATO context, it is the co-produc-

tion of the same weapon system on both sides of the Atlantic Ocean
Although it implies independent production sources, it is often used in
cases where some parts or components of the weapon system are produced

on only one side of the Atlantic Ocean.

J. Electronic Interoperability. A special form of interoperability

whereby two or more electronic equipments, especially communications
equipments, can be linkea together, usually through common interface
characteristics and so operate the one to the other. See also inter-

operability.

K. Family of Weapons. A weapons famiiy is composed of related and com-

plementary weapons systems in a particular mission area. For example,
systems in an air-to-ground munitions family could be defense sup-

pression, antiarmor, antipersonnel, and airfield attack, etc.

L. Identical. The degree of standardization where either materiel,

doctrines or procedures agree in every detail.

M. Harmonization. The process and/or results of adjusting differences

or inconsistencies to bring significant features into agreement.



N. Independent European Program Group (IEPG). The IEPG was created in

November 1975, as an independent forum to promote closer inter-European
cooperation in the development, production and procurement of defense
equipment. Its members are Belgium, Denmark, France, Germany, Greece,

Italy, Luxembourg, Nethlands, Norway, Turkey and the United Kingdom.

0. Interchangeability. A condition which exists when two or more items

possess such functional and physical characteristics as to be equivalent

in performance, fit and durability, and are capable of being exchanged
one for the other without aiteration of the items themselves or of

adjoining items, except for adjustment.

P. Interconnection. The linking together of interoperable systems.

Q. Interoperability. The ability of systems, 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. See also logistic interoperability and electronic

interoperability.

R. Licensed production. See coproduction.

S. Logistics Interoperability. A form of interoperability whereby the

service to be exchanged is assemblies, components, consumables or spare
parts. Logistics interoperability will often be achieved by making such

assemblies, components, consumables and spare parts interchangeable, but

3-5




can sometimes be a capability less than interchangeability when a de-
gradation of performance or some limitations are operationally acceptable.

See also interoperability.

T. Memorandum of Understanding (MOU). An international agreement

between two or more parties. When used in the context of NATO programs,
it usually refers to government-to-government agreements negotiated be-
tween allied defense agencies and signed by officials of the executive

branch of governments, usually at or below the ministerial level.

U. National Policy and Procedures for the Disclosure of Classified

Military Information to Foreign Governments and International Organiza-

tions (U) (Short Title: National Disclosure Policy) (NDP-1).

Promulgates national policy and procedures in the form of specific
disclosure criteria and limitations, definitions of terms, release
arrangements and other guidance required by U.S. departments and
agencies having occasion to release classified U.S. military information
to foreign governments and international organizations. 1In addition, it
establishes and provided for the management of an interagency mechanism
and procedures which are required for the effective implementation of

the policy.

V. Rationalization. Any action that increases the effectiveness of

Allied forces through #ore efficient or effective use of defense

resources committed to the alliance. Rationalization includes consolida-
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tion, reassignment of national priorities to higher alliance needs,
standardization, specialization, mutual support improved inter-
operability, or greater cooperation. Rationalization applies to both

weapons/material resources and non-weapon military matters.

W. Specialization. An arrangement within an alliance wherein a member

or group of members most suited by virtue of technical skills, location,

or other qualifications assume(s) greater responsibility for a specific

task or significant portion thereof for one or more members.

X. Standardization. The process by which members nations of NATO

achieve the closest practicable cooperation among forces, the most
efficient use of research development, and production resources, and
agree to adopt on the broadest possible basis, the use of: (a) common
or compatible operational, administrative, and logistic procedures; (b)
common or compatible technical procedures and criteria; (c) common,
compatible, or interchangeable supplies, components, weapons, or equip-
ment; and (d) common or compatible tactical doctrine with corresponding

organization compatibility.

Y. Teaming Arrangements. An agreement of two or more firms to form a

partnership or joint venture to act as a potential prime contractor, or
an agreement by a potential prime contractor to act as a subcontractor
under a specified acquisition program, or an agreement for a joint
proposal resulting from a normal prime contractor-subcontractor,

licensee-licensor, or leader company relationship.
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Z. Transatlantic Dialogue (TAD). The TAD comprises negotiations be-

tween representatives of the North American nations (United States and
Canada) and the IEPG under the auspices of the Conference of National
Armament Directors concerning the ways to improve ccoperation in the
development, production and procurement of NATO defense equipment in

order to make the best possible use of Alliance resources.
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Public Law 93-365
93rd Congress, H, R, 14592
August 5, 1974

An Act

‘Lo authorize appropriations durlng the fiscal year 1975 for procurement of
aircraft, missiles, naval vessels, tracked combat vehleles, torpedoes, and other
weapous, and research, development, test and evaluatlon for the Armed
Forces, and to prescribe the aunthorized personuel strength for each aetive
duty compunent ard of the Sclected Keserve of each Reserve component of
the Armed Lorces and of civilian personnel of the Depurtment of Defense, and
to authorizc the military training student loads and for other purposes.

&

Y
T

a3
i

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

Src. 302. (a) The United States military forces-in Europe can
uce headquarters and noncombat military personnel relative to the
number of combat personnel located in Europe. Therefore, except in
the event of imminent hostilities in Europe, the noncombat component,
of the total United States military strength in Furope authorized as
of June 30, 1974, shall be reduced by 18.000. Such reduction shall be
completed not later than June 30, 1976, and not less thau 6,000 of such
reduction shall be completed on or before June 30, 1975; however, the
Secretary of Defense is authorized to increase the combat. component
strength of United States forces in Europe by the amount of any such
reduetion made in noncombat personnel. The Secretary of Defense
shall report semi-annnally to the Congress on all actions taken to
improve the combat proportion of United States forces in Europe. The
first report shall be submitted not.later than March 31,1975.
. (b) For pnrposes of this section, the. combat component of the Army
includes only the infantry, cavalry, artillery, arnored, combat engi-
neers, special forces, attack assanlt helicopter units, air defense, and
missile comhat units of battalion or smaller size; the combat compo-
nent of the Navy includes only the combat ships (aircraft carrier,
eruiser, destroyer, snbmarine, escort and nmphi{;ious assanlt ships)

Department of
Defense
Appropriation
Authorizetion
hect, 1975,

88 STAT. 399
B8 STAT, 4CO

88 STAT, 402

and combat aireraft wings (fighter, attaek, reconnaissance, and
patrol) ; the combat component of the Air Force includes only the tae-
tical fighter reconnaissance. tactical airlift, fighter interceptor and
bomber mits of wing or smaller size.

(e) The Secretary of Defense shall undertake a specifie assessment
of the costs and possible loss of nonnuelear conbat. effectiveness of the
military forces of the North Atlantic Treaty Organization countries
eaused by the failure of the North Atlantie Treaty Organization mein-
bers, including the United States, to standardize weapons systems,
ammunition, fuel, and other military impedimenta for land, air, and
naval forces, The Sccretary of Defense shall also develop a list of
standardization actions that conld improve the overall North Atlantie
Treaty Organization nonnuclear defense capability or save resources
for the alliance as a whole. He shall also evaluate the relative priority
and effect of each sueh action. The Secretary shall submiit the results of
these assessnients and evalnations to the Congress and snbsequently
shall also cause them to be brought before the appropriate North
Atlantic Treaty Organization bodies in order that the suggested
actions and recommendations can become an integral part of the over-
all North Atlantic Treaty Organization review of force goals and
development of force plans. The Secretary of Defense shall report
semiamnally to the Congress on the specific assessments and evalhia-
tions made under the above provisions as well as the results achieved
with the North Atlantic Treaty Ovganization allies. The first. such
report shall be submitted to Congress not later than January 31, 1975.

(d) The total number of United States tactical nuclear warheads
located in Enrope on the date of enactment of this Act shall not be
increased until after June 30, 1973, except in the cvent of imminent
hostilities in Europe. The Seeretary of Defense shall study the overall
eoncept for nse of tactical nuclear weapous in Europe; how the use of
such weipons relates to deterrence and to a strong conventional
defense;/reductions in the numiber and type of nuclear warheads which
are not essential for the defense structnre for Western Europe; and
the steps that can be taken to develop a rational and coordinated
nuclear posture by the North Atlantic Treaty Organization Alliance
that is consistent with proper emphasis on conventional defense forces.
The Seeretary of Defense shall report to the Committees on Armed
Services and Foreign Relations of the Senate and the Committees on
Armed Services and Foreign Affairs of the Honse of Representatives
on the results of the above study on or before A pril 1,1975.
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88 Stat. 401

‘E‘ﬁﬁ?’g’ Public Law 94-106

%'.?lmlka’# 94th Congress, H. R. 6674

October 7, 1975

An At

To authorize appropriations during the fiscal year 1976, and the perlod begin-
ning July 1, 1976, aud ending September 30, 1976, for procurcment of aircraft,
misslles, naval vessels, tracked combat vehicles, torpedoes. and other weapons,
and research, development, test and cvaluation for the Arnted Forces, and to
preseribe the authiorized personncl strength for each active duty component
and of the Selccted Reserve of cach Reserve component of the Armed Forces
and of civllian personnel of the Department of Defense, and to authorize the
mllitary tralning student loads and for other purposcs.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

Skc. 814. (a) It is the sense of tle Congress that equipment, pro-
cedures, ammuuition, fuel and other military impedimenta for land,
air and naval forces of the United Staes stationed in Europe under
the terms of the North Atlantic Treaty should be standardized or
niade interoperable with that of other members of the North Atlantic
Treaty Organization to the maximum extent feasible. In carrying out
such policy the Secretary of Defense shall, to the maximum feasible
extent, initiate and carry out procurement procedures that provide
for the acquisition of equipment which is standardized or interoper-
able with equipment of other members of the North Atlantic Treaty
Organization whenever such cquipment is designad primarily to be
used by personnel of the Armed Forces of the United States stationed
in Europe under the terms of the North Atlantic Treaty.

(b) The report required under section 302(c) of Public Law
93-365 shall include a listing of the initiation of procurement action on
any new major system not in compliance with the poliey set forth in
section (a).

(c) Section 302(c) of Public Law 93-365 is amended by deleting
the last two sentences and inserting in lien thereof the following:
“The Secretary of Defense shall report annually, not later than
January 31 of each year, to the Congress on the specific assessments
and evaluations made under the above provisions as well a5 the results
achieved with the North Atlantic Treaty Organization allies.”.
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94tH CoxncrEss | HOUSE OF REPRESENTATIVES REPORT
13t Session No. 94413

AUTHORIZING APPROPRIATIONS FOR FISCAL YEAR 1976 AND THE
PERIOD BEGINNING JULY 1, 1976, AND ENDING SEPTEMBER 30, 1976,
FOR MILITARY PROCUREMENT, RESEARCH AND DEVELOPMENT,
ACTIVE DUTY, RESERVE, AND CIVILIAN PERSONNEL STRENGTH
LEVELS, MILITARY TRAINING STUDENT LOADS, AND FOR OTHER
PURPOSES.

Jury 26, 1975.—Ordered to be printed

Mzr. Pricg, from the cominittee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 8674}
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£c. 814. (a) [t is the sense of the Congress that equipment, pro-
ee(lé;n-es. a‘;mfnz,)nz't-z'on, fuel and other military impedimenta for (agdi
air and naval forces of the United States stationed in E'uro‘gjze. unl er
the terms of the North Atlantic Treaty should be sl‘(:n(}m Azz}e( to"r
made interoperable with that of other members of the North Atlan z?
Treaty Organization to the maximum extent feasible. In carrying '(Z))Z}lv
such policu the Secretary of Defense shall, to the maximum feasz._de
extent, initiate and carry ouwt procurement procedures that provide
for the acquisition of equipment which s sta-nd‘ardzze/} or w_zte% opetr—
able with equipment of other members of the North A t{anz‘z% ;’eaby
Organization whenever such equipment is designed primarily to be

used by personnel of the Arimed Forces of the United States stationed
in Europe under the terms of the North. Atlantic Treaty. .

(b) The report required under seetion 302(e) of Public Law 93~
365 shall include a listing of the initiation of procurement action on
any new major system not in compliance with the pohicy set forth in
section (a). o )

(e) Section 302(e) of Public Law 93-365 is amended by deleting
the Jast two sentences ‘and inserting in lieu thereof the following:
“The Secretary of Defense shall report annually, not later than
January 31 of each year, to the Congress on the specific assessments
and evaluations made under the above provisions as well as the results
achicved awith the North Atlantic T reaty Organization allies.”.

NATO Standardization

The Senate amendment contained language intended to provide
impetus for further standardization of military equipment in NATO
by declaring it to be United States policy that equi pment procured for
U.S. forces stationed in Europe be standardized or at least interoper-
able with the equipment of our NATO allies. The Secretary of Defense
was also directed to implement procurement policies to this effect, and
report to the Congress whenever this policy could not be complied
with,

The House conferees, although in agreement with the coal of stand-
ardization particularly in the area of communication and other sim-
ilarly suitable equipment, expressed grave concerns that the import
of this language as presently constituted could be misconstrued and
possibly used to our disadvantage.

After lengthy discussion of this matter, the House recedes with
amendments. The section in the Senate amendment concerning the
“Buy America” Act and its relationship to the Secretary of Defense’s
authority to procure articles manufactured outside the United States
was deleted and the reporting requirement was modified. The Senate
conferees strongly believe that whenever the Secretary of Defence de-
termines that it is necessary. in order to carry out the policy expressed
in this section. to procure equipment manufactured outside the United
States, he is authorized to determine, for the purposes of section 2 of
title IIT of the Act of March 3, 1933 (47 Stat. 1520 41 U.S.C. 10a),
that the acquisition of such equipment manufactured in the United
States in inconsistent with the public interest.

The conferees stressed that while the reporting requirement only
covels non-compliance on major gvstems. the amendment also urges
standardization of procedures. logistics and support equipment.
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Public Law 94-361
94th Congress, H. R, 12438
July 14, 1976

An Act

To anthorize appropriations dnring the fiscal year lﬂj? for procurement of air-
eraft, missiles, naval vessels, tracked combat vehicles, t9rx)e<loes, and o.ther
weapons, and research, development, test, and evalnation for the_ Armed
Forces. aud to preseribe the authorized perconnel strength for cach active duty
component and of the Selected Reserve of cach Reserve component of the
Armed Korces and of eivilian personnel of the Departinent of Defense, and to
anthcrize the military training student loads, and for other purposes.

De it enacted by the Senate and Iouse of Representatives of the
United States of Americoin Congress assembled,

SEC. 802, Section 814(a) of the Department of Defense Appropria-
tion Authorization Aect, 1976 (89 Stat. 544), is amended to read as
follows:

¥(a) (1) Itisthe policy of the United States that equipinent proenred
for the use of personnel of the Armed Forces of the United States
stationed in Kurope 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. In carry-
ing out such policy the Seeretary of Defense shall, to the maximum
feasible extent, initiate and carry out procurement procedures that
rovide for the acquisition of equipment which is standardized or
interoperable with equipmnent of other members of the North Atlantie
Treaty Organization whenever such equipment is to be used by per-
sonnel of the Armed Forces of the Uinited States stationed in Europe
under the terms of the North .Atlantie Treaty. Such procedures shall
also take into consideration the cost, functions. quality, and avail-
ability of the equipment to be procnred. In any case in which equipment
authorized to be procured under title I of this Act is utilized for the
purpose of carrying out the foregoirg poliey, the Secretary of Defense
shall report to Congress the full details of the nature and substance
of any and all agreements entered into by the United States with any
otlier member or members of the North Atlantic Treaty Organization
providing for the acquisition of equipment manufactured outside the
United States in exchanee for, or as a part of, any other agreement
by such member or members to acquire equipment manufactnred in
the United States. Such report shall be made by the Secretary within
30 days of the date of enactment of this Act.

“(2) Whenever the Secretary of Defense determines that it is neces-
sary, in order to carry out the policy expressed in paragraph (1) of
this subsection, to procure equipment manufactured outside the United
States, he is authorized to determine, for the purposes of section 2 of
title III of the .\ct of March 3, 1933 (47 Stat. 1520; 41 U.S.C. 10a),
that the acquisition of such equipment manufactured in the United
States is inconsistent with the publie interest.

“(3) In any case in which the Secretary of Defense initiates pro-
curenient action on a new major system which is not standard or inter-
operable. with equipment of other members of the North .\tlantic
Treaty Organization, he shall report that fact to the Congress in the
annual report required under section 302(c) of Public Law 93-363, as
amended, including a description of the system to be procured and
the reasons for that choice.”.

Src. 803. (a) Tt is the sense of Congress that weapons systems being
developed wholly or primarily for employment in the North Atlantic
Treaty Organization theater shall conform to a cominon North
Atlantie Treaty Organization requirement in order to proceed toward
joint doctiine and planning and to facilitate maximum feasible stand-
ardization and interoperability of equipment. A commmon North

90 STAT, 930
45
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Atlantic Treaty Organization requirement shall be understood to
include 2 common definition of the military threat to the North
Atlantic Treaty Organization countries. The Secretary of Defense
shall in the reports required by section 302(e) of Public Law 93-3635,
as amended, identify those programs in research and development 88 Stat, 402,
for United States forces in Europe and the common North .Atlantie
Treaty Crganization requirements which such programs support. In
the absence of such common requirement, the Secretary shall include a
discussion of the actions taken within the North Atlantic .Alliance
in pursuit of a comimon requirement. The Secretary of Defense shall
also report on eflorts to establish a regular procedure and mechanism
within the North Atlantic Treaty Organization for determining
common military requirements.

(b) 1t is the sense of the Congress that progress toward the realiza-
tion of the objectives of standardization and interoperability would
be enhaneed by expanded inter- Allied procurement of arms and equip-
ment within the North Atlantic Treaty Organization. It is further
the sense of the Congress that expanded inter-Allied procurement
would be facilitated by greater relianee on licensing and coproduction
agreements among the signatories of the North Atlantic Treatyv. It is
the Congress’ considered judgment that such agreements, if properly
constructed so as to preserve the efliciencies associated with economies
of scale, could not only minimize potential economie hardship to par-
ties to such agreements but also increase the survivability, in time of
war, of the Alliance’s armaments production base by dispersing manu-
facturing facilities. Accordingly. the Secretary of Defense, in con-
junction with appropriate representatives of other members of the
Alliance, shall attempt to the maximum extent feasible (1) to identify
areas “for such cooperative arrangements and (2) to negotiate such
agreements pursuant to these ends. The Seceretary of Defense shall
include in the report to the Congress required by section 302(c) of
Public Law 93-363. as amended. a discussion of the specific assess-
ments mmade under the above provisions and the results achieved with
thie North Atlantic Treaty Organization allies.

(e) It is the sense of the Congress that standardization of weapons
and equipment yithin the North Atlantic Alliance on the basis of a
“two-way street” concept of cooperation in defense procurement
between Furope and North America could only work in a realistic:
sense if the uropean nations operated on a united and collective basis.
Accordingly, the Congress encourages the governments of Europe to
accelerate their present efforts to achieve European armaments collabo-
ration among all European members of the Alliance.

90 STAT, 931
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Cooperation With NATO Allies

The committee continues to strongly support the principle of close
cooperation by the United States with its NATO allies in pursuing
the objectives of standardization, rationalization and interoperability.
Toward this end, joint public hearings were conducted by the Sub-
committee on Research and Devclopment and the Subcommittee on
Manpower and Personnel on March 31, 1976. This set an important
precedent by providing a public forum for the anppearance, presenta-
tion and exchange of views of a committce of eight legislators, repre-
senting the North Atlantic Assembly Subcominittee on European
Defense Cooperation, on these matters of mutual interest. Representa-
tives from the U.S. Department of Defense and Department of State
also testified. The record of these hearings will be printed as a separate
document and will be available at a later time.

The committee is concerned that the ability to maintain an effective
military force to counter the Soviets in Europe is hampered by a wide
disparity in the types of weapons, ammunition and other military
equipment in the hands of the Alliance nations. The lack of inter-
changeability and standardization of a combined and integrated force
undermines the effectiveness of this force which faces an enemy
armed with & uniformity of modern weapons. In economic terms,
NATO commanders have estimated that up to $15 billion is wasted
annually because we arc bogged down with a diversity and multiplicity
of national weapon systems.

The committee acknowledges and empliasizes the important-role
that legislators must assume in helping find solutions and to support
the Department of Defense as well as the Departments of State and
Commerce in their eflorts to achieve these common objectives. The
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Section 802—NATO Standardization Amednment

The committee reaffirms the iiportance of achieving standardiza-
tion and interoperability of weapons in NATO in order to achieve an
cffeetive fighting force. It has been estimated that duplication of
weapon systems and logistics among the allies totals $10-$15 billion
each year and the lack of standardization leads to a 30-40 pereent loss
in eomnbut effectiveness.

In his second report to the Congress on the standardization, the
Secretary of Dcfense reported progress in the following areas: stand-
ardization of fucls, ammunition, eomponents, spares, proeedures and
logisties; interoperability in communications; consolidated training;
and combined -and expanded military exercises. Agrecments have
been niade on a common program for produetion of the I'-16 fighter
aireraft and the Roland Il air defen<e systenm. In reaching a deeision
on an improved battle tank for the United States, the German
Leopard 2 tank will be tested in addition to the United States X)M-1.
The Army has agreed tentatively to purchase a Belgian-made maehine

un.
g'The enrrent status of weapon standardization is not good. Of the
items mentioned previously, some are still far from fruitation. The
United States and NATO allies are exchanging research, development
and technologieal information but must strive towards inereased eo-
operation if the goal of standardization is to be aceomplished.

The fiseal year 1977 eommittec amendment on NATO standardiza-
tion offered by Senator Culver, isidentieal to the amendment approved
by the committee last year with the exception of a provision that was
enacted into law to inelude in the annual report on standardization a
list. of items proeured that were in noncomplianece with standardization.

The amendment secks to improve the prospeets for standardization
by deelaring it to be the poliey of the United States that equipment
proenred for U.S. forees stationed in Europe under the terms of the
North Atlantic Treaty Lie standardized and interoperable with the
equipment of our NATO allies. The Sceretary of Defense is direeted to
develop and implement proeurcment procedures to achieve standardi-
zation to the maximum feasihle extent.

‘This poliey declaration sets a goal, but not a hard and fast require-
ment, since the conunittee reeognizes that the Seeretary of Defense
may wish to propose, and the Congress may approve, procurement of
nonstandard equipment in order to serve the broader military re-
quirements of the United States.

The committee believes that section 2 of title ITI of the act of Mareh
3, 1933 (47 Stat. 1520, 41 U.S.C. 102), the so-called “Buy America”
Act, already contains sufficient latitude to enable the Seceretary of De-
fense to purehase articles manufaetured outside the United States

when sueh purchase is in the publie interest. Nevertheless, the com-
mittee wishes to make this authority explieit for the purpose of achiev-
ing standardization in NATO equipment, and this is done by para-
graph (b) of this proposed section.

The committee hopes that this amendment will demonstrate the
serious interest and concern of the United States in achieving greater
standardization, and will encouraze our NATO allies to join in this
vital effort. The committee also expects the Defense Department to be
energetie and ereative in developing plans and programs for speeializa-
tion, sharing of efforts, and eoproduction arrangements to carry out
this poliey.

Section 803—Common NATO Reguirements and Coproduction
Amendment

The committee also adopted an amendment, proposed by Senators
Taft. Nuw and Culver which would urge the development of eom-
wmon NATO requirements, including a common definition of the threat,
for all weapons systens being developed wholly or partially for de-
Ployment in Europe. The amendment would also require the Secretary
of Defense to seek areas for cooperative arrangements for coprodne-
tion and licensing of produetion of military equipment among the
NATO Allies. It also eneourages the European Allies to aceclerate
their efforts to achieve Ewropean weapon eooperaiion. The Seeretary
of Defense is required to report on these matters in the anunal report
required by seetion 302(e) of Public Law 93-363, as ainended.
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Excerpt from House Conference Report 924-1305
and
Senate Conference Report 94-1004 on FY 1977
Defense Appropriation Authorization Act (P.L. 94-361)

(June 25, 1976)

Standardization

Section 802 of the Senate bill contained an amendment
which would state the policy of the United States relating
to certain actions and reports on the part of the Secretary
of Defense to increase standardization and interoperability.
The House conferees were concerned that standardization
should not become a means of bypassing prudent considerations
in the procurement process.

After extensive consideration, the conferees accepted
an amendment which requires the Secretary of Defense to take
into consideration in Defense procurement procedures the cost,
function, quality and availability of the equipment to be
procured while carrying out the policy of standardization.

In addition, the conferees accepted revisions suggested
by the Department of Defense which would eliminate duplication.
in the reporting requirement related to standardization.

This amendment requires that the Secretary of Defense report
whenever he initiates procurement action on a new major
system which is not standard or interoperable with equipment
of other members of the North Atlantic Treaty Organization.

The House recedes with amendment.

In addition, the Senate amendment contained language
in section 803 which would express the sense of Congress
relating to future development of standardization and inter-
operability with the NATO Allies. The Department of Defense
suggested an amendment which would eliminate part of the
reporting requirement relating to justification of programs
where a common NATO requirement is not defined.

The House recedes with an amendment.
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PERSPECTIVES ON MAJOR ISSUES

No nation should spend its resources for military hardware and
personuel except as those expenditures are nceded to protect its se-
curity and is vital interests throughont the world. The comunittee
acts with full realization of America’s key role in ensnring peace and
of the very real threats to that peace facing us today. The committee
also approachies its task mindful of the need to hold down spending
on national defense where that is both practicable and prudent. For
these purposes, the conmmittee held speecial hearings and condneted
special studies on a number of selected issues this vear.

The committee concludes. after an analysis of the potential
threats to our sccurity and our ability to cope with those threats.
that the present mnilitary capability of the United States is suflicient to
deter aggression and to protect its vital interests. Last vear the com-
niittee recognized the need to counter the downward drift of defense
spending in the aftermath of the war in Southeast A =ia. The fiscal year
1978 budget recommendations as outlined in this report continue a
modest amount of real growth in defense spending necessary to pre-
serve our strong military posture.

Soviet Defense Trends

Much has been written and said recently abont the buildup of
Soviet arme and personnel. The committee views with concern the nn-
doubted increase in the commitment of national resonrces by the
Soviet Union to defense purposes. The major trends are snmmarized
in the following table showing Defense Departmment estimates of
selected Soviet forces, One may disagree about the numbers of missiles
and ships and tanks, but the overall trend to expand the Soviet de-
fense establishment is plain. One may also argue as to the motives
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that drive the expansion of Soviet power, What is clear, however, is
that the United States cannot atford to ignore this dv\e]opnn-nt‘ it
must. maintain its deterrent power. both real and perecived. That is
not to say that cach partienlar Soviet weapon must be e itehed Ly the
United States. The threats to cach nation’s security are different, as
are their geopolitical settings. Their defense extablishments will never
he irror inmges of cach other. While recognizing that come Soviet
weapons developments would not be necessary for our own security.,
we must care fully aualyze the halanee of forees in cach area of critical
importance <o thitt we may rematn srong.

TRENDS IN SELECTED SOVIET FORCES

191 1978
1,500 1,550

450
Ball»slnc missile submarines. . ; E 55 81
tongrange bombers_ o oL Ll il il e ean 14 130

General purpose forces:
tand forces: Tanks ... I g I e I 40, 069 45, 000
Tacticat aif forces: Combal airerafl.. .. . . L __TTLIILIIIIITTITIITIT 4.200 4, 60
Naval forces:

Allack and ASW carriers. _. e 0 1
Altack submarines (ructear and diesely._ . - 00 T T 285 256
Amphibious ships.. . . _ .. . s 100 83
215 23

OIher warships. oo L ooo L i e iamas
Combal aircraft. e ; .
Aclive duly mililary rr-amfmw.. Soerme o e e

1,060
4,195,030

The Strategic Dalance

The eapability of vist destriction by strategie forees of the Tuited
States and the Soviet Union has heeu an important. Factor in prevent-
ing the use of nuelear weapous in the po-t-war period. Thut mbinee of
strategic capability. in whielt neither side may use its nnelear a<enal
withont devastating retalintion. i= vital to world =ecurity. The United
States™ policy has heen based on the belief that strategic armis should
be controtlal and vedueed by a faic mutual agveetent, bt that fail-
ing such agrecment we wnst strive to de \-(-lnp and deploy =nch ~tra-
tegie weapoti= a~ will cnsure the halauee. ‘Fhe committer endorses the
efforts of the wdmini=tration 1o achiove an equitable SALT T agree-
ment, but recomnives that 17 such an aeveement 12 not yenched we st
be ready to connter Soviet developients in ovder to maintain onr
seeurity.

The committee concludes. aticr careful study. that the United
States has taday sullicient strategie forees to e nnt i the vital deter-
rent. halance. 1{s vecommendations for fiseal yemr 1978 are aimeid at
maintaining that balanee, To Jdo =0 we must cmntumo to vely on a
steategic TR D—submarine-based missiles. land-based TCBMs and
manned bombers. The comittee reconmendations ave aimed at do-
ing thiz. both now and in the futnre,

Naval Forces
One of the mo-t diflicult problems before the Congress this vear
has been the question of the future shape of the Navy.

PNoriet Nural Threot.

The steady growth in capability of the Soviet Navy is a factor that
mnst be t.l]\(‘n into account, There is no denying the conclusion that




the Soviet Union is now a major naval power; in that as in other areas
of defense planning, the United States mnst be in a position to main-
tain an essential balance in the future,

In general, the growth of the Soviet naval threat lias been predicta-
ble. All agree that the Soviet naval threat has increased at a relatively
steady rate; it has been characterized primarily by replacement of
older ships and submarines with newer and more capable ones rather
than an increase in the number of major combatants.

The Soviet naval threat in ovder of priority may be described as
(1) submarine, (2) air including bombers and antiship missiles, and
(3) surface combatants.

Submarines—The current attack submarine forces number about
250, including about 80 nuclear (about half of these are cmise
missile submarines) and 170 conventional submarines. The submarine
force has been steadily declining from a high of about 350 submarines
in 1965, and may decline by as much as 25 percent in the next
8 to 10 years. The current aunnal eonstruction rate of about 2-4 nu-
clear and 1-2 conventional attack submarines is expected to inerease
somewhat, but not enongh to liold the force at the current level. The
new submarines are significantly more capable than those being
replaced.

Air—~The main strength of Soviet Naval Aviation lies in air-
eraft capable of nuclear and conventional stand-off missile attack.
The primary threat to T.S. naval forees rests in air-to-surface missile
equipped Badger and the supersonic Backfire bombers. About 300
Badgers and a limited nnmber of Backfire bombers are in Soviet
naval aviation forces. The introduction of the new Iiev-class carviers
with its VSTOL YAK-36 aircraft introduces a new element to the
naval air threat. The intellicence community does not vet. agree on
the capabilities of the YAK-36 aireraft. and the degree of threat is,
therefore, subject to debate.

Surface—The Soviet surface force. except in a first preemptive
strike scenario, does not constitnte as great a threat as Soviet subma-
rines and naval air forces. The basic surface threat is composed of
about 225 major surface comhatants. Over 100 of the Soviet major sur-
face combatants are in the 1000-1500 ton class. In seakeeping and arm-
ament these small ships would be no match for U.S. major combatants
and are, therefore, expected to be used primarily as coastal defense
forces. The latest surface ships heing constructed are inereasingly capa-
ble, bnt construction rates are not sufficient to maintain current force
levels, and some rednetion in numbers is projected in subsequent vears.

Navy Ship Forces and Programs

Naval power has traditionally been a strong element in our overall
security. While we have heen steadily adding to our fleet in receut
vears, the obsolescence of lavge numbers of World War IT ships that
oceurred in the 1960s has greatly reduced the total number of ships in
our Navy,

Defense witnesses on the fiscal vear 1978 budget and authorization
request are consistent in their view that today United States naval
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forces ave superior in those arcas of vital concern to our nation.
The 106 ships and submarines approved but not delivered at the end
of fiscal year 1977 will result in an increase in Navy ship lorees and
shonld =erve to maintain a margin of naval superiority through 1952,

U.S. NAVY SHIP FORCES

1254 1976 1977 (plan) 1978 (plan) 1322 (plan)

Warships. - et 436 295 296 303 352
Maijor surface combatants.. ... ... ________ i 305 172 179 179 203
Atlack carriers_. ... 15 13 13 13 13

ASW carriers__ - (] —— S R ——— -
Cruisers_______ 28 26 27 28 30
Destroyers._.__. 213 69 66 73 73

Frigates .. . ... 40 64 64 65 87
Submarines. ... eieaoo. 125 115 119 121 143
Ballistic missile 21 41 41 41 47

ttac 104 74 78 80 94

Minor surface combatants 8 7 3 6
Amphibious __ .. . 133 62 63 63 66
Mine warfare_ R R p 85 3 3 3 9
Auxiliaries. .. el 263 116 108 93 52

Tolal, active fizet ships_ .. _____.__._____ Nn7 476 470 Y e

The committee recommends a significant increase in the commnit
ment of Himds to Navy slnpbmldmu. inclnding several new initiatives,
Several of these recommendations involve the common problem of the
futare of aviation at sea. The committee feels strongly that the Navy
must push forward with concrete plans for the futire of nireraft
capable ships. There are sev (\ml options available, and committee
action on the fiseal year 1978 budget request was designed to keep
them open for mature decision next vear.

NATO Defense

The United States has a long-standing conunitment to the security
of Western Furope. and the strength of NATO 1s vital to maitaining
that security. In the face of increases in Soviet and Warsaw Pact
military power in the vegion. the ability of NAATO forces to protect.
Western Europe iz a matter of increasing concern. The committee
examined carefully during the past vear the ability of NATO to
react to military threats, and fonnd a number of ~hmtcommg> that
must be corrected. Aecordingly the recommended bill contains funds
to improve the deterrent and fighting capabilities of the Alliance.
withont inereasing the commitinent of Amervican ground forces,

While believing that there exizts a rongh parity. the committee is
concerned becanse of what it sces as come serious deficiencies in the
state of NATO forces:

(1) With its improved conventional and strategic strength. the
Warsaw Pact now has the capability of launching an attack with
short warning. Present plans may assume an unrmlx\hcall\ long
warning time. and NATO pl‘mm.mr and posture mmst take into
account. this important change in the balance in Europe.

(2) The readiness of T.S. and Allicd forees should be i improved
to better meet the changing threat.
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(3) The committee is concerned that there ave serions problems
in the deployments of hogh men and material in NATO. In order
to implement NATO's forward defense strafegy, units and their
supplies mnst be deployved =0 as to permit waging a maim de-
fensive battle as far forward as possible.

(4) An improvewent is needed in NATOs conventional fire-
power. This mean< improved weapons, more weapons and more
amnuuition stocks for available conventional weapons.

(5) New mitiatives mus~t be taken {o improve hoth the pre-
positioning of equipment and the plans for airlift and sealift of
reinforcements for both U.S. and \llied forces.

(6) Air defense capabilities should be improved and Detier
tegrated.

(7) The Department of Defense umst be energetic and creative
in tmplementing the policy of standardization and interopera-
bility of weapons sv~tems in N.ATO. hoth as a incans of cost sav-
e and of increasing capability on the hattletield,

(&) Tmally. NATO command. control and communications
gy=tens must recelve a greater measire of attention in order to
achieve an effective network that can provide rapid and cflicient.
coordination of Torces in the event of attack.

"The committee 1s also concerned that NATO ground forees he given
an option other than use of theater nnclear weapous in the event of a
FLuropean conflict. While those tactical weapons ave an effective deter-
rent to attack. we must not allow theni to be the only alternative on the
battlefield.

Readiness

‘The committee is concerned about the enrrent state of combat readi-
ness of UK, Armed Forees, Reports submitted to the committee in-
dieate scrious deficiencies and persistent problems, particnlarly in
equipment availability and veliability. These problems are most evi-
dent in ships and in the relatively low operational readiness rates
for many types of aircraft. High cannibalization rates. deferrals in
schednled maintenance. and the lack of spare parts all rednee combat-
ready power. The committee believes that readimess improvements
deserve a hieh priority in the plans and budget of the Defense De-
partment. and that maintainability and reliability critevia vequire in-
creaged emphasis in the design and development of new weapon sys-
tems, The conmmittee expeets the Department to be able to demonstrate
actual and future planned progres: in defining and improving readi-
ness in its fiscal year 1979 budget presentations,

All-Volunteer Force

The committee is concerned that the ability to snstain the all
volunteer foree faces serious problems in the vears ahead. Some
problems are already appavent. At the end of March. 1977, active dnty
nilitary personnel were 17.600 below anthorized strengths fov fiscal
yvear 1977, In the Ay the percent of new reevnits who are high school
gradnates has fallen from 62 percent to 47 percent in less then a year.
At the end of February. 1977, selected reserve nersonnel strengths were
59.000 below authorized average strengths. The individnal ready re-
serve, the primary sonree of {rained individnals for replacement and
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augmentation in an emergency, is 246,000 below mobilization levels
for the Army alone.

The nnmber of people in military age gronps will deeline sub-
stantially cach year for the next 15 years. By 1985, the demand for
male high school gradnate recruits may exceed the supply of such
reernits by over 80.000. In addition to the decline in popnlation. the
projected decline in nmmemployment and expected increases in nili-
tary pay that are less than those of the past decade will create
frrther problems for military recruiters.

If these problems are addressed only by increases in recruiting,
advertising. pay and bonuses, defense manpower-costs could increase
by $15 billion a year in 4 years. These costs would provide the same
manpower and forces as current levels, but questions must arise about
whetherv such large increased costs for defense manpower are sustain-
able and about the huge manpower costs that would be associated with
any future requirements for increases in force levels,

One of the principal assumptions in establishing the .A11 Volunteer
Force had been that. turnover would decrease and consequently enlisted
accession_requirements would be about. three-quarters of what they
were in the previous mixed force of volunteers and draftees. In fact,
turnover rates have significantly increased with the all volunteer force.
Management actions to reduce attrition and enlisted turnover as well
as specific programs to reduce manpower demand (e.g. reductions in
support, increased civilianization) and increase manpower snpply
(e.g. increasing prior service accessions) are necessary, in the short
term, to maintain current force levels without large increases in costs.
However, the longer term problem of sustaining the all volunteer force
must be addressed and specific plans and alternatives must be analyzed
if our active and reserve force requirements are to be met.

417




95t ConNoress | HOUSE OF REPRESENTATIVES Rerort
1st Session No. 95446

DEFARTMENT OF DEFENSE APPROPRIATION
AUTHORIZATION ACT, 1978

JUNE 20, 1977.—Ordered to be printed

Mr. Price, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 5970]

Roland Missile System

The House bill contained seven separate provisions regarding the
Roland missile system. The Senate version did not contain similar
provisions.

The conferees are concerned with two aspects of the Roland missile
system. First the research and development costs have increased by
over 100 percent since the start of the program and the procurement
cost estimates for 17 batteries have inereased by nearly 70 percent in
one year. The second najor concern is the international aspect of the
Roland program. The Roland system is a French and German devel-
opment and is being procured for the U.S. Army in an earnest effort
to enhance standardization of NATO arms. The conferees support in-
creaséd standardization but in the long run a program with excessive
cost overruns and questionable performance would do more to delay
standardization than to aid it. Therefore, it is crucial that the Roland
system meet cost and performance goals.

The conferees support the continued development of the Roland
system within the following guidelines:

(1) Development, test and evaluaticn can be completed for a
total cost of $265,000,000.

(2) System performance specifications for the Roland imissile
system will not be degraded from any Department of Defense
contract in effect on March 31, 1977, with respect to the Roland
missile system.

(3) All Roland missile system engineering development models
and equipment ordered in any Department of Defense contract
in effect on March 31, 1977, for contractor use of delivery to the
Department of Defense, shall continue to be ordered in the num-
ber of units specified in such contracts.
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(4) There shall be test, evaluation, data reduction and analysis
of the Roland missile system to deterniine the capability to meet
contract specifications.

(5) The U.S. version of the Roland missile system shall contain
not less than 850 field replaceable unit subsystems which shall be
interchangeable with comparable subsystems of the Kuropean
Roland 11 missile system.

The Secretary of tlie Army shall inform the Committees on Armed
Services of the House and Senate within 60 days of the date of this
report whetlier these conditions can be satisfied. When informing the
committees, he shall also indicate the degree of variation from the con-
tract specifications with recommendations on how to adjust the pro-
gram accordingly.

The significant increase in procurement costs are also of concern
and the §ecretary of the Army should take appropriate steps to re-
duce procurement costs including—

(1) obtaining a complete technical data package, not later than
October 1, 1979, for the missile, in safficient detail to enable second
source procurement;

(2) consideration of mounting of some of the fire units on towed
or wheeled velucles, particularly those units that would be as-
signed to rear area units; and

(8) other steps as the Secretary of the Army considers appro-
priate.

Consistent with the action taken by the conferees, the House recedes
on the bill language.

XM-1 Tonk Gun

The House bill contained language that precluded the nse of research
and development funds for any effort to put a 120 millimeter gan on
any XM-1 tank until and unless: (1) the comparative tests of the 105
millinreter and competing 120 millimeter guns have been completed;
(2) the comparative test results have been evaluated; (3) the Seccre-
tary of the Army has made a recommendation to the Congress consist-
ent with the test resnlts; and (4) 60 days of continuous session have
clapsed from the data of that recommendation. The House intent
was to msure that the Congress had an opportunity to review any de-
cision to abandon the proven 105 millimeter gun and to insure that such
8 decision was made for military reasons. The House intended that
any cffort to install a 120 millimeter gun on any XM-1 tank would be
initiated only after approval of a reprograming request or of a request
for new legislative authority.

The Senate was concerned with any undue interference or delay in
the cfficient and effective management of an important weapons sys-
tem and argued against any restrictive language. The Senate was also
concerned with any reprograming requirements that could delay this
program.

The Senate reluctantly receded with an amendment and with the
nnderstanding of all conferces that: (1) the comparative testing will
be condncted as already scheduled and that the comparative testing
will not be held up by any delay in the availability of any of the gnn
competitors. The conferces agreed that the absence of any competing




gun(s) from the comparative tests would not invalidate the results
of such tests; (2) the Army’s decision on gun selection will be made
by December 31, 1977, on the basis of test data available to that date;
and (3) the Secretary of the Armmy must make a recommendation on
the gun selection for the XM-1 tank to the Congress no later than
February 1, 1978.

It 1s the intention of the conferees that there be no further delays
in this gun selection process for the XM-1 tank program.
XM-1 Back Up Engine

The House bill added $10 million to continue development of the
AVCR 1360 diesel engine as an in-house project in the Tank Research
and Development Command (TARADCUM). This reflected House
concern that the Army might be taking an unnecessary risk in the
XM-1 program by terminating development of diesel technology be-
fore the turbine has fully proven itself. The Senate amendment con-
tained no snch provision.

The Senate conferees stated that, in their view, authorizing funds
in this bill for continued diesel development would set an unfortunate
precedent of funding the losing contractor in a prototype development
effort and would require unknown additional development costs for
engine maturity. Senate conferees have confidence in the turbine en-
gine and wish to support fully efforts aimed at achieving interoper-
ability of tanks within NATO.

The Senate conferees were adamant in their opposition to the diesel
engine. The House, therefore, reluctantly recedes, but urges the Army
to find the necessary funds within the budget to continue development
of the AVCR 1360 diesel engine until such time as the turbine has
fully proven itself in development.

M6GO Tank Improvement Program

The House recedes to the Senate position to initiate effort to adapt
the improved technology of the XM-1 fire control system to the M60
series tanks as a cost effective improvement program. It is the view
of the conferees, however, that this improved system would not be re-
quired for all M60 series tanks and would be considered for adoption
only on such numbers of tanks as would be necessary to supplement the
new XM-1 tank and support the NATO requirement.

The conferees further agree that the improved technology fire con-
trol system components should not be considered as an alternative to
existing M60 fire control system components for new production tanks
if it will result in significant delay in fielding M60 tanks in Europe
with improved fire control capability.

Mechanized Infantry Combat Vehicle (MIOV)

The Honse bill prohibited expenditure of further funds for improve-
ment of the M139 gun as an interim weapons system on the MICV,
directed acceleration of the program to provide for the initiation of
production of MICV by December 31. 1980, and prohibited the ex-
penditure of funds for integration of the tube launched, optical
tracked. wire guided missile (TOW) svstem on the MICV until after
the basic vehicle was in production. Then Senate amendment deleted
this restrictive language.
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The House bill reflected concern with the series of delays associated
with the fielding of this important weapons systemn and reservations
about the inclusion of the TOW missile.

The first of these reservations was partially satisfied when the Army
accelerated its production schedule to provide for initial production of
the MICV in May 1681 rather than May 1982,

The second House reservation about the MICV program—whether
or not it should be equipped with the TOW missile—proved more dif-
ficult to reconcile since the Scnate conferces’ basic position is that,
given the preponderance of Soviet armor and the shortage of U.S.
anti-tank guided missile platforms, no major combat vehicle should
be fielded without an integral anti-tank capability regardless of its
primary mission.

The House conferces reluctantly agreed to a Senate amendment de-
leting the prohibition on the expenditure of funds to integrate TOW
on the MICV prior to initial production.

However, the conferees agreed that there should be no slip in the
Army’s amended production schedule related to TOW integration.

The Senate recedes with an amendment to prohibit obligation of
funds for the M-139 gun and to require structuring of the MICV pro-
gram so production can begin not later than May 31, 1981.

Advanced Mechanized Infantry Combat Vehicle (MICV)

The Senate amendment included $5 million to explore designs for a
follow-on to the MICV because of its concern about the silhouette. anti-
.tank capability, armor design and compatability with airlift of that
vehicle, hence its survivability in the face of the rapidly improving
armor and anti-armor capability of the Soviet Union. The Iouse bill
contained no similar provision.

The Senate stated that it had no intention of delaying deployment
of the MICV, but advised the Army that it should look toward limit-
ing procurement of the MICV to less than the planned program in
view of the possibility of fielding an improved vehicle.

The House conferces are disturbed about the implications of initi-
ating research on a follow-on vehicle while the current MICYV is still
in development and three vears away from initial production. In the
view of the House conferees, the history of Army research and devel-
opment is replete with examples of programs which have been aborted
or constrained because more promising systems were just over the hori-
zon. This pattern of perpetual R. & D. is one of the major reasons why
the U.S. Army now faces a quality gap in fielded equipment. vis-a-vis
the Soviet Union.

After considerable discussion, the conferees agreed to authorize §5
million for a study to re-evaluate the specific requirement for and de-
sign of the MICYV and to assess the need for a more survivable fol-
low-on vehicle.

However, the conferees note that neither the House nor the Senate
have called for limiting MICV production at this time, and that no
such decision by the House or the Senate should be anticipated before
a study of alternatives is made. The conferees recognize that the MICV
will provide substantially improved capability over the M-113 ar-
mored personnel carrier, and the conferees have no intention to delay
deployment of the MICYV to the field.
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GLOBAL PERSPECTIVES

The need for maintenance of large military forces and the invest-
ment of financial resources for military procurement and research
can only be nnderstood in the context of international conditions that
make them necessary. The threats facing the United States and 1ts
allies throughout. the world, and the crucial role played by American
forces in ensuring peace and stability since World War II, determine
the size and composition of our defense budget. While the committee
seeks to keep down the burden of defense spending on the American
taxpayer, it cannot ignore the continuing threats to peace and security
around the world that impose substantial military obligations on us.

As the committee noted in its report for fiscal year 1978, we are in
a time when modest real growth in the Department of Defense budget
is necessary to preserve our security and that of our allies and friends.
While the committee is convinced that our present military forces—
comprising strategic, general purpose and support forces—are suf-
ficient to protect the United States and its worldwide interests, it finds
that a prudent amount of increased spending is necessary to ensure
that security for the future.

.The Soviet Buildup

The large buildup of Soviet strategic and conventional forces noted
in our report last year continues, according to all reliable estimates.
This trend is apparent not only in the numbers of tanks and missiles,
but also in technological innovation, the aspect of defense spending
that most affects the future military balance between the two coun-
tries. The Soviets are without question devoting a larger proportion of
their national wealth to defense needs than we are; the Department
of Defense estimates that they are now spending between 20 percent
and 40 percent more annually. Included in this increase are major
efforts at modernization and innovation, especially in strategic forces.
The committee continues to view with concern this increase in Soviet
military capability. We must watch these trends closely, not to match
each specific Soviet development with one of our own, but to ensure
that taken together Soviet developments do not upset the delicate
deterrent balance that has done so much to preserve peace between
the major powers for the last 30 years. In this process of what the
Secretary of Defense called a combination of competition and coopera-
tion, we mnst always anticipate future developments, carefully analyze
trends in each major area of defense effort, and ensure that our actions
now are sufficient to protect the security of the United States five, ten,
and twenty years hence.

The major trends in Soviet military strength are summarized in the
following table:
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TRENDS IN SELECTED SOVIET FORCES

1971 1977
Stralegic forces:

CBM's_. 1,500 1,400
SLBM's.. 450 900
Ballistic 55 91
Long-range hombers. 140 140

General purpose forces.
Land forces: Tanks_._._._........ .- 40, 000 45-50, 000
Tactical air forces: Combat aircraft. o .o i iiiiiciieieneiaaeaan 4,200 5, 000

Naval forces:
Attack and ASW carriers. o . eiiiiiaeiiiciais 1
Attack submarines (nuclear and diesel) 260
Amphibious ships_.........ocoooiiiiiiil 82
Other warships.. 233
) Combat aircraft. ... 1,125
Active duty military manpower 4, 400, 000

The Strategic Balance

Since last year's report on the Defense Authorization bill, the Presi-
dent has made a decision not to proceed with production of the
B-1 bomber, and to place greater reliance on cruise missiles for the
future of the bomber leg of the vital strategic TRIAD. While the
committee continues to believe that our strategic deterrent is ade-
quate to protect us from attack, it is concerned about long-term trends
In strategic deterrence. A number of issues which will affect our
deterrent capability in the next 10 to 20 years arve now before the
Nation, including the future of the manned bomber, cruise missile and
cruise missile carrier development, the need for move survivable
ICBMs such as MX, and the greatly escalating cost of the important
Trident submarine program. The comunittee continues to view all
three legs of the TRIAD—air breathing, submarine-launched and
land-based—as vital to our security in that they force our adversaries
to plan for three quite different and separate retaliatory threats in
case of a strategic exchange.

Expanded Soviet investment in modernizing their strategic forces
means that our own research and development effort assumes an even
more important role in securing our future safety against attack. The
committee strongly supports continued research and development in
strategic weapons.

The committee continues to support the eflforts to find limits on
strategic arms which can lessen the burden on both the United States
and the Soviet Union. but onlv if such arrangements preserve a real
military balance which guarantees a stable balance of deterrence. As
noted last year, however, the committee supports a strong strategic
arms nrogram which will deny the Soviets any illusion of superiority
and thus create the greatest possible immpetus for future arms control
agreements.

Weapons Development and SALT

The committee is concerned that strategic or nuclear weapon pro-
grams authorized by this Act not be degraded in expectation of a. con-
cession or in anticivation of an agreement to limit arms without prior
congressional consideration. Present legislation may not adequately
provide for the degree of particination that the committee deems nec-
essary to carrv out. its responsibilities.

The committee intends to review this ouestion in the months ahead
and encourages the adiministration to notify the Congress in advance of
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changes which would degrade existing or future strategie or nuclear
weapon programs or capabilities in anticipation or expectation of arms

limitation agreements.

Naval Forces

As a maritime Nation whose major allies are separated from it by
oceans in both directions, the United States must maintain a strong
and flexible Navy, capable of performing a number of missions. Much
attention has been given this year and last, in both the legislative and
executive branches, to determining just what sort of Navy we should
have and how best to achieve it. Stndies directed by the committee last
year have played a role in clarifying these issues, but the committee
is still concerned that a full consensus has not yet been reached on
the role of the Navy in the future.

Today’s Navy is beset by a number of problems which affect long-
range decisions about the shipbuilding program. Unresolved claims
involving the XNavy's major shipbuilders raise doubts about the
ability to effectively manage shipbuilding programs. The rising unit
cost of ships makes sizable increases in warship numbers extremely
expensive. Civilian and military analysts are in disagreement regard-
ing the future role of aircraft carriers and their embarked aireraft.
Questions have even been raised by some about the future of the Navy's
power projection role.

Our posture in the world will continue to demand that the United
States have a strong, multi-mission Navy for the foresceable future.
The large Soviet naval buildup in the past 10 years has made it even
more imperative that we retain general maritime superiority. Studics
mandated by the committee last year have helped to focus the issues
concerning various types of aircraft carriers and the future of
V/STOL, but as it will be some time before many of these concepts can
be turned into real ships and aircraft, these issues are by no means
resolved. Conscquently, the committee has attempted to provide a pro-
gram for shipbuilding and conversion that looks both to the near
future and the longer termand provides the Navy with 15 new ships.
Navy ships take long to build and remain in the fleet for 20 to 30
years.

NATO

The commitment of the United States to the security of Europe,
through the NATO alliance, is one of the bulwarks of American for-
eign and defense policy. For the past § years, the committee has been
giving increasing attention to the status of our NATO forces, their
readiness to carry out their assigned roles,and the Warsaw Pact forces
opposing them. Many of the recommendations made by the committee
have now been incorporated into the Defense Department budget for
fiscal year 1979. Indeed, a large portion of the real increase in the
budget proposed by the administration is related to improving the
posture of .S, forees related to NATO.

Nonetheless, problems remain with our NATO forces, and the
massive buildup of conventional forces by the Warsaw Pact nations
continues. The committee continues to be concerned abont providing
onr NATO forces with viable options other than the use of theater
nuclear weapons in the event of war. Efforts to improve readiness;
to replenish prepositioned and war reserve stocks; to provide mean-

4-25




ingful airlift and sealift capability for reinforcement; to improve
command, control and communications; and to encourage standardiza-
tion and interoperability must continue. A short-term emphasis on
NATO needs will not succeed in solving problems that have taken
years to develop. .

ITowever, the committee believes that efforts to improve NATO
readiness and overall capability should be borne by both the United
States and its allies in Europe. The Soviet buildup of men, tanks and
aireraft in Europe should not be matched by American men, tanks
and aireraft on the ground in Europe. Western Europe cannot be de-
fended by United States conventional forces alone, The NATO coun-
tries took an important step in May 1977 by pledging a 3 percent
real growth in their spending on NATO. The committee believes that
this is an important step which must be more than temporary if
NATO is to remain an important deterrent force in Europe.

Asia and the Pacific

The United States also has vital security interests in the Pacific and
on the continent of Asia, and maintains military forces forward
deployed in that region. The committee is concerned that the United
States does not have an integrated policv toward Asia and the
Pacific in the post-Vietnam era. It is imperative that the United States
make a realistic assessment of its interests, the possible threats to those
inter’ests, and the forces needed to protect them in the 1980’s and
1990’s.

As discussed in greater detail elsewhere in the report, the committee
takes seriously the threat to South Korea from action by North Korea.
The maintenance of American forces in South Korea has been a de-
terrent to aggression. The committee is concerned that possible risks
to the current military balance of any further withdrawal of Ameri-

can gronund forces particularly if it appeared to encourage aggression
by North Korea.
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GLOBAL PERSPECTIVES
Introduction

Under the Constitution of the United States. the Federal Govern-
ment is given the responsibility to “provide for the common defense.”
If the future well-being of the Nation is to be assured. the Federal
Government must be able to provide for the safety and security of the
American people and to protect their worldwide interests. This basic
fact should be foremost in the debate as resources are allocated to the
various competing demands facing the Federal Governinent.

U.S. military forces still have an overall advantage compared to
the forces of potential enemies; however, this margin of superiority
has been substantially reduced in recent years. Moreover, trends in
the worldwide military balance appear to be unfavorable to the United
States and its allies.

The Free World continues to have serious strategic vulnerabilities;
key among these is the dependence on imported oil. In general, the
Kree World is becoming increasingly dependent on the free movement
of raw materials and goods to and from Third World nations. Politi-
cal or military actions that disrupt or threaten to disrupt this flow of
materials can liave a serious impact on the economies of the industrial-
ized nations and of the world as a whole.

In essence, world events are becoming more complex and interde-
pendent. This growing interdependence has increased the potential
harm to U.S. and allied interests that could be caused in many regions
by the use or threat of use of relatively small military units equipped
with sophisticated weapons. The United States needs to evaluate its
ability to meet the military challenges of this more interdependent,
changing world. This does not lessen the need to deter the much mnore
militarily destructive forms of warfare such as a conventional attack
in Western Iurope and, in particular, a strategic nuclear conflict that
would spell unparalleled disaster for all nations.

Growth in Soviet Military Strength

The Soviet Union coutinues to modernize its forces at an alarming
rate, The Central Intelligence Agency has estimated that the Soviet
defense budget has exceeded U.S. spending by an average of 10 per-
cent per year over the past 10 years. Of particular concern is that
Soviet military spending has recently begun to outrun U.S. spending
by a substantial margin. In 1978, it is estimated that the Soviet Union
outspent the United States by about 40 percent. Over the last 5 years,
the disparity in annual U.S. and Soviet defense spending has been
impressively large in two mission areas: Soviet spending for strategic
forces exceeded that of the United States by 3 to 1 and for general pur-
pose forces, by 1.75 to 1. During this period, Soviet military invest-
ment (procurement and construction) has been 50 to 80 percent above
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U.S. levels, for a total of about $100 billion in 5 years. The United
States must consider the possibility that the Soviets are intent on
seriously challenging the United States throughout the world and on
exploiting our vulnerabilities and those of our allies where it can.

While there has been some Soviet growth in the numbers of mili-
tary units and quantities of equipment, there has been major improve-
ment in the quality of weapons fielded by the Soviet Union. In the
past, the United States had planned to offset Soviet quantitative advan-
tages in weapons with technologically superior systems in the hands
of U.S. forces. Massive defense expenditures have enabled the Soviet
Union to narrow our technology lead and have provided the Soviets
with superior weapons in several key areas. Of particular concern to the
committee is the serious possibility of substantial Soviet technological
innovations in the immediate future resulting from the heavy in-
vestments of the past several years. The committee continues to sup-
port a strong U.S. military research and development program to ex-
ploit our broad technological superiority.

While the Soviet Union has made 1mprovements to its strategic
forces, theater nuclear forces, and conventional forces in Kastern
Europe, it has apparently placed significant emphasis on improving its
projection forces which could intervene in Third World affairs. These
include a blue water navy, modernized sealift, expanded and mod-
ernized airlift, together with airborne and marine combat units. The
growth in Soviet intervention forces is particularly troublesome in
light of the Free World’s dependence on commerce with developing na-
tions and the focus on NATO programs that has occupied recent U.S.
defense efforts. While Soviet intervention forces are currently inferior
to similar U.S. forces, U.S. forces are tied down by regional commit-
ments, especially for NATO, and also suffer the disadvantage of having
to deploy over greater distances to likely trouble spots (1.c., Persian
Gulf and Korea) than would be the case for Soviet forces.

Defense Spending

‘I'he key question posed by defense spending, trends unfavorable to
the United States is how long will it take before our major military
competitor realizes meaningful military and political advantages that
will alter the worldwide balance of power.

Recognizing the seriousness of adverse spending trends, the United
States Government agreed with our NATO allies to increase total de-
fense spending by 3 percent in real terms beginning with fiscal vear
1979. In its first year this commitment may go unfulfilled, depending
on the rate of inflation that finally occurs, by seven NATO countries
including the United States.

The Free World has the economic resources to compete on military
terms with the Soviet Union; less certain is the political will to commit
these resources to needed military programs. Trends in national eco-
nomic resources and defense efforts are as follows. U.S. levels are used
gs the base in eacl year in order to show trends relative to the United

tates.
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SOVIET, JAPANESE AND NATD GNP'S AND DEFENSE SPENDING AS A PERCENTAGE OF U.S. LEVELS

1950 1960 1970 1978
Defense Defense Defense Defense
GNP spending GNP spending GNP spending GNP  spending
100 100 100 100 100 100 100 100
30 NA 32 71 32 90 47 140
4 0.3 8 1 21 2 48 9
50 57 64 U 80 u 102 10

Sources: Central Intelligence Agency, Department of Defense, and International Institute for Strategic Studies.

This chart shows the growth in Soviet defense spending. In 1970,
the Soviet Union’s defense expenditures were only 90 percent of the
U.S. level; by 1978, the Soviets were outspending the United States
by about 40 pereent. In addition, major Ué allies are making defense
contributions significantly less than their economic resources should

ermit.
p In general the committee believes that the United States should
increase its defense spending in real terms for the next few years. At
the same time, our allies in Europe and Asla must assume a greater
share of their defense burdens.

The Strategic Balance and SALT

One of our key national security goals is maintaining essential
equivalence in strategic forces with the Soviet Union. The committee is
concerned about our long-term strategic deterrent and therefore the
committee supports the development of a more survivable ICBM,
such as M X, among other key strategie programs.

The committee continues to view the three legs of the Triad—air-
breathing, submarine-launched, and land-based—as important to our
detérrent in that they force our adversaries to plan for three quite
different and separate retaliatory threats.

The committee plans to carefully review the SALT II Agreement
with the Soviet Union, announced by Secretary Vance on May 9, 1979,
in the context of the overall U.S.-USSR military balance.

The Maritime Balance

While equivalence with the Soviet Union may be our goal for stra-
tegic forces, it cannot be our goal for U.S. naval forces. The United
States should be committed to maintaining a clear margin of maritime
superionty.

The United States and the Free World depend extensively on the
world’s sea lanes for the movement of trade and critical raw materials.
Several of these areas are located at great distances from both the
United States and its allies (i.e., Indian Ocean and Persian Gulf).
Furthermore, onr key alliances are with countries that are also sepa-
rated from us by vast oceans.

Our Navy must be able to protect the freec movement of ecommerce
and the waterborne reinforcement of our allies. This task is made con-
siderably more difficnlt by geography—the great distances from the
United States to these areas. Because the Soviet Union has no such
dependence on the seas, it is significantly less vulnerable in this regard.
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Moreover, the Soviet Union would have the advantage of selecting the
place and timing of an attack on the vast, important waterways that
we seek to defend. If the Soviet Union ean equal our naval power, 1t
could deny access to selected areas and thereby gain significant stra-
tegic leverage over the United States and its alhes. L

The shipbuilding claims problem that has plagued our maritime pro-
gram for a number of years is now behind us. Also on a positive note,
a consensus is emerging on the need for more ships for the U.S. Navy.
Unfortunately, there 1s still little consensus on specific ship types
or on starting a vigorous ship construction program. Another year
has passed without starting on a naval modernization program. The
committee is convineed that the shipbuilding program for 10 com-
batants recommended for fiscal year 1980 and the proposed 5-year
shipbuilding plan are inadequate to provide our Navy with the ships
necded for the maritime tasks of the future. A vigorous shipbuilding
program should be developed that can command a broad base of
support.
NATO

For the past 5 years, the committee has placed great emphasis on
defense programs oriented to NATO. While improvements have been
made by both the United States and other NATO countries, much still
needs to be done to insure the continuing strength of the Alhance.
First, the Alliance must increase its real defense spending at a rate
that would permit it to modernize its forces sufficiently to meet the
growing capabilities of the Warsaw Pact. Second, better ways to ac-
complish rationalization, standardization, and interoperability of
NATO forces must be found. Last, the Southern Flank of NATO
contimies to need strengthening and cohesion.

U.S. defense expenditures have been heavily oriented to NATO
since fiscal year 1974. During the period 1974-1980, U.S. expenditures
for forces deployed in Europe together with early and later NATO
reinforcenents will have increased in real terms at an average annual
rate of 3.3 percent. Moreover, the bulk of increases have gone to im-
proving combat power for a NATO conflict. Investment in equipment
and facilities for these NATO-oriented forces has increased in real
terms at an annual rate of 6.4 percent since fiscal year 1974. Most im-
portantly, real-term investment in equipment and facilities for our
front-line, Europe-deployed forces has grown at an average of 11.0
percent each vear since fiscal year 1976. Our NATO allies should
be made aware of the substantially increased investments that the
United States has made in its NATO-based forces.

The United States has paid a price for improvements in NATO war-
fighting capability. All other U.S. forces, including those for other
contingencies, have had a lower total expenditure, averaging a 1.5
percent annual reduction, between 1974 and 1980. Continued deteriora-
tion of these other forces would be of concern especially in hight of
Soviet improvements in intervention forces and the increasing de-
pendence of the Free World on Third World material resources. Real
mcreases in total U.S. spending are necessary if we are to mnaintain the
balanced forces needed to protect our worldwide interests.
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While repeal of the Turkish arms embargo removed an impediment
to iinprovements of the Alliance effort in the Eastern Mediterranean,
the substantial economic problems of Turkey and the slow pace of in-
ternational economic assistance to that country are of concern. These
economic problems are challenging the stability of the Turkish Gov-
ernment. The role that Turkey plays in the security of the Western
World has been heightened by the change of governments in Iran. For
this reason, instability in Turkey would be a serious problem for
NATO.

Middle East and Persian Gulf

This region is one of the world’s most important and volatile areas.
The peace treaty between Egypt and Israel is a significant start in the
search for peace between Israel and its Arab neighbors. However,
problems yet to be overcome are significant,

The overthrow of the Shah of Iran and other developments have
heightened tensions throughout the region. In response, U.S. friends
in the region are seriously questioning U.S. staying power. Moreover,
this area mnay be a key target for the intervention forces that the So-
viet Union is developing.

The recent need to send additional U.S. military units, particularly
naval forces, to the Persian Gulf area has highlighted the extent to
which our forces are already stretched thin. To provide this increased
presence, drawdowns from other key world areas were required.

Asia and the Pacific

Despite full normalization of relations between the Ulnited States
and the People’s Republic of China, our relations with Japan remain
the cornerstone of American security efforts in Asia. Japan is now the
second ranking economic power in the world with a pivotal role in
Asian affairs.

Diplomatic ties between the United States and China have greatly
improved stability in Asia. However, Asia still contains one of the
greatest trouble spots in the world: the Korean Peninsula. The com-
mittee remains concerned that the planned withdrawal of the T.S.
2nd Infantry Division from South Korea—temporarily suspended
by the Administration—could increase tensions and the likelihood of
hostilities on the peninsula.
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LETTER OF TRANSMITTAL

U.S. HoUsE oF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,

Washington, D.C.
How~. MeLvix PricE,

Chairman, Committee on Armed Services,
House of Representatives,
Washington, D.C.

Dear CualRMAN Prick: Attached is the report of the Special Sub-
committee on NATO Standardization, Interoperability and Readiness.

The special subcommittee conducted a comprehensive study of
standardization, interoperability and readiness holding 26 hearings
and 15 briefings. Additionally, a delegation from the special subcom-
mi;tee visited five European NATO countries from July 3 to July 7,
1978.

The work which the special subcommittee performed was always
directed by the guiding principle of identifying facts and eliminating
vagaries. Accordingly, this report presents the facts contained in our
record of the NATO initiatives currently being considered.

With kind regards and best wishes,

Very sincerely,
Dax DaxiEL,
Chairman, Special Subcommittee on NAT O,
Standardization, Interoperability and Readiness.

Approved for printing

Melvin Price, Chatrman
(xm
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FINDINGS AND CONCLUSIONS

STANDARDIZATION, INTEROPERABILITY AND ARMS COOPERATION

1. The Department of Defense is unable to define clearly many of
the terms it uses to explain standardization and interoperability
concepts.

Standardization and interoperability have ambiguous definitions.
These definitions have produced confusing and often conflicting
guidance for translating policy into action. Rationalization is an in-
comprehensible term.

2. The basic rationale for arms cooperatioun is that it will reduce
duplication and increase efficiency of defeuse expeunditures. There are
only vague estimates that support such a conclusion, while data de-
rived from actual case experience seems to contradict it.

3. It is unlikely there will be significant cost savings realized from
arms cooperation. Approximately $3 billion annually is available as
potential savings if all duplication of effort is eliminated. This is less
than two percent of the currvent alliance budgets. Thus cooperation
while it does allow some potential savings, is certainly not the total
answer to NATO’s problems.

4. The potential savings are purely theoretical. No witness who ap-
peared before the subcommittee suggested there would be any im-
mediate savings as a result of arms cooperation. It is impossible
to predict accurately whether cooperation will save or cost money,
either in the near future or in the long run.

5. The “Culver-Nuun” Amendment to the Defense Appropriation
Authorization Act of 1977 is subject to confusing interpretation by
some in the Department of Defense, and that which is not understood
cannot be implemented.

6. Arms cooperation as a concept does not necessarily imply that
the policy of standardization and interoperability as passed in the
“Culver-Nunn” amendment would be most effectively implemented.

7. European defense industries are growing and represent an im-
portant investment on the part of their governmeuts in financial
resources, jobs and national pride. Their expanding capabilities and
importance, therefore, influence government defense planning and
procurement decisions.

As European defense products proliferate, the only conceivably
efficient and equitable mechanism to provide the best defense will be
to select equipment competitively. Tﬁis approach is universally sup-
ported in principle but also nearly universally ignored in practice.

8. Memoranda of Understanding (MOU) are being used to docu-
ment understandings between national defense officials. However,
since MOU’s are not formally approved by Congress, they represent
understandings and nothing more. Congressional approval will not be
achieved until enactment of appropriations or other implementing
legislation.

(1
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9. The Department of Defense does not have a single definition of
the “two-way street.”

There are two different ways to look at the present balance of
trade on the “two-way street”. The European approach is to limit
the traffic count to arms trade which produces a balance heavily in
favor of the United States. Using a broader definition of traffic
that encompasses all defense-related goods and services produces a
“two-way street” heavily balanced in Europe’s favor.

10. The term “two-way street” as apphed by Europeans and some
U.S. defense officials is a political device to secure economic benefits for
European industries and often has little or nothing to do with enhanc-
ing military effectiveness.

There isno compelling reason for acceptance of the narrow European
definition of the “two-way street” and isolating the one segment of the
transatlantic defense trade which produces a surplus for the United
States. Nor does the subcommittee find any particular value in singling
out defense trade as a special category of overall transatlantic trade.

However, European procurement of U.S. weapons systems is in-
creasingly linked to the concept of a “two-way street” by insistence
on reciprocal U.S. purchases to serve as economic offsets.

11. The Family of Weapons concept is formless and undefined. It is
an approach to arms cooperation designed to eliminate competition by
grmll{plng “families” of weapons and dividing up the development
work.

There is no consensus as to how the member nations would divide
up the development responsibilities. And it is still to be demonstrated
that NATO can eliminate competition without lowering technological
standards.

12. Major segments of U.S. industry and labor are confused about
the Department of Defense’s concept of the Family of Weapons and
arms cooperation. They, therefore, do not support this.

If some level of meaningful arms cooperation is to become
a reality defense contractors and labor must be consulted and
participate at an early stage in the process.

13, International arms cooperation encompasses political and eco-
nomic considerations beyond the jurisdiction of the Department of
Defense alone. Interagency coordination of procurement practices is
the responsibility of the Office of Federal Procurement Policy. How-
ever, the Administrator for Federal Procurement Policy knows very
little about programs which his office is supposed to coordinate.

NATO Reapiness REQUIREMENTS AND INITIATIVES

1. NATO?’s present capability to conduct a successful conventional
defense against an attack by the Warsaw Pact and to terminate such a
conflict on terms favorable to NATO is extremely doubtful.

NATO?s capability to fight a protracted war is almost nonexistent.
NATO lacks the capability to fight for thirty days and present plans
will not provide such a capability before 1983. .

The European shortages of ammunition and replacement stocks afe
critical; evidence available to the subcommittee suggests that BEuro-
pean forces will begin to run out of equipment and ammunition in a
matter of days rather than weeks or months.
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9. The NATO goal of 8 percent annual real growth in defense
spending was a compromise between military requirements and what
was political practicability. This increase will not be sufficient to re-
verse the unfavorable trends in the NATO-Warsaw Pact conventional
forces balance.

When the United States agreed to the goal of 3 percent annual real
growth, it was understood that the increase applied to the entire de-
fense budget.

The United States has not honored its commitment since President
Carter agreed to it.

3. The NATO Long Term Defense Plan (LTDP) will have little
impact on NATO readiness until the 1990’s. As an exercise in data
gathering and coordination, the LTDP is a laudable accomplishment.
As a blueprint for the time-phased correction of NATO’s difficulties,
it is of questionable value because it cannot be translated into national
procurement plans, country-by-country, year-by-year, and item-by-
item.

The Short Term Initiatives approved by NATO Defense Ministers
represent a positive, if not wholly adequate, step toward the correc-
tion of specific alliance deficiencies in the near to mid-term. The short
term initiatives are specific country-by-country commitments.

LEGISLATIVE PROPOSALS

1. The subcommittee reviewed H.R. 11607, a proposal to waive ex-
isting law for the formation of agreements with North Atlantic
Treaty Organization countries for host nation support. The goal of
H.R. 11607 is worth pursuing. The proposal as submitted, though, is
far too sweeping in authority and should be redrafted.

2. The subcommittee reviewed a second legislative proposal, H.R.
12837, that would empower the Secretary of Defense unilaterally to
establish both procurement practices and procedures for international
purchases of property and services. The subcommittee finds the intent
of H.R. 12837 too broad to merit support.
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RECOMMENDATIONS

1. Review of “Culver-Nunn” Amendment

The “Culver-Nunn” Amendment should be examined in detail to
determine whether modification is in order or whether basic changes
should be made.

2. Ooordination of Procurement Procedures for Arms Cooperation
by the Executive Branch

Arms cooperation should be pursued to increase the capabilities of
the alliance, but must comply in both letter and spirit with existing
U.S. procurement law and procedures. Requests of the Congress to au-
thorize modification of laws or policies should be made only after the
Administrator of Federal Procurement Policy has coordinated consid-
eration of all applicable issues by the appropriate executive agencies
and reI)aorted his findings to Congress as required by law. (Public Law
93-400).

3. Government-to-Government Agreements

The use of government-to-government agreements should be mini-
mized. Uniform guidelines should be provided to defense companies
so that international industrial agreements can be made.

4. Reporting on Memorandum of Understanding (MOU) Negotia-
tions and Transmitting Agreements to Congress

The subcommittee recommends that the Secretary of State be re-
quested to transmit to the Committees on Armed Services of the Senate
and the House of Representatives under guidelines of the Case Act (1
U.S.C. Sec. 112(b) ) all international agreements other than treaties,
between the United States and NATO allies related to national secu-
rity. Further the Secretary of Defense should be requested to report
periodically to the Committees on Armed Services all ongoing nego-
tiations with NATO allies in the area of arms cooperation.

5. Requirement for Increased Training

In the recognition that no equipment related improvements can be
effective without adequate, appropriately trained personnel, more at-
tention should be given to combat and combat related training.

6. Annual Reporting of NATO Readiness and Defense Budgets

The subcommittee recommends that legislation be enacted requiring
the Secretary of Defense to transmit an annual NATO readiness re-
port to the Congress with the annual Defense budget submission. The
report should : (a) identify specific alliance readiness deficiencies; (b;
distinguish between those of the United States and alliance forces; (¢
relate U.S. defense budget requests to planned correction of our own
deficiencies; and (d) enumerate commitments of allied governments
to correct identified deficiencies.

5)
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7. Annual Authorization of Operations and Maintenance, and Al
Procurement Accounts

The subcommittee’s review of NATO readiness identified as major
deficiencies ammunition stocks, communications equipment, support
equipment (trucks, etc.) and the lack of adequate funding for military
operations and training. These defense budget categories are not sub-
ject to annual authorization. For the Armed Services Committees to
provide the necessary oversight to redress these major defense de-
ficiencies, legislation should be enacted to require annual authorization
of operations and maintenance, and all procurement accounts.

8. Requirement for Legislation to Increase Host Nation Support

To permit the more efficient formation of agreements with allied
governments for services, the executive branch should submit legisla-
tion which :

(a) Authorizes the Secretary of Defense to enter into a well defined
class of agreements for specific host nation support services;

(b) Identifies the specific existing laws that need to be waived and
how the waivers are to be granted ; and

(c) Provides the Congress with adequate notice of negotiations.

9. Requirement to Continue Activities of Special Subcommitiee

It is recommended that the work of the Committee on Armed Serv-
ices special subcommittee continue with an expanded charter.
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INTRODUCTION
THE SuBcomMIrTEE CHARTER AND SCOPE OF INQUIRY

In recent years, discussions about NATO have been dominated by
two themes: The first, that the alliance suffers from severe military
readiness deficiencies which can be supported to some degree by de-
monstrable facts and make it particularly vulnerable to a blitzkrieg-
style attack by the Warsaw Pact ; the second, which is based on theory
and supposition is that the alliance squanders its defense expenditures
through unnecessary duplication, lost economies of scale, and the loss
of so-called force multipliers which would result from standardization
and interoperability of doctrine and equipment.

On May 2, 1978, the Chairman of the House Armed Services Com-
mittee appointed a Special Subcommittee on NATO Standardization,
Interoperability and Readiness. The subcommittee was directed to
conduct a study of the present state of efforts at standardization and
interoperability within the North Atlantic Treat Organization
(NATO) and to identify military readiness problems in the al-
liance stemming from a lack of joint procedures, doctrine or stand-
ard equipment. The subcommittee was further directed to identify
those areas where standardization and interoperability might be most
advantageously pursued and to consider the most feasible approach
to achieving greater standardization and interoperability where it is
determined that such would contribute to improved readiness. (See
Appendix A for charter.)

The subcommittee held 26 hearings and received 15 briefings. It
received testimony from a large and diverse group of witnesses repre-
senting the Departments of Defense, State and Commerce, industrial
associations, and labor groups, and in addition talked to representatives
of European governments and industry. A list of witnesses appears in
Appendix B of this report.

From July 2 to July 8, 1978, a subcommittee delegation visited five
European NATO countries. The delegation met with key military and
political leaders in France, the United Kingdom, the Federal Republic
of Germany, the Netherlands and Belgium to gain a better understand-
ing of allied programs for arms cooperation. In addition, meetings
were held with U.S. military leaders in Europe and key allied military-
officials in the NATO command structure to discuss alliance readiness
problems. The delegation also met with a cross section of European
industrial leadership.

()]
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TaE EurorEAN MILiTARY BALANCE

The following general summary of the military balance trends in
Eur(%pe, provided by the Joint Chiefs of Staff, serves as a useful frame
of reference:

In the mid-sixties, the military balance in Europe was dominated by U.S.
strategic nuclear superiority, although even then, Soviet trends in improving
their strategic forces had begun.

At that time, NATO had an advantage in theater nuclear forces as well, and
the conventional capability in NATO was comparatively less important.

In 1967, with the adoption of the current strategic concept for the defense of
the NATO area, there was a NATO commitment to developing a solid conven-
tional defense capability while maintaining a credible linkage to theater and
strategic nuclear capabilities.

Throughout this period, major force modernization efforts by the Warsaw
Pact, led by the Soviet Union, have more than offset NATO efforts to improve
the comparative balance of conventional forces. Improvements in Soviet capa-
bilities reflect continuing doctrinal emphasis on high speed conventional ground
attack, more attention to offensive airpower, and an expanded out-of-area role
for the Soviet Navy.

Only in the last few years, with the return of U.S. attention to Europe and the
growing perception by allies of the Warsaw Pact conventional threat, has the
situation begun to change as serious efforts were initiated in NATO to develop a
solid, sustained conventional defense capability.?

1 HASC 95-72, 12,
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STANDARDIZATION AND INTEROPERABILITY

TerMINOLOGY—ARMS CoOPERATION AND CoOMMON SENSE

The subcommittee’s record is filled with references to RSI, an acro-
nym for rationalization, standardization and interoperability. Thig>
acronym is used to describe undefined concepts. It is, simultaneously,
a philosophy, a policy and a practice, a military objective, a political
mechanism and a macro-economic device.

NATO RSI has a jargon all its own and the subcommittee continu-
ally had to refer to glossaries of terms to find what various witnesses
were trying to describe when they used words like “standardization,”
and “interoperability” and—best of all—“rationalization.” However,
reterring to Defense Department supplied glossaries did not always
help because the definitions are neither clear nor precise. And, in fact,
the Defense Department cannot even define many of the terms it
used. (See Appendix C for DOD glossary.)

Reviewing the whole host of subjects, initiatives, ideas, concepts,
philosophy, policy, goals, objectives, programs, etc. which seem to be
encompassed within the rubric of that catch-all term RSI it became
apparent that RSI has so many potential meanings and that, in effect,
it is a meaningless term.

What, then, is being considered and proposed? A goal—arms coop-
eration, and a guiding concept—the application of common sense.
These are not mutually exclusive categories, but the subcoramittee
found them useful to understand what is being strived for and what
is possible.

By arms cooperation the subcommittee means international indus-
trial and government teaming and coordination in the development
and production of military equipment.

As for the application of common sense there are only a few basic
principles which need to be nnderstood and complied with.

1. The proposal must be expected to result in a positive improvement
of alliance military capability at a realistic cost in terms of budgets.

2. If the proposal will require the waiver of law, existing waiver
processes should be exercised before requesting special cxemptions
from Congress.

3. If a required program is more costly than planned budgets will
support or if existing law, regulations, or procedures will require modi-
fication, a timely request of Congress shonld be made on a case-by-case
basis with specific supporting data.

The subcommittee believes professional military leadership in
NATO can do much to produce the needed cooperation that will pay off
on the battlefield. Structuring solutions to alliance problems at the
working level, whenever possible is strongly supported. Over the
course of its 8 month investigation, the subcommittee rediscovered a
long-ignored truism: The application of common sense to the solu-

9)
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tion of a problem varies inversely with the number of organizations
and individuals working on the solution,

INTEROPERABILITY AND/OR STANDARDIZATION

There are two sets of definitions for standardization and interoper-
ability : The official definitions which are ignored ; and the highly indi-
vidualized intuitive definitions everyone uses. These intuitive defini-
tions have produced confusing and often conflicting guidance for trans-
lating policy into action. They have also resulted in a division of labor.
Standardization has emerged as the special province of civilian, indus-
trial, and administrative military leadership, while interoperability
has been the principal concern of military commanders.

The conceptions have resulted in vague assignments of priority
and estimates of feasibility which have generally favored interopera-
bility primarily because interoperability offers greater prospects
for near term improvement in alliance military capabilities and will
generally involve only modest expenditures. Further, stressing inter-
operability will have virtually no impact on equipment programs and
therefore, minimal effect on future weapons development options. In
essence, interoperability’s greater attractiveness stems from it
emphasis on improving the operational capabilities of existing equip-
ment through the efforts of allied field commanders.

Attempts by the subcommittee to validate this prioritization failed.
Without at least some understanding of benefits trade-offs between
standardization and interoperability cannot be made.

Poricy or THE UNITED STATES

The most authoritative statement of policy by any NATO ally
regarding standardization and interoperability is the “Culver-Nunn®
amendment to the Department of Defense Appropriation Authoriza-
tion Act, 1977 (Public Law 94-361, Sections 802 and 803, July 14.
1976). This legislation is divided into two sections. One states the
policy of the United States, the other states the sense of Congress.

The section on policy begins with the following:

It is the policy of the United States that equipment procured
for the use of personnel of the Armed Forces of the United States
stationed in Europe * * * should be standardized or at least
interoperable with equipment of other members of the North
1(&t)lzznfii)c Treaty Organization. (Public Law 94-361, Sec. 802

a)(1)).
To implement this policy Section 802(a) (1) directs that:

The Secretary of Defense shall, to the maximum feasible extent
initiate and carry out procurement procedures that provide for the
acquisition of equipment which is standardized or interoperable.

The limitations on procurement practices contained in the legisla-
tion are the following:

Such [procurement] procedures shall also take into considera-
tion the cost, functions, quality and availability of the equipment,
to be procured. (Public Law 94-361, Section 802(a) (1)).
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These guidelines are stated as “considerations” not as being mandatory.
The Secretary of Defense does not have to determine that the stand-
ardized equipment must be the most cost effective, the highest quality,
or be the most readily available.

This legislation also authorizes the Secretary of Defense to waive
the “Buy America” Act (47 Stat. 1520; 41 U.S.C. 10a) in order to
procure standardized or interoperable equipment.

Finally, there is a reporting requirement to the Congress for pro-
grams which do not further the policy.

In any case in which the Secretary of Defense initiates procure-
ment action on a new system which is not standard or interoperable
with equipment of other members of the North Atlantic Treaty
Organization, he shall report that fact to the Congress . . . and
the reasons for that choice. (Public Law 94-361, Section 802(a)
(3)).

The ge?nse of Congress statements are contained in Section 803, This
section is divided into three subsections,

Section 803(a) states that it is the sense of Congress that weapon
systems being developed for deployment in a NATO theater should
“conform to a common North Atlantic Treaty Organization require-
ment.” In order to achieve this goal the Secretary of Defense must
coordinate with our allies to agree on common military requirements.
To measure the success of such efforts the legislation requires that:
“The Secretary of Defense shall * * * report on efforts to establish
a regular procedure and mechanism within the North Atlantic Treaty
Organization for determining common military requirements.”

Section 802 (b) of this sense of Congress legislation suggests ap-
proaches to be used : “expanded inter-Allied procurement would be fa-
cilitated by greater reliance on licensing and coproduction agree-
ments.” To utilize this approach of licensing production and copro-
duction, the Secretary of Defense is directed to attempt further coor-
dination with our allies for national defense efforts.

The Secretary of Defense, in conjunction with appropriate rep-
resentatives of other members of the Alliance, shall attempt to the
maximum extent feasible (1) to identify areas for such cooperative
arrangements and (2) to negotiate such agreenments pursuant to
these ends. (Public Law 94-361, Section 802(b) (1)).

Section 803(c) contains a statement from Congress to our NATO
allies. It concludes that without coordination of European arms pro-
grams, efforts by the United States to achieve alliance arms coopera-
tions would be futile. Therefore, the legislation encourages the Euro-
pean governments to unify defense industrial efforts.

It is the sense of the Corigress that standardization of weapons
and equipment within the North Atlantic Alliance on the basis of
a “two-way street” concept of cooperation in defense procurement
between Europe and North America could only work in a realistic
ienge if the European nations operated on a united and collective

asis.

Though the “Culver-Nunn” amendment is permanent legislation and
has been in force since 1976, it is not well ungerst,ood or even acknowl-
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edged as national policy. The most striking example of this finding is
the many requests from executive branch officials for sense of Con
gress legislation that were made during the subcommittee’s review.

The only request for such congressional action which included a
specific suggestion (supplied later for the record) was that made by
the Under Secretary of Defense for Research and Engineering. In his
testimony on June 22,1978, he stated that:

[I1t would be useful, very useful, for the executive branch, in pursuing stand-
ardization programs, if the Congress were to state that it is their sense that we
should endorse efforts for common doctrine. endorse efforts for rationalized
requirements, for finding opportunities for arms cooperation and that you would
endorse not only a need, but a desire to experiment on novel, innovative ways of
meeting these problems.

We are embarked on a program which implicitly assumes congressional sup-
port of those points. We could embark on it much more effectively, if we had that
explicit endorsement because our position with our allies would be more credible.
On the other hand, if the Congress does not support those positions, it would be
well for us to know that too, because we would change many of the things we
are doing.?

V4
Though it was pointed out to the Under Secretary that “Culver-Nunn”
appeared to embody in existing legislation the very request he was
making, he still made the following specific request in a later sub-
mission for that record :

Proposed Addition to Public Law 94-361, Section 803 (d).—It is the sense of
the Congress: (1) that more compatibility of doctrine and tactics should be
pursued to provide a better basis for arriving at common NATO requirements ;
(2) that cooperation on the defense equipment programs must begin early in
the R&D process before national solutions become established : and (3) that new
concepts of defense equipment cooperation should be sought with our Allies with
the objectives of improving NATO’s military effectiveness, achieving efficient use
of U.S. and Ally defense resources, and providing for equitable economic and
industrial opportunities for all participants.®

In the opinion of the subcommittee this proposal would not modify
“Culver-Nunn”, but simply restate parts of 1t.

The Under Secretary, as late as November 16, 1978, in a prepared
statement printed in the subcommittee’s record of November 24, 1978,
continued to make this request by stating that: “I believe that a
broadly-stated sense of Congress resolution would be highly signifi-
cant in underwriting our efforts to further strengthen the military
effectiveness and cohesion of the North Atlantic Alliance.”

‘When the Secretary of Defense testified before the subcommittee on
September 21, 1978, he was asked about such requests for congressional
action:

Mr. WHITEHURST. Several of the previous witnesses have declared that it would
be helpful if we had a sense of Congress resolution directing the President to
begin negotiating with our NATO allies with a view to securing a comprehensive
agreement on arms collaboration. And I would like to know what your own view
on this is, and whether or not you think it will do any good, or just what you
think it will accomplish ?

Secretary BrRowN. In general, I think it is a good idea for the following three
reasons : First, I think it will be a favorable signal to our allies; second, I think
it will help me to apply pressure in this direction with the U.S. Government—the
executive branch; and third, I think it will also have an effect within the Con-
gress. . . . The whole Congress has to speak out on this matter in order for there
to be a favorable outcome.*

2 HASC 9572, 944.
S HASC 95-72, 941.
¢ HASC 95-72, 1264.
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Secretary of Defense Brown is wrong in his interpretation that the
“Culver-Nunn” amendment constitutes an expansion from less than
the “whole Congress”. The purpose of “Culver-Nunn” was not to help
the Secretary of Defense in the executive branch but rather to direct
him in law to implement a policy that equipment procured for our
forces should be standardized or at least interoperable with that of our
European allies.

The last reason given by the Secretary of Defense appears to indi-
cate that the executive branch is requesting the Congress to enter into
a contract with the Department of Defense and the NATO allies
whereby programs presented to the Congress as furthering alliance
standardization and interoperability would be unquestioningly sup-
ported through appropriations and other necessary legislation. No
subcommittee, committee, or Congress can draft or act on such a
contract.

The basic reason why the “Culver-Nunn” legislation is not under-
stood even by those executive branch officials charged with its imple-
mentation, is that it is drafted using terms for concepts that are not
clearly defined. This lack of understanding extends far beyond inter-
preting legislation to a much more fundamental problem. That is
evaluating the benefits and costs of such a policy.

At the time of its enactment, the purpose of the amendment was
to highlight the need for alliance cooperation. That purpose has been
well served. Now that the Defense Department’s attention has been
focused on the problem, the drafting weaknesses contained in the
legislation hinder rather than guide government actions. The kinds
ofg broad generalities contained in the amendment reflect the lack of
information at the time of enactment and can reasonably be expected
now to only retard progress. Today, congressional guidance should
reflect & more precise understanding of what is feasible and what safe-
guards to protect and preserve national capabilities and procedures
should be applied. All legislative action should be directed at eliminat-
ing broad generalities and providing specific guidance.

BeneFITs AnD CosTS

The basic rationale for arms cooperation is that there will be a re-
duction in duplicative efforts and an increase in efficiency of defense
expenditures. However, there are only vague estimates that support
such a conclusion while most actual case experience seems to contradict
it. The single quantitative estimate found was that made in 1976 by
Thomas A. Callaghan.® His study estimated that the total loss of al-
liance resources due to duplicative research and development, inef-
ficient use of production facilities, and separate duplicative national
logistics systems is approximately $10 billion annually. The Callaghan
ficure was more useful for its stock value. The subcommittee was un-
able to determine what savings—if any—are attainable from arms
cooperation.

The Defense Department is only now trying to develop methods to
assess the economic cost of separate national production bases as op-

5 Callaghan, Thomas A. “'U.S./European Economic Cooperation in Military and Civil
Technology,” Washington, D.C.: The Center for Strategic and International Studies,
Qeorgetown University, March 1978, p. 37.
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posed to single production bases for the alliance. It is also attempting
to determine what lessons have been learned from the European joint
development and production efforts. These are the first serious at-
tempts to provide basic information necessary for evaluation of spe-
cific programs. Even the national policy contained in the “Culver-
Nunn” amendment should be evaluated against these data to assess the
validity of the legislation.

At present, there is no acceptable way to measure the potential cost
savings of arms cooperation. However, it is unlikely that there will be
significant production cost savings realized by the United States. The
currently proposed framework for trans-atlantic arms cooperation in-
cludes a triad of cooperative actions, one of which is “dual production
in NATO countries.” ¢ In essence, this means both U.S. production
and European production by individual countries or a consortium of
countries. Dual production will not produce significant cost savings
except, perhaps, on the Kuropean side.

Whatever savings there are will come primarily from the elimination
of duplicative research and development. However, since some of those
expenditures are for basic research efforts, that portion should also be
excluded from consideration here. The continuation of all research ef-
forts is mandatory to provide the new products needed in the future.
The principle area of defense expenditures where efliciencies can be
anticipated is military equipment development.

At present the United States spends $12 billion for research and
development, and all of the European allies combined spend about $4
billion. This means that the maximum savings from elimination of
duplication are on the order of $4 billion. However, basic research
accounts for about 20-25 percent of that $4 billion which reduces the
potential savings to something in the neighborhood of $3 billion
annually—if all the allies do everything rationally. Three billion dol-
lars represents less than 2 percent of the current alliance defense
budgets. Obviously arms cooperation is not the total answer to NATO’s
problems.

The discussion of potential savings is mostly theoretical, however.
No witness who appeared before the subcommittee suggested there
would be any immediate savings as a result of arms cooperation. As of
now, it is impossible to accurately predict whether arms cooperation
will save or cost money, either in the near future or in the long run.
This is not surprising since there is not even a consensus on how to
interpret data on cooperative efforts to date. For example, there is no
clear agreement as to whether the “Americanization” of the Roland
Missile System has saved or wasted defense dollars.

This leaves significant questions. What are the economic benefits to
be realized, and what costs are acceptable to achieve these benefits?
What are the military benefits of implementing this policy ? The ques-
tion of what military benefits are achievable leads to an even broader
question about whether immediate military benefit to U.S. Forces
should be sacrificed for political solidarity.

The Secretary of Defense proposed the following criteria for meas-
uring success in dealing with NATOQO’s problems by proposing the

¢ HASC 95-72, 1862,
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following criteria: “Does it cost-effectively strengthen NATOQ’s capa-
bility to deter or defend against Warsaw Pact attack ¢ Does it enhance
or weaken NATOQO’s political solidarity?” These two broad criteria
must be balanced against other worldwide defense requirements of
the United States.

The question of how the Congress can best provide for all of the
defense requirements of the United States has to be answered annually
and the lack of any meaningful measure of the benefits and costs of
NATO standardization and interoperability complicates the process.
The following testimony given by General Alexander M. Haig, Jr.,
Commander-in-Chief, U.S. European Command, states the problem
and the only presently available criteria for the Congress:

I, frankly, do not expect conflict in the near term in NATO Europe unless we
make serious mistakes or leave untended those areas in trouble : on the fianks, in
Africa and elsewhere where there is increasing Soviet activity. Each one of these
decisions must be an anguishing and carefully worked out judgment of its own
and a generalized formula will get you in trouble. It depends on the payoff and

the deficiency you are filling and how urgent it is in the context of your broad
strategiec concerns.”

NEar TerM REQUIREMENTS

Lt. Gen. Arnold W. Braswell, USAF, Director, Plans and Policy
Directorate, Joint Chiefs of Staff, stated that:

The Joint Chiefs of Staff have identified five high-priority categories of areas
where they feel we need to focus attention, and in fact they have introduced these
in the NATO arena where they have been adopted NATO-wide as standardization
or interoperability policy from the military viewpoint. The five areas are com-
mand and control and information systems; cross servicing of aircraft; and
greater interoperability in ammunitions; compatible battlefield surveillance and
target designation and acquisition systems ; standardization or interoperability of
components and spare parts for various system and subsystems.?

The capability to cross-service equipment, and to exchange ammuni-
tion will enhance the potential for allied forces to provide support to
each other. But when two armies have artillery that can fire each
other’s ammunition, enhanced military effectiveness does not result
unless there is enough ammunition. In the final measure, sufficient sup-
plies will determine the payoff of cross-servicing and interchangeable
ammunition.

The Joint Chiefs of Staff list included a group of suggestions that
require more than alliance attention. This group includes communica-
tions, command and control equipment ; battlefield surveillance; and
target designation and acquisition systems. Enhancing the compati-
bility of alliance systems 1s important and must be vigorously pur-
sued, but not at the expense of meeting national military requirements.
For example, the alliance could use the same or compatible commu-
nications equipment and this would result in apparent advantages.
But, here again, it is the availability of equipment that establishes the
true measure of success. Even though two forces use different com-
munications equipment, transmission networks could be provided by
exchanging some equipment or making minor modifications to exist-
ing equipment. So the subcommittee finds that communications, com-

7THASC 95-72, 3117.
& HASC 95-72, 464.

4-50



16

mand and control equipment, and battlefield surveillance, target des-
ignation and acquisition systems require more than broad alliance
attention. They demand national prioritization and increased
procurements.

The last item on the list: “standardization or interoperability of
components and spare parts for various systems and subsystems”
exemplifies the vast majority of testimony taken by the subcommittee.
What this entails is impossible even to estimate. The goals are not
defined ; no apparent organization was ever suggested to be responsible
for implementation; no methods or programs were suggested. This
suggestion is characteristic of what the subcommittee found during its
entire review of standardization and interoperability—vague general-
ities that offer little opportunity for implementing the policy con-
tained in “Culver-Nunn.”
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ARMS COOPERATION
IxTRODUCTION

Arms cooperation is an appropriate term for efforts to consolidate
NATO equipment development and procurement programs. As used
in this report, arms cooperation describes both industrial and govern-
ment procurement activities.

International arms cooperation on a case by case basis has little to
do with the policy of military standardization and interoperability
stated in the “Culver-Nunn” amendment. The main goals of arms co-
operation are economic and political as opposed to military.

Arms cooperation entails multinational military equipment procure-
ments as opposed to national procurements which raises unique inter-
national economic, political and security issues such as technology
transfer, competitive procurement versus directed procurement, gov-
ernment subsidization of industry, and multinational industrial team-
ing. Each raises very different issues when considered individually,
but all embody a class of issues that require broad attention. Such at-
tention many times is dominated more by economic and political con-
siderations than national defense. This emphasis on economics and
politics cannot be ignored when programs are being reviewed by the
Congress.

DEeVELOPMENT OF EUROPEAN DEFENSE INDUSTRIES AND PROCUREMENT
PracTICES

During the last decade, a relatively new phenomenon has appeared
in the NATO alliance, the establishment and growth of a vigorous
European defense industrial base. This economic development has
resulted in a political assessment which was reported to the subcom-
mittee by the Advisor to the Secretary of Defense on NATQ Affairs,
Ambassador Komer, as follows:

The Administration’s effort to promote the two-way street is not a giveaway
program. In fact, it’s designed to protect our own export position, as well as to
promote standardization/interoperability.

I think we are kidding ourselves if we think Europe will keep buying as much
from us if we don’t buy more from them. The handwriting is on the wall as far
as this problem is concerned.

The British, the Germans, the Belgians, the Norwegians, the Canadiang, and
the Dutch have put us very clearly on notice. ..

* % * TWither we're going to give the allies a somewhat bigger share of our
market or they’re going to increasingly go for their own equipment, even if ours
is better and cheaper. It’s as simple as that, because we do the same thing.’

The subcommittee does not endorse this assessment as being com-
pletely accurate, but the statement is widely accepted. Only future
European procurement decisions will provide the test. The statement
is impossible to verify until a positive trend can be established.

» HASC 95-72, 494, 495.
a7)
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What can be verified is the great momentum to develop national or
at least European defense industrial capabilities. This is best demon-
strated by the several joint European programs that have been formed
to accomplish projects too large for individual nations to effectively
support. The United Kingdom, the Federal Republic of Germany and
the Italian joint program to develop the Multi-Role Combat Aircraft
is an example of such European teaming. Other European teaming
examples include programs for weapons systems ranging from army
artillery to ships.

During the subcommittee’s discussions in Europe swith government
and industrial leaders the great enthusiasm with which they foresee the
development of national and European defense industries helped
identify certain potential conflicts between the United States and our
European NATO allies that will have to be resolved if a realistic
arms cooperation environment is to be established. These conflicts are
not the result of misunderstandings between nations but the simnple
fact that as European defense products proliferate the only conceiv-
ably efficient and equitable mechanism to provide the best defense will
be to competitively select equipment. This approach is nniversally sup-
ported in principle but also nearly universally ignored in practice.

Primarily, national defense industries develop supplying a single
customer, their own military forces. Only in the United States with
its large defense expenditures, nearly $12 billion annually for military
research and development alone, have multiple sources prospered and
competed for government contracts. In fact not only do most European
countries have a single or a very limited number of defensc equipment
suppliers but many governments control or hold significant ownership
of their defense industries. This has not resulted in the United States
being the only alliance government to use competitive procurement
practices. European governments have utilized principles of compe-
tition to select internationally offered weapon systems. However, this
situation has resulted in the United States being the foremost user of
competitive procurement practices.

Presently, the European defense industries represent an important
investment on the part of their governments in financial resonrces,
jobs and national pride. Their expanding capabilities and importance,
therefore, very natnrally influence government defense planning and
procurement decisions. These influences do not help to produce an
env(ilronment where competitive procurement decisions can casily be
made.

It is with this understanding that the subcommittee has identified as
one of the most difficult and essential issues to be resolved, the estab-
lishment and implementation of alliance competitive procurement
procedures. Neither universal formulas for establishing such pro-
cedures or even effective temporary approaches appear to warrant
unquestioning support.
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Memoranpa oF UnNperstanping (MOU)

Increasingly, cooperative government-to-government arrangements
on defense matters are being documented by Memorandum of Under-
standing (MOU). However, since such proposals are not formally ap-
proved through congressionally established mechanisms, they repre-
sent executive understandings and nothing more. They could create
mistrust and confusion if the respective governments are unable to
fulfill the terms of the understandings.

The possibility of MOU’s not being implemented is obvious since
there is no participation by the U.S. Congress in the formative stages,
and congressional approval will not be achieved until enactment of ap-
propriations or other implementing legislation. Earlier congressional
endorsement is not feasible since individual members, subcommittees
or committees cannot direct the enactment of specific future
legislation.

A potentially dangerous result of these government-to-government
MOUs is offset arrangements linking separate procurement decisions.
When difficulties arise in a particular set of negotiations, it can be an-
ticipated that other contemporary program decisions may be consid-
ered as providing offsets. That is an MOU may be contingent upon
other programs.

During the subcommittee meetings with European leaders this con-
cept of linkage or offsets was discussed and the European attitude can
be characterized as endorsing this approach. However, under our sys-
tem of congressional review and approval of defense budget requests
on a program-by-program basis, there exist many considerations and
forces which could rupture linkage understandings even if they were
presented to the Congress with complete explanation of the
consequences.

Realizing the serious consequences of probable situations and having
been unable to identify any meaningful mechanism for congressional
control and endorsement, the use of MOU’s should be minimized.

American efforts to increase arms cooperation and strengthen re-
lationships between allied nations will not be thwarted by reducing
the use of government MOUs, for there is a reasonable alternative that
should be vigorously pursued. The alternative is to encourage defense
companies to establish agreements. The success of the industrial sup-
pliers in organizing the activities of development and procurement,
with government endorsement, will help to establish an environment
in which customers—the government defense establishments—can
utilize international competitive procurement practices.

By publicly stating both national and alliance requirements and
establishing guidelines for international business practice, the same
basic ingredients of the American competitive market system will
be present; that is, wide public advertising with uniformly ap-
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plied rules of business practice. Such an environment can only be
complicated and frustrated by increasing numbers of government-to-
government nnderstandings, some of which are even classified. There-
fore, if competitive international arms cooperation is ever to be a real-
ity, the role of government will have to be that of a public purchaser
and enforcer of uniform rules of business practice, and not as unilat-
eral_-and sometimes secret—negotiator mandating the application of
industrial resources.

Tue “Two-Way Streer”

1. The European View

During its meetings with European government and industrial
leaders, the subcommittee found it virtually impossible to discuss
arms cooperation without becoming involved in discussions of the
need for a “two-way street” in the transatlantic arms trade. This
is “NATO-ese” for saying that the United States is going to have to
buy more European systems if it expects to continue to sell American
systems to Europe. Other terms used in connection with—or often
interchangeably with—the “two-way street” by Europeans include
“offsets” and “quid-pro-quo.”

The European application of these terms is often unrelated to en-
hancement of military effectiveness. Dr. Ellen Frost, Assistant Sec-
retary of Defense for International Economie Affairs, described the
European motivation in emphasizing the “two-way street” as follows:

The Europeans want to emphasize the trade in arms and high technology
systems. From their viewpoint, an increase in their sales of such items would
provide 1) growth prospects for their relatively small scale arms industries,
2) concomitant political benefits via employment and enhanced prestige, 3)
technology spin-offs in both civilian and military sectors, and 4) an improve-
ment in their balance of payments.*

An illustration of the European view of the “two-way street” is
West German participation in AWACS. As a condition of their
initial and continued participation, the Federal Republic of Germany
pressured the United States into adoption of the 120-mm tank gun,
German equipment and labor for installation of a new U.S. European
Telephone System, and purchase of German non-tactical vehicles.
In all three cases, the U.S. adoption had little or nothing to do with
standardization, and none have been shown to save the U.S. money.
The U.S. decisions to buy were predominantly the result of political
considerations rather than military or economic advantages. Doubt
about the linkage of these systems to AWACS from the German per-
spective is dispelled by the Bundestag Defense Affairs Committee
Resolution on AWACS which stated :

The Defense Affairs Committee also assumes that the NATO-E-8A Project
will mark the beginning of the two-way street with the USA. This presupposes
an unrestricted fulfillment of the compensation which has been promised by
the USA and which is contained in the text through the license agreement
for the 120 mm tank gun, the purchase of German telephone equipment and
the purchase of German non-tactical vehicles.

The Defense Affairs Committee requests the Federal government to report
on the negotiations results prior to the beginning of deliberations on the 1980
budget, and at the same time, to submit the contracts concluded.™

ﬂ ﬁASC 95{—72. 5&3. " -
essaze from American Embassy. Bonn. Federal Republic of Germany to the Secretar;
of State, Washington, D.C. November 29, 1978, p. 2-3. v v v
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It is difficult to fault the European’s desire to increase their de-
fense markets—as a goal for Europeans. However, that is a con-
spicuously non-military goal and there is no evidence to support the
thesis that buying European is in the best interest of the United
States which is, after all, an economic competitor of Europe as well
as a military partner.

2. The Current Balance on the “Two-Way Street”

There are two very different ways to look at the present balance
of trade on the “two-way street”. One approach is to limit the traffic
count to the arms trade between the United States and NATO Europe,
a method which depicts a balance heavily in favor of the U.S. This,
of course, is the approach taken by Europe in its arguments for trade
on a “two-way street.”

“TWO-WAY STREET"' ARMS TRAOE WITH NATO EUROPE 12

[In millions of current dollars]

1974 1975 1976 1977

Foreign military sales® 550.1 649.3 680.5 704.4
U.S. commerclal salest 166.7 223.2 345 7. 478.7
Total sales. . ____.__._.______._____. 716.8 872.5 1,026.2 1,183.1

U.S. Department of Oefense procurement 80.1 94.1 46.5 124.6
8.9:1 9.3:1 22:1 9.5:1

13 HASC 95-72, 583.

;Foreign military sales delivery data from Oefense Security Assistance Agency 000; minus construction, repair, training
and services.

tExport data from Office of Munitions Control, Depastment of State. . " |

{Contract placement data from DOD Comptroller, minus construction, repair, supply, training and services.

**U.S. commercial military import data not available.

Source: Defense Oepartment data selected by International Security Affairs.

Another, quite different perspective of the “two-way street” results
from looking at the total balance of trade in military and defense-
related goods and services. If all defense transactions—including the
arms trade—are taken into consideration, then the “two way street”
is heavily balanced in Europe’s favor with annual U.S. deficits averag-
ing well in excess of $1 billion.

U.S. OEFENSE TRANSACTIONS WITH NATO EUROPEAN COUNTRIES 1

{In millions of current dollars]

1973 1974 1975 1976 1977

U.S. exports:
Foreign military sales® 441.0 651. 4 824.7 1,179.6 856.4
Commercialt__._.. 115.7 145.1 186.4 358.2 472.6
Total. . .. 556.7 796.5 1,011.1 1,637.8 1,329.0
U.S. imports: Oepartment of Oefensef_...___._____ 2,180,5 2,319.9 2,822.7 2,455.0 2,687.0
Balance ... ... —1,623.8 -1,523.4 —1,511.6 —917.2  —1,358.0

13 HASC 95-72, 583,
*Oefense Security Assistance Agency foreign military sales deliveries excluding NATO special programs such as NATO
maintenance and supply agency. .
t0elivery data from State Oepartment Munitions Control Office Brovided by Oefense Security Assistance Agency.
}Oepartment of Oefense Comptroller expenditures account incl g personal ption of U.S. servicemen overseas.
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Although there have been some rather definite statements about the
need for changes in the traffic pattern on the “two-way street”, the
subcommittee found that there 1s no agreement between U.S. execu-
tive departments as to what the facts are. The following table was pro-
vided by the Department of Commerce:

BALANCE OF TRAOE IN MILITARY ANO OEFENSE-RELATEO GOOOS ANO SERVICES BETWEEN
THE UNITEO STATES ANO OTHER NATO COUNTRIES, 1967-77 1

U.S. purchases of
U.8. official sales defense-related

of military goods goods and
and services to  services to NATO . Balance (sales
Year NATO countries countries  minus purchases)
$790 $1,772 —1982
787 1,754 —964
848 , 852 —1,003
579 1,952 —1,373
955 2,118 -1,160
435 2,335 -1,901
3, 506 —1,915
1,032 2,657 -1,627
2,679 —1,745
1,003 2,698 —1,697
1,058 3,105 —2,047

14 HASC 95-72, 170.

Note _:I Dbalta exclude commercial trade in military equipment which is relatively minor and for which no reliable data
are available.

These two tables provided by Defense and Commerce do not agree
and are rarely within 10 percent of agreement. For example, in the
case of U.S. defense-related purchases from NATO in 1973 the differ-
ence is almost $1.3 billion, or 40 percent.

There is no compelling reason for acceptance of the European
definition of the “two-way street” as opposed to the broader defini-
tion of defense expenditures. Clearly, the United States is incurring a
substantial annual deficit in defense transactions with Europe—a def-
icit now approaching $2 billion a year. The subcommittee sees no
rational justification for isolating the one segment of the transatlantic
defense trade which produces a surplus for the United States.

According to the Deputy Chief Economist of the Department of
Commerce, William Cox, the $3 billion in U.S. defense purchases from
Europe create more jobs in Europe than the $1 billion of European
defense purchases create in the United States.*

3. The Congressional View .

The “Culver-Nunn” amendment (section 803 (c) of P.L. 94-361)
states that the concept of the “two-way street” is a means of achieving
standardization of weapons and equipment. The basic goal is mili-
tary—not economic. Further, the “Culver-Nunn” amendment suggests
that application of the “two-way street” concept is dependent upon
collective European effort. Thus, congressional assessments concluded
that alliance standardization would be fostered more by collective
European efforts than by American bilateral understandings with in-
dividual European governments.

3 HASC 95-72, 166-167.
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4. Presidential Guidance

In May 1977, President Carter told NATO heads of state at a meet-
ing of the North Atlantic Council that :
the United States must be willing to promote a genuinely two-way
transatlantic trade in defense equipment, My Administration’s
decisions about the development, production and prociurement of
defense equipment will be taken with careful attention to the
interests of all members of the Alliance. 1 have instructed the
Secretary of Defense to seek increased opportunities to buy Euro-
pean defense equipment where this would mean more efficient use
of allied resources. I will work with the Congress of the United
States to thisend. (emphasis added) ¢
It is significant that the President pledged to European allies that
U.S. defense procurement practices would be responsive to their in-
terests as well as our own. No head of a European alliance government
has made a similar pledge.

5. Defense Department Views

The subcommittee attempted to determine how the President’s
affirmative action directive is being factored into the weapons acquisi-
tion process. In particular, the subcommittee was interested in how
the Defense Department makes judgments about what constitutes
“more efficient use of allied resources” as opposed to more efficient use
of U.S. resources which, presumably, had previously been the cri-
terion for procurement decisions.

The comments of Defense Department witnesses on various aspects
of the “two-way street” are informative:

W hat is the “two-way street”?

Mr. Cagr. * * * To your mind, Dr. Frost, has the U.S. Government defined
what we think the “two-way street” actually means?

Dr. FrosT. That’s a good question. It is one I thought a little about. The short
answer is no. We have rot defined “two-way street” in the ways that you sug-
gested. We have not defined it in any particular narrow sense. It is a kind of
term that we use to describe a great many kinds of changes in defense procure-
ment.

I, for one, feel that we should look at the civilian side as well as at the military
side. Regardless of what one has to say about the corditions of the sale of the
Airbus, that is three-quarters of a billion dollar purchase of a high-technology
Euopean product. I would like to see some of those purchases count.’

#* * * * * * *

Mr. CARr. * * * Do we have a specific policy on how broad the two-way street
is?
Dr. FrosT. T wouldn’t say that we have a specific policy. We have a broad
policy.*®
* * * * * * *

Mr. WHITE. What kind of purchases in your judgment count as traffic on this
two-way street? * * *

Dr. MARTIN (Assistant Secretary of the Air Force, Rescarch, Development
and Logistics) I do not have a definition of the two-way street. I think defense
related material comes very close to the definitior that I would, had I pondered it
at some length, come up with. * * *

26 Weekly Compbllation of Presidential Documents, NATO Ministerial Meeting, President’s
Remarks at the First Session, May 10, 1977, Vol. 13, Number 20, pp. 699, 700.

17 HASC 95-72, 603-604.

18 HASC 95-72, 605.
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General Fisu (Assistant Vice Chief of Staff, USAF). I fundamentally believe
that it has to have some defensc relationship, otherwise the European partners
are not going to view it as tratfic on the two-way street. However, I think that
defense relationship is broader than just strietly weapons. If it is purchases like
we are talking about now, these administrative vchicles for the Armed Forces,
and they are deployed Ly our Armed ¥orces overseas—it goes beyond just school-
Duses, * * * some of these vchicles are very essential for the operation of the
forces.

JUustUs WIIITE, * * * If the Air Force buys Mercedes-Benz trucks or vehicles
of any kind in the FRG and that counts as traffic on the two-way street, what is
different about that from General Fish. Secretary Martin, myself and 2,000 other
people buyirg Mercedes-Benzes In Philadelphia, Washington and Chicago?

General Fisi. I think the difference is the one I alluded to earlier, that they
were talking about things conuected with the serving forces. The point is that
this is part of the defense budget and part of the defense requirement in Europe
because they are for a specific purpose—for the forces serving there. We can then
make the argumert and I would be willing to so argue, that this is part of the

“two-way street.” * * #3°
* * * * * * *

Why should the U.S. promote the two-way street?

AMr. KoMER. The Administration’s effort to promote the two-way street is not a
giveaway program. In fact, it's designed to protect our own export position, as
well as to promote standardization/interoperability.

I think we are kidding ourselves if we think Europe will keep buying as much
from us if we don’t buy more from them. The handwriting is on the wall as far as
this problem is concerned.

The British, the Germans, the Belgians, the Norwegians, the Canadians, and the
Dutch have put us very clearly on notice. There is a debate going on right now in
the Bundestag. In their defense committee they are saying. “Why should we
subscribe to AWACS unless the Americans will buy more other equipment from
us and give us offsets for our contribution to their program.”

* = = Fither we'rc going to give the allies a somewhat bigger share of our market
or they're going to increasingly go for their own equipinent, even if ours is better
and cheaper. It’s as simple as that. because we do the same thing. Therefore,
either we're golng to do a little more business with Europe or they’re going to do
a lot less with us. in which case we're going to lose a lot more jobs, we're going
to lose a lot more profits than Ly buying and licensing some things from Europe
where they are competitive their technology is up to snuff.”

How does the President’s “two-way street” guidance affect Defense
Acquisition policy ?

Justus WHITE. Has OSD given you any formal direction that tells you in the
form of a policy statement or a definition exactly what the “two-way street” is,
what the specific goals are, how the progress will be measured along the “two-
way street,” and what is counted as traffie?

Dr. LABERGE (Under Secretary of the Army). There is no explicit directive or
statement as to how to implement a “two-way street” . ..

Dr. PIerre (Assistant Secretary of the Army for Research Development and
Acquisition) : . . . we ask contractors to consider interoperability and standard-
ization with allics. I know of no cases where we asked them to consider the “two-
way street.” The concern for the “two-way street” is one that is most expressed
at a level higher than the Army.

. . L] * * * *

Dr. PIERRE. \WWe are not given operational directions to achieve any objective on
the two-way street, We have gotten objectives to achieve interoperability. The
two-way street is a DOD objective.®

Dr. PeEgrrY (Under Secretary of Defense for Research and Engineering). Itis a
rhetorical device, but I would not argue that it is not useful to talk about it. I
do not try to structure our research and development procurement programs
around any specific objective, any “two-way street” objective. I not only don't

1 HASC 95-72, 753, 754, 825, 826.
2 HASC 95-72. 494. 495.
A HASC 95-72, 887-888.
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do it, but T am very much opposed to doing that because I think it would give
the services the wrong emphasis in decision-making.*

6. Summary

It is apparent that there is only a vague, understanding of what
the “two-way street” is, and that there are no specifics as to what it is
and what kind of trade it involves.

On the one hand, the Europeans wish to see it confined strictly to
weapons systems. However, when it suits their purpose—as in the case
of the German position on the AWACS sale—the definition is elastic
enough to include commercial telephone equipment, school buses,
sedansand fork lifts.

One Defense Department official suggested that we had to buy more
European equipment in order to keep our NATO allies from boy-
cotting U.S. hardware. Other officials, however, said that the “two-
way street” was an exercise in sloganeering and that the concept had no
relevance to sound procurement practices, The®ubcommittee concurs
with this view.

TrcaNoLocY TraNSFER

Coordination of defense industrial programs requires a free ex-
change of technical information in order to assure that duplicative
work can be identified. Efforts to exchange technical information are
most readily accomplished by government-to-government exchanges
of weapons system development program objectives, and scientific and
engineering symposia. Such exchanges are usually non-controversial
and are fairly successful in achieving the goal of identifying duplica-
tive work.

But to realize the benefit of efficient defense expenditures from
multinational arms cooperation, more than program objectives and
broad scientific and engineering information will have to be ex-
changed. Arms cooperation entails not only the identification but also
elimination of duplicative efforts. Therefore, nations which agree to
terminate certain work in the interest of the alliance have a need to
acquire the information developed by those who continue the work.
The question of exactly what information can and should be trans-
ferred is a thorny one for NATO since it goes beyond the interests
and rights of governments alone.

In the broadest sense this information has been labeled intellectual
property, which has been defined to include: “inventions, trademarks,
industrial designs, copyrights and technical information including
software, data, designs, technical know-how, manufacturing informa-
tion and know-how, techniques, technical data packages, manufactur-
ing data packages and trade secrets.” 2*

A number of concerns were expressed by witnesses. The most con-
sistently heard concern was first presented in prepared testimony by
William A. Cox, Deputy Chief Economist, Department of Commerce :

The most troublesome economic questions likely to arise in the implementation
of NATO standardization policies will involve the transfer of advanced U.S.
technological know-how—through licenses, including blueprints and other tech-
nical data and instructions—without which European allies will not be able to

produce their shares of the “coproduction” hardware and other products up to
the standards of U.S.-made counterparts. Unlike establishment of coproduction

2 HASC 95-72, 949.
23 Conference of National Armaments Directors—NATOQ Intellectual Property Group,
Document AC/258-D8627 and AC/94-D /278, February 20, 1978 ; Annex, para. 6.
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shares, such technological know-how cannot be transferred fractionally but must
be transferred in total to be of any use. In some cases effective coproduction
arrangements might not only require initial transfer but also transfers of all
the improvements in the technology in question with the passage of time.

* * * * * * *

The trouble is that much of the advanced technological know-how currently
used in mmanufacture of wilitary equipment also is usable in production of inter-
nationally traded technology-intensive ‘civilian” products, and the greater
superiority we have in this technology the more products we can export.

* x * x x x x

Historically, technological superiority has been the principal force behind our
exports of manufactured goods and has been critical to the health of our trade
balance. . . . We have been losing this superiority gradually, in manufacturing
technology for some time, and there is a danger that the transfers associated
with the policy of standardization might accelerate these losses.

As far as we can see, the only way this danger can be avoided is by negotiation
of coproduction arrangements so that the coproduction shares going to Europe
would require mature and commercially available technology and thus minimize
the transfers of technology that might hurt the United States commercially in
the future.

Should we be unable to achieve this, some other means should be found-to pre-
vent the transfer of technology that is vital to the health of our balance of pay-
ments, and by this I mean I think contractual arrangements of the sort that are
part of licensing arrangements in the commercial world to limit the dissemina-
tion of knowledge, possible to limit the dissemination of the resulting produects,
in any event, an attempt contractually to draw a fairly tight net around the
technology that we transfer to our NATO partners for military purposes.

This concern about repercussions in commercial exports was coun-
terbalanced in testimony given by other government witnesses who
expressed concern over potential alliance political repercussions if
transfers of U.S. technological know-how are not increased. In fact
technology transfer is where many of the conflicts between economic
and political interests are centered, and where government officials ap-
pear to be relying on considerations of national defense to provide
broad guidelines. '

Attempts to counterbalance economic and political interests against
national security considerations were discussed by George S. Vest, As-
sistant Secretary of State for European Affairs. He was questioned
about the following statement that he had made in prepared testi-
mony : “We are rethinking defense technology transfer, and are in-
creasingly inclined toward sharing even our most critical technology
where 1t will advance NATO standardization and the alliance mili-
tary capability.” #

He explained that :

I particularly would stress the words “increasingly inclined.” There is a very
hard distinction that has to be drawn there, which means that we are open
minded. There was an inclination in earlier U.S. administrations to simply say,
“If you say it’s technology, everyone says ‘OK. Forget it.’” The approach today
is to say, “We are concerned about standardization as well. Let us look care-
fully at each issue and insure that we have not lost sight of the possibility.” But
there is no automaticity involved in the statement, sir, and, if I gave the im-
pression of automaticity here, I misled you, and I regret it.?

There may not be a specific Administration policy for determining
what particular technological know-how can and cannot be trans-
ferred but there is definitely an understanding by government officials

% HASC 95-72, 113.
= HASC 95-72, 198.
= HASC 95-72, 199.
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that consideration of increasing alliance arms cooperation through
transfer of technology should be made.

The subcommittee did not investigate this issue in detail but did
identify concerns about over-emphasis of national security con-
siderations when economic issues are also involved. In particular,
no mechanisms appear to be functioning for objective review of deci-
sions regarding transfer of technology. Presently, the most effective
mechanisms available for protection of both individual and national
interests are the laws, regulations and precedents for transferring
intellectual property from private owners to government authorities.
It is these protections and procedures which have been used to help
develop onr national technological position and should be complied
with in both letter and spirit to assure that a recent prioritization of
alliance trade not result in a migration of important national assets.

Tuae Faminy or Wearons CONCEPT

Proponents of arms cooperation have long recognized that coopera-
tion between the alliance members would be enhanced if the members
could agree in advance to complementary rather than competitive
development of weapons systems. In recent years this concept has been
merged with the argument that competition within the alliance that
results in two or more systems instead of one is wasteful and militarily
inefficient.

The Family of Weapons concept is an approach to arms cooperation
which is designed to eliminate competition between member nations
by a process of grouping “families” of weapons and then dividing up
the work so that no two nations would develop weapons for the same
mission area.

At present, the Family of Weapons concept is still formless and un-
defined. In fact, most Department of Defense witnesses just used the
same type example to describe the concept :

Mr. KoMER., Americans and the Europeans could each take the lead in develop-
ing related systems. Say we develop the next generation long-range air-to-air
missile, they develop the short-range air-to-air missile.”

General KeITH. One approach to the division of lahor involved would be for
the Advanced Heavy Anti-tank Missile System to constitute the United Statés
part, the Advanced Medium Anti-tank Missile System the Buropean part.®

Dr. PERRY. One could envision France, U.K. and West Germany taking the lead
and organizing the European development of a short range ship-to-ship mis-
sile . . . and, in turn, we would fund and take the development lead for the long-
range ship-to-ship missile, being cognizant of the requirements of our allies.”®

Secretary BrRownN. We might develop a medium-range anti-tank missile, and
they might develop a long-range anti-tank missile, where otherwise each of us
would have developed and produced both.®

Dr. Perry acknowledged that the Family of Weapons concept was
still in the exploratory phase. Accordingly, the subcommittee cannot
make judgments until this is more clearly defined. The following ex-
cerpts from testimony, however, make it clear that there are a number
of questions to be answered before we enter the next phase:

7 HASC 95-72, 494.
2 HASC 95-72, 894.
 HASC 95-72, 914.
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How do we divide up the responsibility?

Mr, OLIVER BOILEAU. (President, Boeing Aerospace Company. Called as a wit-
ness in his capacity of Vice Chairman, Defense Science Board, 1978 Summer
Study.) I don’t think that we could think that we could implement the family of
weapons by splitting up the functional world saying, “You take the short-range
missile—we will take the long-range missile.” That is not going to work because
people will see through the fact we are giving up the short-range, and every long-
range missile sure as heck is going to work at short-range.®

Will it save any money ?

Dr. FrosT. With respect to R. & D. I think the amounts of money in the research
phase would be so minimal as compared to procurement of the developed prod-
uct that the amount involved won't be that relevant.*

Dr. Perry. Dual production is the second leg of the competitive triad. When
one nation has completed development of a system which is useful to the alliance,
that nation should make its system available for production by other countries or
consortia of countries. This will eliminate unnecessary duplication in R. & D.
while avoiding the trade and labor imbalance that would result from exclusive
development and sales.®

Dr. Frost says the real savings would come in procurement, not
R & D, and Dr. Perry says each nation can produce the system domes-
tically, so whatever savings there are would have to come from R & D.
Based upon these two statements the tentative conclusion would be
that the U.S. will save little or no money.

Will the elimination of international competition result in inferior
weapons systems?

Mr. KarL HARR. (President, Aerospace Industries of America, Inc.) * * * if
by going that route you remove substantial competition from the process, then
you guarantee a lowering of the technological standard you are going to achieve.

* * * * * * ®

* * * we are uncertain about the degree to which our Government appreciates

what can be lost if they do not keep in mind those two principles I mentioned—

preserving competitiveness and retaining high technology capability in ihis
country.®

Do labor and industry understand and support the concept?

Mr. WALTER EpGINGTON. (Chairman of the Export-Import Committee of the
Government Division of the Electronic Industries Association). The example
used by the administration is an agreement with NATO for one country to be
selected, presumably by NATO bureaucrats meeting secretly behind closed doors,
to develop a certain type of antitank missile while another country will be
selected to develop a complementary missile. This seems to fit what can be de-
seribed as political horsetrading, or as Ambassador Komer also put it, dividing
the pie reasonably.

One is left with the uneasy feeling that the whole process is a total change in
concept to the traditional free enterprise process and one in which this country
would be the loser.

Mr. Chairman, this is a concept which must be totally rejected by the Congress.
To permit the executive branch to conclude sueh memorandums of understanding
could have a devastating effect upon our balance of trade, our commercial export
markets, and jobs here at home.*

Mr. OswALp. (Spokesman for the AFL-CIO). That is not healthy because that
really denies us the ability to develop our own expertise in that area. Our rela-
tionships are very important with NATO, but they are not our sole relations.®

AL HASC 95-72, 1243.
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Wuo Coorbinates ExecuTive ProcureMeNT Poricy?

International arms cooperation encompasses political and economic
considerations beyond the jurisdiction of the Department of Defense
alone. Because many of the cooperative initiatives currently under
consideration in the Department fall into a fuzzy area where there are
no precise jurisdictions and no clear precedents, the subcommittee
solicited the views of the Administrator for Federal Procurement
Policy.

Th?a7 law which established the Office of Federal Procurement Policy
(OFPP) stated that its purposeis:

To provide overall direction and forms for executive agencies 4n accordance
with applicable laws.¥

What Role Does the OF PP Play in RSI Activities?

Mr. IcHoRD. It looks to me like you are going to have to have a controlling
agency someplace. . . . It looks to me like you are the logical agency to be the
controlling agency.

Mr. FETTIG. To the extent you get interagency conflicts and the broader in-
cursion on our procurement practices: yes, and that is the case, and that is why
as is apparent from my statement, we have been quite active in @ number of
facets. I will say, however, Culver-Nunn attaches to the DOD appropriation bill,
not to any governmentwide statutes. So we constantly have this problem. Com-
merce gets a statute giving it a certain program authority and State gets
another.®

* * * * * *x *

Mr. Hagr. Is anyone in your office specifically assigned to the area of NATO
arms cooperation, that is his task and his responsibility ?
Mr. Ferrie. No sir; no.*

Are Memoranda of Understanding consistent with federal procure-
ment policies?

Mr. Ferrie. To be quite frank with you, I don’t know what legal status an
MOU . . . enjoys, and I don’t know whether there is a well-developed body of
legal opinion.

* * * * * * *

. . . [T]his is a very virgin area with a lot of unanswered questions. One of
my opening remarks was to say that we too are looking into exactly how this
show is supposed to operate, the variety of instruments like MOU'’s now. Should
I regard that properly as a contract? To be frank with you, the issue has only
been recently raised. Is it a treaty? Should it be submitted to the Senate for
review? I don't feel too abashed by saying I don't have the answers to those
questions, and I think the popularity of the MOU’s has only come into being,
I guess, in the last administration. They became quite prominent and more
frequently negotiated.®

* * * * * * *

Let me repeat very forcefully that there is a potential for a severe conflict if
we start choosing items of equipment as the grounds for standardization. If
anybody within our Government or theirs thinks that they can unilaterally pick,
segregate systems and subsystems which will be delegated to different industries
and companies for development and production, I think that would be a very
severe undermining of all our beliefs in the benefits of g competitive cycle.®

* * L * * * -

Justice WHITE. Would you make it a point to review this specific memorandum
of understanding between the United States and the Federal Republic of Germany

%41 USC 402(b).
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[on th(; European Telephone System] and respond by letter to the chairman
your view as to whether this violates existing U.S. procurement policy?
Mr. Ferric. I would be pleased to, certainly.”

(NoTE. Mr. Fettig agreed on December 5, 1978, to submit his personal views
to the chairman. As of January 25, 1979, Mr. Fettig’'s view wasg still being coordi-
nated in the Executive branch.)

What is the role of industry in RSI?

Dr. PERrRY. An industry view frequently expressed is that governments should
not dictate the terms of license agreements, but that they should be left alone
to work out licenses on a firm-to-firm basis. We feel that firm-to-firm agreements
are an excellent means of achieving standardization through coproduction. But
industry must recognize that NATO RSI is an objective of government, not
private industry. Cooperative programs, therefore, will be initiated by govern-
ments and their boundaries and conditions perfected in government-to-govern-
ment agreements. To some extent, these agreements will affect the terms of the
license agreements which implement them.

The best answer to industry’s concern is to keep them informed, and to the
extent feasible, coordinate our government-to-government agreements with
industry.*®

* * * * * * *

Mr. Hanun. Do you see an expanding role for U.S. industry in this area of
arms cooperation?

Mr, Ferric. I think yes, and I think the most natural way in the world to do
it is through the marketplace mechanisms you just described. It may be difficult
for governments to talk in terms of basic capabilities and mission need, but it
can be done,

A lot of people think the Congress can’t think in those terms either but only
think of their personal districts. I don’t believe that and I don’t believe the
governments can’t go to the Alliance and say, “We have a need, we need a better
theater air defense, we are going to let our companies and your comnpanies get
together and team and compete and provide all our forces with the best technol-
ogy we can offer.”

In a nutshell, that is what I would prefer to see happen.*

Is the Family of Weapons Concept consistent with federal procure-
ment policies?

Justice WHITE. They have repeatedly cited the example to us of : “You take the
long-range missile and we will take the medium-range missile.” That has been
their constant example of how Family of Weapons works; in fact, it is the only
example of how the concept would work.

Mr. FerTic. My understanding is that it should not proceed that way. As I
have said many times now in this hearing, to arbitrarily pick particular products
and assign them to countries, violates any number of principles you want to
adhere to, including the No. 1 we are seeking, and that is overall NATO force
efficiency.*

Based on Mr. Fettig’s testimony it is apparent that no one within
the executive branch is exercising overall coordination of RSI activ-
ities to insure that they are consistent with federal procurement pol-
icies. It is also apparent that the Family of Weapons Concept as artic-
ulated by the Defense Department and the use of Memoranda of
Understanding by that department may be in fundamental conflict
with existing procurement policies.

42 HASC 95-72, 1472.
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NATO READINESS REQUIREMENTS AND INITIATIVES
NATO’s MiLrtary MissioN

The former chairman of the Joint Chiefs of Staff, the late General
George Brown, USAF, summed up the basic readiness requirements
and the mission of NATO’s forces in his military posture statement
for fiscal year 1979, when he said that “NA7'0 must attain and main-
tain a capability to engage and halt attacking forces, and to restore
the pre-war boundaries.”*® The latter half of this statement is sig-
nificant since it raises necessary questions for determining the ade-
quacy of the current alliance force structure. This force structure is
postured to meet the needs of a defensive alliance, and because classic
military doctrine predicts that fewer troops are required to defend
than to attack, it has become almost an article of faith in the West
that NATO does not have to match the Soviets man for man and tank
for tank. That, of course, presumes that forward defense along the
present borders will be so successful that there will be little or no loss
of territory, and thus no need for the alliance to launch a major
counterattack which would require superior forces.

WaAT ARE THE EsTIMATES 0F NATO’S CAPABILITIES ?

The subcommittee’s assessment of the current state of alliance readi-
ness, started with the fundamental question of whether or not NATO
currently has the capability to successfully defend Western Europe
and to terminate a war on favorable terms.

Earlier this year, General Donn Starry, Commanding General of
the Army’s Training and Doctrine Command appeared before the
House Armed Services Committee to describe the relationship of the
Army’s fiscal year 1979 budget request to the concept of forward de-
fense in Europe. General Starry described a battle environment in
which NATO battalions would be called upon to destroy as many as
200 to 250 enemy targets in a 10-15 minute period, and to repeat that
process three or four times a day in order to survive. He stated that
the Warsaw Pact first echelon would be followed by a second and a
third and that one purpose of forward defense was to buy time for
“forces that are in the United States to fall in and take their place in
that battle . . . so we can sustain the fight.” Asked about the likeli-
hood of a successful defense, General Starry avoided a direct answer
by stating that, “With a little luck it could be done.” +*

Lt. Gen. Edward Meyer, the Deputy Chief of Staff of the Army for
Operations and Plans made a similar response before the subcommittee
when he said, “Can we defend that way? We can, in my judgment,
defend that way if we do everything right during that early stage,
and that’s why I think we have to defend as far forward as possible

¢ HASC 95-56, Part I, 318,
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so that we have the ability to start bringing in reinforcements.” * Both
Generals stop short of negativism, but they are far less than positive
that alliance capabilities are adequate to the task.

Perhaps the most blunt assessment of NATO’s conventional defense
capabilities comes from Manfred Woerner, Chairman of the Defense
A ffairs Committee of the Bundestag of the Federal Republic of Ger-
many who concluded that.

It is impossible * * * under present circumstances to come up with a realistic
scenario of conventional conflict in Central Europe that holds any prospect of a
successful outcome for NATO-—that is, the restoration of the status quo ante.
Achievement of this potential through a genuine conventional balance in Europe
is effectively foreclosed. No NATO country is today prepared, or in a position, to
pay the financial—ang, in the final analysis, political—costs that are entailed.” *

NATO’s Most UrGENT NEED Is INCREASED CAPABILITY

The major readiness deficiency of the NATO alliance is that it does
not have enough military resources to provide a credible conven-
tional defense. The words of Lt. Gen. Arnold Braswell of the Joint
Chiefs of Staff say it all: “We are playing catch-up ball and it is a
hard ball game.” 5°

George Brown, in his farewell report to the Congress, lamented the
lack of resources and resolve when he said :

In looking back over my previous reports to you I am struck by the fact that
in nearly every area of military strength there has been a relative decline over
the years in relation to the Soviet Union, our principal potential adversary. This
is not to suggest that there have been no improvements in our forces and capa-
bilities . . . However, in light of the extensive growth in the military capabilities
of the Soviet Union, it is questionable whether what has been done is enough
to assure the security and well-being of our country in the coming years.®

General Brown went on tosay that:

A theater nuclear capability is an essential element of successful deterrence
and defense. The conventional balance in Europe is such that if the Warsaw
Pact forces mass rapidly and attack on a narrow front, NATO's ability to defend
with conventional forces alone would be questionable.*

In this we see a confirmation of the Woerner thesis. The Chair-
man of the Joint Chiefs of Staff was openly acknowledging the almost
certain escalation—at least to theater nuclear war—in the event of a
Warsaw Pact attack, because NATO’s conventional forces might not
be able to do the job.

Secretary of Defense Harold Brown provided a useful measure
of readiness in his fiscal year 1979 report to the Congress:

I consider our forces to be ready when they are well trained, have modern
unit equipment in good order, hold war reserve stocks on which they can
draw for the early stages of any conflict and are capable of timely response
to crisis. Unfortunately, I cannot report that our forces, by this definition,
are asready as I would like them to be.

Unfortunately, Secretary Brown did not follow up this assess-
ment with a detailed discussion of real world requirements. Instead he
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added : “Although both of us are heavyweights, I am confident that
we remain them more agile of the two.” ** It s difficult, considering the
potential battlefields of Central Europe, to ascertain how Secretary
Brown could conclude that the West would remain more agile.

Witness after witness testified before the subcommittee about the
relentless growth of Warsaw Pact and Soviet military budgets. Gen-
eral Alexander Haig estimated it to be on the order of 4-5 percent
real growth per year over the past 15 years.’* Secretary Brown con-
curred with that estimate. This prolonged buildup has not been paral-
leled by an adequate response from the NATO alliance. After review-
ing the public statements about the renewed commitment to NATO,
the simple fact remains that the U.S. defense budgets presently planned
for fiscal years 1978-1981 will be af least $32.5 billion less than the
previous Administration had programed 2 years ago for the same
period.®

Tae 3 PercENT GrROWTH COMMITMENT—AN INSUFFICIENT RESPONSE

NATO leaders have publicly endorsed a goal of 3 percent annual
real growth in defense budgets as a collective demonstration of al-
liance determination to restore a satisfactory military balance. But
will this be sufficient?

The subcommittee questioned why a goal of 3 percent was selected ;
what it relates to in the way of readiness deficiencies to be corrected ;
how equitable the burden of 3 percent is across the board; and what
we can expect to get in the way of increased military capability for
this 3 percent.

The figure of 3 percent was unrelated to specific military require-
ments. Rather, it represented a political sensing of the art of the possi-
ble. Secretary Brown acknowledged that the goal of 3 percent was “a
compromised between what most of us felt was needed and what
we thought was politically feasible.” *¢ Similarly, General Haig said
3 percent was “at the bottom edge of prudence in light of the continu-
ing growth in Soviet power.” %

Followup information provided by Secretary Brown on the ra-
tionale for the 3 percent growth is instructive. On the questions
of why 3 percent and how aﬁequate it is, Secretary Brown said:

The three percent goal was adopted 1In May 1977 by NATO Defense Ministers
after long discussions as a way to respond at least partlally to the milltary
buildup the Soviets have achieved through an annual increass in real defense
spending of four percent or more over the last twenty years. It represented

a compromlse between security needs and political realities, as do most things
In an alliance of sovereign democracies.®®

So long as the Soviets continue to increase at 4 percent annually and
the alliance goal is only 3 percent all that will be accomplished is that
the rate at which the Warsaw Pact margin of superiority increases will
be slowed. The basic trend will not be reversed.
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ReraTive Burpen SHARING AMone THE NATO Avvies

As a part of its review of NATO readiness, the subcommittee ex-
amined the issue of burden sharing, asking why the United States
should :

1. Provide nearly 25 of the alliance defense funds?

2. Devote nearly 50 percent more of its gross domestic product
to defense than the average of NATO Europe?

3. Spend three times as much on military research and devel-
opment as all its European allies combined ? .

4. Spend more than twice as much per capita on defense as
the average of NATO Europe and 25 more than the next closest
country ? )

The question of burden sharing is complex and no-one set of in-
dices will accurately reflect the total picture. However, so long as
the U.S. provides the lion’s share of the total defense budget, the ques-
tion of whether or not our allies are carrying their fair share of
the load will continue to be a matter of legitimate concern to
Americans.

Recognizing the ambiguities in published budget data and the
differences in the way budgets are structured, the subcommittee still
found it ironic that the U.S. Government seems to know more—and
certainly publishes more-—about the Soviet budget than about the
budgets of its allies.

Testimony on the subject of alliance burden sharing was not par-
ticularly enlightening. Ambassador Robert Komer, Special Advisor
to the Secretary of Defense on NATO Affairs challenged the validity
of the statistical indicators used by the subcommittee instead of ad-
dressing the larger issue of what the appropriate shares and goals
should be.

He contended simultaneously that European allies were doing their
fair share and that it would be appropriate for the United States to
subsidize its allies by supplying them with the ammunition they have
failed to buy. He stressed that the alliance commitment to 3 percent
was a breakthrough and then pointed out that “real growth in defense
spending by NATO Europe in the 1970’s has increased on the average
from 2 percent to 3 percent per year.” 5 Obviously then, the alliance
goal of 3 percent real growth per year represents nothing new in the
way of a commitment by Europe since it is merely a continuation of
what they have been doing for several years.

Finally, in defense of the European level of effort, Ambassador
Komer stated that:

* * * Who can contend that our allies are not bearing their fair share of the
common defense burden? We are richer than they are, our rate of economic
growth is higher, we pay our soldiers more than most of them. Besides, we pos-
ture for a far wider range of global needs whereas they posture mostly for NATO
defense. Lastly, we seem to be spending a steadily declining percertage of our
GNP for defense, while theirs has been steady if not increasing on the average.®

% HASC 95-72, 501.
®© HASC 95-72, 503.

4-69




35

Trae Long-TerM DrrENsSE PrograM

In May 1978, the NATO heads of state agreed to a Long-Term De-
fense Program (LTDP) intended to coordinate NATO planning and
procurement programs over a 10-15 year period. The LTDP repre-
sents a major improvement in the identification and collection of data
on alliance defense requirements and equipment replacement schedules.
However, its impact on near to mid-term readiness is questionable.

The subcommittee attempted to relate the LTDP to readiness but
experienced extreme difficulty in getting any definitive information
from the Department of Defense on allied readiness deficiencies and
specific commitments on the part of individual countries to correct
deficiencies over any given period of time.

In May 1978, the subcommittee requested copies of the LTDP along
with copies of the major task force reports which supposedly com-
prised the basis for the LTDP. The LTDP material was not provided
until November, delaying the subcommittee’s work. The subcommittee
found that there is little direct relationship between the individual
task force reports enumerating the major deficiency areas within
NATO and specific commitments on the part of individual countries.

In June Ambassador Komer testified that:

NATO task forces also worked over a year to produce an innovative Long
Term Defense Program (LTDP), which was just approved by all concerned at a
second NATO Summit here in Washington on 30-31 May. Its accent is on an
unprecedented degree of Alliance cooperation (NATO's term for rationalization),
because only in this way can we Allies collectively overcome the deficiencies
which prevent us from achieving high confidence deterrence/defense at a cost
which is politically acceptable to our free societies.

The reason I stress these collective Alliance iritiatives is two-fold: first,
because they stress heavily readiness, standardization and interoperability issues
of concern to this subcommittee ; and second, because they demonstrate that we
are not being asked to defend Europe alone. Our efforts are being matched by
those of our Allies who have joined fully in the initiatives just described.®

Two months later when the subcommittee had still not received a
copy of the LTDP, Rep. Carr (D-Mich.) expressed frustration when
he told Secretary Brown regarding the 3 percent defense budget goal
and the LTDP:

These items seem to have become symbols of alliance solidarity and no one
really quarrels with that. But our problem is that we have difficulty separating
the svmbolism from the substance. And we don’t really know how these two sym-
bols translate into tangible increases in defense capability. Some of us are having
real trouble separating the rhetoric from the substarce. Perhaps some of the
psychological and attitudinal frameworks are important but we want to see if
there is anything behind that as well.

* * * * * * *

What specific commitments have we gotten in the Long-Term Defense Pro-
gram, country-by-country, and year by year, item by item of equipment that our
allies have obligated themselves to buy ? ©

Secretary Brown responded for the record,

As all national inputs to some Long-Term Defense Program (LTDP) have not
been fully worked out . .. it is not possible to lay out procurement plans by coun-
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try, year by year. The LTDP was only agreed to in May of 1978 by Ministers and
approved at the NATO Summit, and implementing plans are being developed.®

It is clear that the L' TDP does not yet constitute a measurable blue-
print for anything. Until it is translated into specifics and those spe-
cifics are related to a comprehensive plan for correcting known readi-
ness deficiences, it will be impossible to assess the potential impact of
the LTDP on NATO readiness.

Whatever impact it may have on readiness will not really begin to
be felt for another decade and possibly not even until the mid-1990’s,
because it 1s a long-term plan. For the near to mid-term, the LTDP
will have little effect on the state of alliance readiness.

SHoORT-TERM INITIATIVES

In July 1977, the NATO Military Committee recommended a series
of short term measures designed: to enhance the alliance anti-armor
capabilities ; to increase the holdings of war reserve stocks; to improve
the capability for rapid reinforcement of in-place forces, and other
specific programs to enhance readiness. These recommendations were
supposedly developed in close consultation with national authorities
and represented interim measures of the most urgent nature. The short
term plan finally endorsed by the NATO Defense Ministers in Feb-
ruary 1978 involves significant reductions in scope and delays in imple-
mentation from the plan recommended by the NATO Military
Committee.

The pattern of program reduction has been so persistent throughout
the history of NATO that the subcommittee believes it would be ap-
propriate to monitor progress against the approved short term meas-
ures on a country by country basis to provide some indication of what
credence should be attached to announcements of cooperative alliance
intent. If it should prove difficult to collect data on the degree to which
each country is implementing its commitment on something as easy
to monitor as the short term measures, it will not augur well for the
prospects of success on more elaborate, long term cooperative
programs. However, it is encouraging that the short term initiatives
represent a substantive step instead of sloganeering.

Proponents for increased standardization have stressed the fact that
the alliance has eight different Anti-Tank Guided Missiles (ATGM).
But in the opinion of the subcommittee, the major anti-armor defi-
ciency of the alliance is not the existence of eight different missiles,
but rather the lack of adequate inventories of ATGM’s in NATO
European units; seventy-five percent of all the ATGM’s in the NATO
inventory are found in U.S. units.

SerecrED ExamprLes oF REapiness Derrciencres WrtHIN THE NATO
ArLLIANCE

Since many details of readiness deficiencies are classified a review of
specific alliance deficiencies cannot be documented in this report. The
major areas of concern have been documented in classified studies such
as the Hollingsworth Report.®

@ HASC 95-72, 1272.
#“LTG. James F. Hollingsworth. An Assessment on the Conventional War Fighting

Capabillty and Potential of the U.S. Army in Central Europe, June 30, 1976 (Department
of the Army) classified.
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Some deficiencies, such as North-South and East-West malde-
ployment of NATO forces, are basically beyond solution although
limited compensatory measures are being steadily implemented.

With respect to deficiencies, such as the lack of common doctrine,
allied military leaders have made substantial progress in recent years.

However, certain deficiencies remain which can only be corrected if
the allies commit to much more substantial increases in defense budg-
ets than the announced 3 percent goal. Following are representatve
examples of deficiencies which fall into this category.

1. Chemical Warfare

The Joint Chiefs of Staff summed up the NATO-Warsaw Pact bal-
ance in chemical warfare capabilities by saying: “Warsaw Pact divi-
sions are better organized, equipped and trained than NATO to op-
erate in a chemical warfare environment.” ¢

There is simply no comparison. The Pact forces are equipped and
trained to fight in a chemical environment, NATO forces are not.

The disparity between NATO and Warsaw Past capabilities in the
area of chemical warfare is summed up by the following excerpts from
subcommittee hearings:

Mr. Icuorp. General, could you give us a brief overview of the chemical war-
fare capability of the Warsaw Pact?

General MEYER. First of all, they have an offensive capability with their mis-
siles and long-range artillery weapons.

In the defensive arena they have built into many of their weapon systems, their
tanks and their personnel carriers, a collective protective system so that in the
offense they can fire their chemicals and move into and through the chemicals
that they fire. Their offensive development of the chemicals themselves and the
delivery systems are consistent with the way in which they develop their equip-
ment.

Additionally, they have protective overgarments, masks and decontamination
capability available for the individual soldier. Starting right at the top of the
army, they have a very large chemical element. This organization extends down
throughout each of the fronts, divisions, and other units.*

A Joint Chiefs of Staff briefer described NATO capabilities in the
following terms:

Chemical training is being included in NATO field training exercises, but pro-
tective equipment is generally in short supply and not available for extensive
training use. NATO vehicles generally do not have collective protection capa-
bility. Stockpiles are limited.

At the present time, NATO air forces lack the capability to defend against the
Pact e(_:,hemical threat or operate in a chemical warfare contaminated environ-
ment,

NATO forces are critically deficient in chemical warfare capabili-
ties and the solution to this deficiency has little to do with standardiz-
ing NATO?’s doctrine on how to respond to a chemical attack.

The solution was identified by General Haig:

General Haic. There is no question that they are preparing to be able to wage
chemical warfare. It cannot be questioned in terms of the density of their capa-
bility in both the defensive and offensive realm. It is clear that, in terms of a
preattack calculus on their part, they know our capabilities are far less than
satisfactory in both our ability to defend and, more importantly, in our almost
total lack of ability to respond in kind.

*

* * * * * *

Mr. IcHEORD. Well, how could we respond now? We don’t have the offensive

capability and we don't even have defensive capability developed in Europe at
the present time.

S HASC 95-72, 38.
@ HASC 95-72, 243.
7 HASC 95-72, 37.
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General Haie, No, we don’t and my answer to that is, it is time we got busy
and provided ourselves with a retaliatory capability, a visible, acceptable, and
eredible retaliatory capability.®

2. War Reserve Stocks

One of the most critical readiness deficiencies of the alliance is its
lack of reserve stocks of ammunition and equipment. These stocks
translate into staying power or sustainability in a war. Incredibly,
after 30 years, NATO now hopes, by 1983, to develop a capability to
fight for 30 days. War reserve stocks go to the very heart of the theory
of force multiplier benefits that can be derived from increased empha-
sis on standardized or interoperable equipment. After all, what good
is ammunition interoperability if nobody buys enough ammunition ?

The following exchange is instructive since it raises fundamental
questions both about alliance readiness and the value of arms coopera-
tion as even a partial solution to the problem. The U.S.’s allies in
NATO have serious deficiencies in terms of reserve stocks of ammuni-
tion and equipment, and the best the subcommittee could determine is
that U.S. planners on the Joint Chiefs of Staff do not have reliable
information on how serious the deficiencies are.

Mr. BEARD. General (Braswell), the United States maintains a computer inven-
tory of pre-positioned U.S. war reserve stocks. What specific detailed information
does the Joint Chiefs of Staff receive on allied war reserve stocks?

General BRaswELL, We don’t get as much as we would like to have. Our NATO
commanders do receive information from the allied nations. The amount of
detail that is in that information, I am not prepared to answer. I don’t know.

* * * * * * *

General BrasweLL, We will do what we can to give you information. We have
some difficulty getting detailed information on the reserve stocks of some of our
allies.

* * * * * * *

Mr. BEARD. Why is there an aura of secrecy between the allies about war reserve
stock levels? It seems it would be a fundamental requirement for integrated alli-
ance defense planning. What is it that is causing the secrecy?

General BRASWELL. It is centrally a matter of money. It costs a lot of money to
stockpile ammunition and munitions. Going back to the days of the earlier
strategy when the allies were depending principdlly upon the U.S. nuclear power
to deter, they didn’t consider it necessary or even useful to stockpile large stocks
of ammunition. Now, we have adopted a new strategy (deleted) which is a
strategy of improved conventional defense.

Mr. BEARD. Are they embarrassed to tell you they are so far behind ?

‘Why shouldn’t it be a requirement?

Here is an overall commander who wants to know what his troops have. If he is
going to depend on the southern flank to be hanging in there for a certain period
of time, he wants to go in and find out what is the status.

I understand the money aspect. What I want to know is, why won’t they
tell us that “we are in bad shape, we are hurting, or what is the status?”’

General BRaAsweLL., To a limited extent they have said this. [Deleted] Our
commanders do have information on the stocks. To the extent it is available in
our headquarters, we should be able to have it here, but that information is pro-
vided by the nations so we have to take their word for it.*

8. Command, Control and Communications

The ability to coordinate and direct geographically distant activities
such as those of land, sea and air forces is essential to effective military
operations. Yet, the United States with its vast resources and tech-
nology has not been able to provide an adequate command, control and
communications capability. The subcommittee found that major de-

8 HASC 95-72, 312-313.
® HASC 95-72, 468—469.
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ficiencies, which have direct application to our European forces, exist.
The following deficiencies were identified by the House Armed Services
Committee, Command, Control and Communications Panel in its re-
port of February 18, 1977, and the subcommittee found that these are
still unaddressed.

1. There is an urgent need for early deployment of improved
voice security equipment throughout the military services. The
procurement program proposed by the Department of Defense
will not satisfy those requirements in a timely manner.

2. Most military command centers and their communications
networks would not survive a nuclear attack directed against them.

3. The Soviet capability for communications jamming presents
a serious threat to command and control. Present constraints
placed on the electronic warfare training of U.S. forces preclude
the realistic simulation of the effects of Soviet jamming.™

Most civilian and military leaders seem to understand that specific
problems exist, but solutions are still in a formative stage. This pre-
sents a situation that is naturally unstable. Therefore, very susceptible
to confusion created by considerations that do not address immediate
requirements. One such consideration is alliance interoperability.

Communications within elements of national forces is important but
an alliance requires that the communications systems for multi-
national military forces be interoperable. This can be done by various
approaches which range from using the same equipment, to simply
exchanging equipment. Though there are approaches which by their
nature would appear more favorable, even those should not become so
highly prioritized as to detract from the goal of improving our com-
munications capability. This was brought out in testimony when Gen-
eral Haig discussed various approaches to interoperability. He began
his discussion by considering the use of additional equipment to make
radios compatible.

General Haie. . . . They [additional equipment] are fairly costly and cumber-
some, but they work. As noted before this committee in March, I have not even
been able to wait for that and have insisted on the creation of liaison teams that
permit cross communication at the brigade level.

* * * * * * *

But it is a costly solution in terms of manpower and additional sets. Some of
our allies don’t have them.

We are trying to encourage them to be able to reach at least that immediate
capability.

Incidentally, there are other very promising improvements in the communica-
tions area,

Mr. WHITEHURST. Are you satisfied that, say, from a year ago that you are
better off now?

General Ha1ge. Oh, by far. In the last year and a half we have made great im-
provements, first, in the provision of secure voice within the Alliance. And this
year we will have our so-called Telegraph Automatic Relay Equipment under
the * * * NATO Integrated Command and Control System.™

In the subcommittee’s view, the alliance should give high priority
to rapidly overhauling a communications network that today is es-
sentially a peacetime system that is highly nationalized, vulnerable
to physical and electronic attack, and is not secure.

0 HASC 94-72, 2, 3.
T HASC 95-72, 312,
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4. Training

Numerous military witnesses discussed the strengths and weaknesses
of the current NATO training programs. On the positive side is a
recognition that training is receiving more emphasis than ever before.
Accordingly, General George Blanchard, Commander in Chief, U.S.
Army Forces, Europe his troops are better trained and in a higher
state of readiness than they have ever been.

However, on the negative side and of most concern is the lack of
training in realistic chemical and electronic warfare environments—
two areas emphasized in Soviet doctrine and in which Warsaw Pact
capabilities are clearly superior. Further, the training of allied air-
crews is hampered by altitude restrictions and the lack of suitable tar-
get ranges in Europe.

NATO military commanders strongly support joint training exer-
cises such as Reforger, Autumn Forge (ground forces), Crested Cap
(air forces) and Display Determination (naval forces). Moreover,
there is a consensus among NATO military commanders that such
joint exercises are essential if the alliance is to harmonize doctrine, in-
tegrate operational procedures, and increase the interoperability of
allied military equipment.

CoNcLusioN

While it is necessary to examine every alternative which holds out
the hope that the NATO alliance can be strengthened and improved,
and while the effort devoted to study of the matter by this subcommit-
tee has been instructive in many respects, the present shortfall in
Western European defense demands unique solutions.

We cannot have an adequate deterrant or fighting capability on the
cheap. For the present, the solution will not be found in less—it must
be secured by more—more modern equipment, more efficient planning
and training,.

Our defense appears to be based more on hopes and wishes—if we
have enough time, if we get enough cooperation, if everything goes
according to plan—our plan—we can survive and ultimately restore
the continent to its present balance.

We are deluding ourselves and the people who rely on us if we do

not move out of our present dream-world, and into the world of
reality.
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LEGISLATIVE PROPOSALS

BACKGROUND

The Department of Defense submitted two legislative proposals to
the Congress to increase the Secretary of Defense’s authority to enter
into international agreements. These legislative proposals were intro-
duced in the 95th Congress as H.R. 11607 and H.R. 12837 (see Appen-
dix D for text of bills).

The first bill H.R. 11607 was drafted to facilitate agreements with
North Atlantic Treaty Organization countries for host nation support.
However, it would go far beyond host nation support by empowering
the Secretary of Defense “notwithstanding any other provision of law”
to enter into standardization agreements with appropriate authorities
of North Atlantic Treaty Organization countries.

The other bill, H.R. 12837, proposed to expand the Secretary of De-
fense’s authority to enter into agreements with friendly foreign gov-
ernments and international organizations for purchase of property
or services by exempting such agreements from all legal requirements
for the formation of contracts. Neither “friendly foreign govern-
ments” nor “international organizations” are defined in the requested
legislation.

According to the Department of Defense, such legislation is nec-
essary because some allied governments object to signing agreements
which contain clauses required by United States law. Their objection
is premised on the concern that some of these clauses are intended for
contractual relationships and not agreements between sovereign gov-
ernments.

Both H.R. 11607 and H.R. 12837 were referred to the Committee
on Armed Services, which submitted them to the Special Subcommittee
on NATO Standardization, Interoperability and Readiness for review.

SuBcomMITTEE FINDINGS

On August 16, 1978, the subcommittee received testimony on both
legislative proposals from Department of Defense witnesses. This was
the only formally scheduled hearing on the legislation. However, there
was significant interest in the legislation, and the subcommittee re-
ceived testimony on the subject from many sources throughout the
eight month review.

Both H.R. 11607 and H.R. 12837 would give the Secretary of De-
fense excessive legal authority for the purchase of property and serv-
ices from foreign sources. There are differences between the two bills,
but the differences primarily center on intent rather than substance,
For, if H.R. 12837 is enacted, it would authorize the Secretary of De-
fense:{ to do more than was described as being the requirement for H.R.
11607.

There is a need to provide military commanders with more flexibil-
ity in negotiating agreements for host nation support. General George
Blanchard, Commander in Chief, U.S. Army Forces in Europe pre-
sented this requirement as follows:

(41)
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[T]he interchange of essential logistics support between the United States and
its NATO allies has heen frustrated by application of U.S. procurement laws
(e.g., the Armed Services Procurement Act) and the Arms Export Control Act
to international agreements calling for the acquisition, provision, or exchgngg
of supplies and services. Generally speaking, procurement contracts with indi-
vidual alliance nations and NATO organizations for provision of supplies and
services to U.S. forces must conform to the same legal requirements as apply to
DOD contracts with private firms.

Our host governments greatly resent proposals to accomplish mutual deferse
objectives on a comimercial, buyer/seller basis. Certain clauses mandated by
statute for inclusion in these contracts have caused especially hard feelings on the
part of some of our host governments. Moreover, when U.S. Forces are in a posi-
tion to provide allied units with logistics support, currert law dictates the use of
cumbersome foreign military sales procedures and prevents the implementation
of reciprocal, offsetting arrangements whereby supplies and services could be
interchanged on a short-term basis with replacement-in-kind. Alliance members
carnot be expected to efficiently interoperate in wartime if they are prevented
from establishing a responsive peacetime framework for exercising and testing
this kind of mutual logistics support capability.”

The language in H.R. 11607 and H.R. 12837 does not provide specific
relief for the problems so far identified. Instead it provides for a blank
check without identified management or external controls. Questions
which must be answered and issues that will have to be addressed be-
fore such legislation is implemented include the following:

1. How much has already been accomplished in the areas of
operational cooperation and cross-servicing ?

2. How are critical wartime support functions going to be pro-
vided ? This becomes a concern when in peacetime these func-
tions are performed or contracted for with non-military sources.

3. What cost, procurement procedure and size of program limi-
tations can be included in the legislation to in some measure define
the authority which would be granted ?

The goal of H.R. 11607 is worth pursuing and the issues raised by
the subcommittee are not impossible to answer. The proposal as sub-
mitted is simply far too sweeping in authority to warrant support.

However, it 1s not just the wording, it is the intent of H.R. 12837
which the subcommittee finds too broad to support.

H.R. 12837 would empower the Secretary of Defense unilaterally
to establish both procurement practices and procedures for a class of
purchases that involve much more than national security considera-
tions. Our procurement process should not be modified in the interest
of alliance cooperation without thorough identification of both po-
litical and economic benefits and costs. Because of the very nature of
the Department of Defense such evaluations will have to be made from
a broader base. Examples of such considerations include the following:

1. Preservation of the competitive procurement process.

2. Assurance of equitable treatment of American industry and
labor.

3. Resolution of disparities between United States and allied
arms transfer policies as much as possible.

The lack of any detailed understanding of the magnitude of the
problem or the potential impact of the proposed legislation was dra-
matically presented to the subcommittee when Department of Defense
officials could not identify specific existing law that required special
waiver authority. Any redrafting of these proposals should capitalize
on existing waiver authority. Since some waiver authority presently
1savailable, it should be utilized.

72 HASC 95-72, Appendix A.
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ADDITIONAL VIEWS OF CONGRESSMAN BOB CARR

Overall, the subcommittee’s report represents a good first effort. The
subcommittee and in particular the chairman and the subcommittee
staff are to be commended for their diligence, their thoroughness, and
the atmosphere of cooperation which was extended to each and every
member of the subcommittee. Unlike many subcommittees and reports
on which I have participated, the atmosphere and the leadership direc-
tion given by the chairman substantially improved the quality of the
subcommittee’s work product.

Regarding the report at hand, I'm in general agreement with the
major points of the subcommittee’s findings and conclusions as they
pertain to the subcommittee’s charter : standardization, interoperabil-
1ty, and readiness.

The strongest point of this report is that it represents the first official
thorough undertaking to understand the concepts of “standardization”
and “interoperability” and their codification : the Culver-Nunn Amend-
ment. In my judgment, overuse of these buzz words has violated com-
mon sense and defied human or national definition. I agree with the
report that while Culver-Nunn may have been a good idea at the time,
it no longer serves the purpose which it advocates. Rather than eluci-
dating a principle an(f a policy, it has led to more confusion than
clarity. Culver-Nunn must be rewritten in light of hearings and experi-
ence rather than good intentions. Indeed, it may be said that Culver-
Nunn itself has caused inefficiency.

The subcommittee was designated by Chairman Price on May 2,
1978, as a Special Subcommittee on NATO Standardization, Inter-
operability and Readiness. Its life expired at the end of the 95th Con-
gress. While I generally oppose committee proliferation or extension,
I think it is clear that in spite of the diligence and thoroughness of the
subcommittee and the staff, the subject matter with which we were
charged with investigating proved to be too confusing, large, and cum-
bersome for a study of a mere 7 months. I am delighted that Chairman
Price has announced his intention to continue the life of the subcom-
mittee for the 96th Congress and I would hope that the subcommittee
would proceed building upon 1ts work product and its basis of infor-
mation toward the complete rewriting of the Culver-Nunn Amend-
ment to meet practical constraints which the environment demands.

My disagreement with the report is that it did not confine itself to
standardization, interoperability, and readiness. The report produces
findings and conclusions about the nature of the NATO threat and
about budgetary and other types of responses to the assumed threat
not strictly speaking part of “standardization,” “interoperability,” or
“readiness.”

(43)
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I am in agreement with the chairman and the subcommittee that
standardization, interoperability and readiness cannot be considered
in isolation, and must be considered in the context of possible threat
evaluations and threat response. But the subcommittee neither had the
time nor the testimony to support firm findings about the nature of the
threat, something which is argued greatly between experts, or the ap-
propriateness of other kinds of responses outside the committee’s pur-
view. The weakness of the report here requires more work which hope-
fully will be done during the 96th Congress. Until that work is done,
I respectfully withhold judgment or even possibly dissent.

For example, like the subcommittee, T am critical of the 3-percent
“political” commitment. The subcommittee report takes great pains to
point out how irrelevant the 3-percent figure is, but then concludes that
the 3-percent figure is insufficient from a budgetary point of view. The
subcommittee’s report also discloses the difficulty 1n drawing an effort
base line for the NATO countries, but apparently concludes that base
line differentials should be ignored in the 3 percent applied. I see no
reason to support a 3-percent increase in the NATO U.S, contribution
at all, much less a 3-percent overall increase.

To state again, budget levels and overall capability, while important
for perspective and for context, were not, strictly speaking, part of the
charge of the subcommittee of short duration. Unlike the subcommit-
tee’s report, I either dissent or withhold judgment on those matters.

Bos Carr.
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APPENDIX A

STATEMENT OF HON. MELVIN PRICE, CHAIRMAN, HOUSE
COMMITTEE ON ARMED SERVICES

APPOINTMENT OF SPECIAL SUBCOMMITTEE ON NATO
STANDARDIZATION, INTEROPERABILITY AND READI-
NESS

Pursuant to the authorization of the Democratic committee caucus,
and after consultation with the Ranking Minority Member, Mr. Wil-
son, I am hereby appointing a Special Subcommittee on NATO Stand-
ardization, Interoperability and Readiness.

The subcommittee shall be composed of the following members:
Mr. Dan Daniel, Chairman, Mr. Kazen, Mr. Carr, Mr. Lloyd, Mr.
Stump, Mr. Ichord, Mr. White, Mr. Dickinson, Mr. Whitehurst, and
Mr. Beard.

The subcommittee is directed to conduct a detailed study of the
present state of efforts at standardization and interoperability within
the North Atlantic Treaty Organization and identify areas of readi-
ness problems in the alliance which result from a lack of joint pro-
cedures, doctrine or standard equipment. The subcommittee shall iden-
tify those areas where standardization and interoperability might be
most advantageously pursued and shall consider the most feasible
approach to achieving greater standardization and interoperability
where it is determined that such will contribute to improved readiness.

For the purpose of discharging its responsibilities, the subcom-
mittee will be vested with the authority granted by Committee on
Armed Services Rule 4(e). The subcommittee may, therefore, require
by subpoena or otherwise, the attendance and testimony of such wit-
nesses and production of such books, records, correspondence, memo-
randa, papers and documents as it deems necessary. Subpoenas may
be issued by the chairman of the subcommittee with the approval of
a majority of the members of the subcommittee.

The subcommittee is directed to begin its deliberations promptly
and to report its findings and recommendations to the full committee
not later than the close of the second session of the 95th Congress. The
subcommittee will be dissolved upon submission of its report.

Mr. Hahn will be the counsel for the subcommittee, assisted by Mr.
White and Mr. West of the committee staff.

(45)
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APPENDIX B

WITNESSES AND CONTRIBUTORS

DEPARTMENT OF STATE

Hon. Warren Christopher, Under Secretary of State, Acting Secretary of State
on October 10, 1978. .
Hon. George S. Vest, Assistant Secretary of State for European Affairs.

DEPARTMENT OF DEFENSE

Hon. Harold Brown, Secretary of Defense. .

Hon. William J. Perry, Under Secretary of Defense for Research and Engi-
neering.

Hon. Robert W. Komer, Advisor to Secretary and Deputy Secretary on NATO
Affairs.

Hon. Dale W. Church, Deputy Under Secretary of Defense, for Research and
Engineering (Acquisition Policy). .

Dr. Ellen L. Frost, Deputy Assistant Secretary for International Economiec
Affairs.

Maj. Gen. Richard C. Bowman, Director, European Region, Office of Assistant
Secretary (International Security Affairs).

Mr. Peniel Moed, Office of Assistant General Counsel (Logistics).

OFFICE OF JOINT CHIEFS OF STAFF

Lt. Gen. A. W. Braswell, USAF, Director (J-5 Plans and Policy) Office of Joint
Chiefs of Staff.

Lt. Gen. Arthur J. Gregg. Director for Logistics (J-4), Office of Joint Chiefs of
Staff.

Rear Adm. Edward A. Burkhalter, Deputy Director for Operations (J-3),
(Strategic and General Operations), Office of Joint Chiefs of Staff.

Col. W. D. Johnson, USA, European Divigion (J-5), Plans and Policy Direc-
torate, Office of Joint Chiefs of Staff.

Lt. Col. Jim Blundell, USA, Office of Joint Chiefs of Staff.

U.8. EUROPEAN COMMAND

Lt. Gen. Rolland Heiser, USA (1 Jun 76), Chief of Staff, EUCOM.
Maj. Gen. Lincoln D. Faurer, USAF, Director, J-2.
Rear Adm. Eugene J. Carroll, USN, Director, J-3.
Maj. Gen. Edward A. Partain, USA, Director, J—4/7.
Maj. Gen. Richard B. Collins, USAF, Director, J-5.
Rear Adm. William Nivison, USN, Director, J-6.
Col. William E. Watts.
S/sg Robert R. Roth.
DEPARTMENT OF THE ARMY

Hon. Walter LaBerge, Under Secretary of the Army.
Hon. Percy A. Pierre, Assistant Secretary of the Army (Research, Development
and Acquisition).
Lt. Gen. Edward C. Meyer, Deputy Chief of Staff for Operations and Plans.
Lt. Gen. Donald R. Keith, Deputy Chief of Staff for Research, Development and
Acquisition.
(46)
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DEPARTMENT OF THE NAVY

Adm. Isaac C. Kidd, Jr., Commander-in-Chief, Atlantic and U.S. Atlantic Fleet.

Hon. David E. Mann, Assistant Secretary of the Navy, for Research, Develop-
ment, Test and Evaluation.

Vice Adm. Parker B. Armstrong, Director, Research, Test and Evaluation.

Lt. Gen. Andrew W. O’Donnell, Deputy Chief of Staff for Plans and Policies,
United States Marine Corps.

Vice Adm. William J. Crowe, Jr., Deputy Chief of Naval Operations, for Plans,
Policy and Operations.

EUROPE—MILITARY

Gen. Alexander M. Haig, Jr., Commander in Chief, U.S. European Command.

Gen. Franz-Joseph Schulze, Commander in Chief, Allied Forces, Central Europe.

Gen. Herman Zeiner Gundersen, Chairman, Military Committee, NATO.

Vice Adm. Joseph P. Moorer, Commander in Chief, U.S. Naval Forces, Europe,
and U.S. Commander, Eastern Atlantic.

Vice Adm. Sir James G. Jungius, SACLANT Representative, Europe.

Gen, George Blanchard, USA, Commander in Chief, U.S. Army Forces Europe.

Lt. Gen. Johm W. Pauly, USAF, Vice Commander in Chief, U.S. Air Force
Europe.

DEPARTMENT OF THE AIR FORCE

Hon. John J. Martin, Assistant Secretary of Air Force for Research, Develop-
ment and Logistics.
Lt. Gen. H. M. Fish, Assistant Vice Chief of Staff, USAF.

Maj. Gen. T. I. Abhern, Assistant Deputy Chief of Staff (Research and
Development).

Dr. Wallace C. Magathan, Jr., Defense Intelligence Office, Defense Intelligence
Agency.

Lt. Col. Frederick Walker, Senior Military Analyst, Soviet Warsaw Pact Area,
Defense Intelligence Agency.

DEPARTMENT OF COMMERCE

Mr. William A. Cox, Deputy Chief Economist.

OFFICE OF MANAGEMENT AND BUDGET

Hon. Lester A. Fettig, Administrator, Office of Federal Procurement Policy,
Office of Management and Budget.

EUROPE—POLITICAL
France
Mr. Masson, Director of the Minister’s Defense Cabinet.

Mr. Hibon, Deputy Director of the General Delegation for Armaments Inter-
national Affairs.

Mr. Mournier, Assistant Director of the General Delegation of Armaments/
Corporation.
Federal Republic of Germany

Dr. Karl Schnell, State Secretary for Armament Affairs.

Mr. Hans Eberhart, Director of Armaments.

Mr. Carl Damm, Member of Bundestag, Defense Committee.

Netherlands

Dr. William F. van Eekelen, State Secretary for Defense (Materiel).
Mr. Ad Ploeg, Vice Chairman of the Committee for Defense of the Second
Chamber of the Netherlands Parliament.

Mr. W. A. M. Melis, Commissioner for Military Production, Ministry of Eco-
nomic Affairs.

linited Kingdom

Dr. John Gilbert, M. P., Minister of State for Defense.
Sir Clifford Cornford, Chief of Defense Procurement.
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U.8. Representatives

Hon, Arthur A, Hartman, U.S. Ambassador to France.
Hon. W. Tapley Bennett, U.S. Ambassador to NATO.

EUROPE—INDUSTRIAL
France
Mr. Cauvin, President, Thompson CSF.
Mr. Ravaud, President et Secretaire General, SNECMA.

United Kingdom

Sir Peter Matthews, Managing Director and Chief Executive, Vickers Limited
and Chairman of the Defence Industries Council.

The Rt. Hon. The Lord Beswick, P.C., Chairman, British Aerospace.

Admiral Sir Anthony Griffin, Chairman, British Shipbuilders.

Mr. R. F. Hunt, Chairman & Chief Executive, Dowth Group Limited, and Dep-
uty President, Society of British Aerospace Companies.

Mr. R. H. Newham, Director, E.M.1. Limited ; Deputy President, Electronic En-
gineering Association; and Head of U.K. Delegation to the NATO Industrial Ad-
visory Group.

Mr. E. R. Sisson, Chairman Smiths Industries Limited and Treasurer, Society
of British Aerospace Companies.

Marshal of the RAF Sir Denis Spotswood, Vice Chairman, Rolls Royce Limited
and President, Society of British Aerospace Companies.

Sir Richard Smeeton, Secretary of the Defence Industries Council and Direc-
tor, Society of British Aerospace Companies.

Sir Robert Telford, Managing Director, GEC-Marconi Electronics Limited.

OUTSIDE WITNESSES

Hon. Andrew J. Biemiller, Director, Department of Legislation, AFL~CIO.

Mr. Oliver Boileau, President, Boeing Aerospace Co.

Mr. Thomas Callaghan Jr., Director, Allied Interdependence Project, Center for
Strategic and International Studies, Georgetown University.

Mr. Walter R. Edgington, Vice President and Chairman of Export/Import
Committee of Government Division of Electronic Industries Association (EIA).

Mr. David J. Fitzmaurice, President, International Union of Electrical, Radio
and Machine Workers.

Mr. Karl G. Harr, President, Aerospace Industries Association of America, Inc.

Dr. Helen M. Kramer, Assistant to the Director of International Affairs Depart-
ment, International Association of Machinists and Aerospace Workers.

Dr. Mordechai E. Kreinin, Professor of Economics, Michigan State University.

Mr. David A. Leff, Executive Director, Joint Maritime Congress.

Mr. Walter B. O’Neil, Vice Chairman, Export/Import Committee of Electronic
Industries Association.

Dr. Roger Shields, Vice President, International Unit of Economic Research
Department, Chemical Bank of New York,

Mr. Robert B. Wood, Director of Research and Education Department, Inter-
national Brotherhood of Electrical Workers.
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APPENDIX C
DEPARTMENT OF DEFENSE GLOSSARY OF TERMS*

Term Definition

Commonality ___________ A quality which applies to materiel or systems posgess-
ing like and interchangeable characteristics enabling
each to be utilized or operated and maintained by
personnel trained on the others without additional
specialized training; and/or having interchangeable
repair parts and/or components; and applying to
consumable items interchangeably equivalent with-
out adjustment.

Compatibility _________. Capability of two or more items or components of
equipment or materiel to exist or function in the same
system or environment without mutual interference.

Harmonization ______.__. The process and/or results of adjusting differences or
inconsistencies to bring significant features into
agreement.

Interchangeability . ___._. A condition which exists when two or more items

possess such functional and physical characteristics
as to be equivalent in performance and durability,
and are capable of being exchanged one for the other
without alteration of the items themselves or of
adjoining items, except for adjustment, and without
selection for fit and performance.

Interconnection _________ The linking together of interoperable systems.

Interoperability ________ The ability of systems, units, or forces to provide serv-
ices to and accept services from other systems, units,
or forces and to use the services so exchanged to
enable them to operate effectively together.

Rationalization .___._.___ Any action that increased the effectiveness of Allied
forces through more efficient or effective use of de-
fense resources committed to the Alliance.

Specialization __________ An arrangement within an alliance wherein a member
or group of members most suited by virtue of tech-
nical skills, location, or other qualifications as-
sume(s) greater responsibility for a specific task or
significant portion thereof for one or more members.

Standardization _____.___ The process by which member nations achieve the
closest practicable cooperation among forces; the
most efficient use of research, development, and pro-
duction resources ; and agree to adopt on the broadest
possible basis the use of (a) common or compatible
operational, administrative, and logistics procedures
and criteria; (b) common or compatible technical
procedures and criteria; (¢) common, compatible, or
interchangeable supplies, components, weapons, or
equipment ; and (d) common or compatible tactical
doctrine with corresponding organizational compati-
bility.

De}g‘nhse definitions contained in this glossary have been approved by the Department of

e.

In an effort to expand this glossary to incorporate a number of terms used by Defense
witnesses in thelr testimony before the subcommittee a request was made to include the
following in the Defense Department glossary :

Codevelopment,

Coproduction,

Dual production.

Famlly of weapons.
Memorandum of understanding.

As of the time this report was drafted, the Department of Defense had not
definitions for the above terms. P s 5 Ieeslied
(49)
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APPENDIX D

=22 H, R. 11607

IN THE HOUSE OF REPRESENTATIVES

Marcn 16,1978

Mr. Price (for himself and Mr. Bos Wirson) (by request) introduced the
following bill; which was referred to the Committee on Armed Services

A BILL

To further the rationalization, standardization, interoperability,

and effectiveness of the land, air, and naval forces of the

North Atlantic Treaty Organization countries.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That section 814 of Public Law 94-106 (89 Stat. 540), as
4 amended, is further amended by adding the following sub-
5 section at the end thereof:

6 “(d) (1) In order to carry out the policy expressed in
7 subsection (a) of this section, the Secretary of Defense is
8 authorized, notwithstanding any other provision of law and
9 with the foreign policy guidance of the Secretary of State

10 to enter into and carry out standardization agreements on
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2
a bilateral or multilateral basis with appropriate authorities
of North Atlantic Treaty Organization countries and North
Atlantic Treaty Organization subsidiary bodies for opera-
tional cooperation and crossservieing among the land, air,
and naval forces of the North Atlantic Treaty countries
deployed in Europe and its adjacent waters and North
Atlantic Treaty Orgaiization subsidiary bodies througl the
interchange of equipment, materials, goods, and other sup-
plies (excluding aircraft, missiles, naval vessels, tracked
combat vehicles, other weapons, or naval torpedoes) and
services (including use of facilities). Such agreements or
implementing technical arrangements thereunder, may pro-
vide for standard procedures and standard forms for such
matters as intercountry requisitions, issues from inventory,
transportation, accounting, billing, payment, risk of loss,
and third-party liability claims. No requisition may be made
or filled pursuant to this subsection by the Armed Forces of
the United States until the Secretary of Defense has issued
regulations implementing this subsection. In accordance
with the provisions of such agreements, and of any imple-
menting technical arrangements thereunder, and subject to
the implementing regulations issued by the Secretary of
Defense, and notwithstanding any other provision of law,
requisitions by the land, air, and naval forces of other North

Atlantic Treaty Organization countries deployed in Europe
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3

and its adjacent waters, and requisitions by North Atlantic
Treaty Organization subsidiary bodies, for equipment, ma-
terials, goods, and other supplies and services in the inven-
tory, or otherwise under the jurisdiction and control, of the
Armed Forces of the United States deployed in Europe
and its adjacent waters may be filled, and the Armed Forces
of the United States deployed in Furope and its adjacent
waters raay, subject to the availability of finds, requisition
from the land, air, and naval forces of other North Atlantic
Treaty countries, and from North Atlantic Treaty
Organization subsidiary bodies, equipment, materials,
goods, and other supplies and scrvices whether from internal
resources of such forces or bodies, or whether procured by
such forces or bodics for the purpose of filling requisitions
of the Armed Forces of the United States: Provided, That
equipment, materials, goods, and other supplies transferred
on other than a rent-free short-term loan basis not to exceed
thirty days, and services rendered, may be provided by the
Department of Defense only on an advance-of-funds or reim-
bursement basis.

“(2) Pricing of equipment, materials, goods, and other
supplies and services provided by the Armed Forces of the
United States pursuant to such agreement shall be in'accord-
ance with the provisions of the Arms Export Control Act:-

Provided, That pricing of services rendered by ‘the Armed
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Forces of the United States pursuant to such agreements may
alternatively be in accordance with pricing principles estah-
lished in such agreements, to the extent that such pricing
principles are in accordance with those used under the Econ-
omy Act (31 U.S.C. 686) for filling orders for services
between United States departments and agencies and are
reciprocally applied by the other parties to the agreements.

“(3) Buch agreements, or implementing technical
arrangements thercunder, shall require, to the extent requi-
sitions are not filled on an advance-of-funds basis, reimburse-
ment of billings at least quarterly, and may provide for
billings to be settled by any of the following methods:
(A) direct payment by the requisitioning force or subsidiary
body of each billing to the financial office specified in the
billing of the supplying force or subsidiary body, without
deduction for off-setting billings; (B) direct payment by the
requisitioning force or subsidiary body of each billing to the
financial office specified in the billing of the supplying force
or subsidiary body, subject to deduction for off-setting billings
against each such financial office; (C) bilateral aggregation
of billings on & country-hy-country and subsidiary body basis
and settlement of bilateral off-setting balances by means of
liquidating payments; and (D) centralized multilateral ag-
gregation of billings and settlement of net off-setting balances

by means of liquidating payments to creditors.
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“(4) The regulations issued by the Secretary of Defense
shall assure that no appropriation, account, or fund of the
Department of Defense shall be augmented to the detri-
ment of any other appropriation, account, or fund of the
Department of Defense as a consequence of such standard-
ization agreements. To this end, the dollar value of equip-
ment, materials, goods, and other supplies and services fur-
nished or reccived by the Armed Forces of the United States
under such agreements shall be separately rccorded on the
books of each applicable appropriation, uccount, or fund of
the Department of Defense, and, to the extent that billings
are settled between the Departinent of Defense and other
countries or subsidiary bodies by deduction of off-setting
balances, appropriate reimbursement in the amount of such
off-setting balances shall be made hetween appropriations,
accounts, or funds of the Department of Defense. Any pay-
ments from other North Atlantic Treaty Organization coun-
tries or subsidiary bodies, including payments received in
liquidation of off-setting balances, shall be credited to the
currently applicable appropriation, account, or fund of the
Department of Defense that is current at the time the reim-
bursement is earned, and shall, together with reimbursements
between appropriations, accounts, or funds of the Depart
ments of Defense, be available for any purpose for which

monies in such appropriation, account, or fund may be used.
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“(5) The United States Government shall be a seli-
insurer as to any liability accepted in such standardization
agreements with respect to loss of or damage to, or damage
caused by, equipment, materials, goods, or other supplies on
temporary loan to the Armed Forces of the United States
under such agreements.

“(6) The Secretary of Defense shall submit to the Con-
gress annually, not later than January 31 of cach year,
commencing on January 31, 1979, a description of the
standardization agreements entered into pursuant to this
subsection which were effective during the preceding cal-
endar year, a report of the dollar values of transactions, by
military department, and by appropriation, account, or fund, .
which took place during such calendar year, and his recom-
mendations for the improvement and extension of authorities
contained in this subsection.

“(7) Nothing in this subsection is intended to modify
or otherwise restrict any authority provided in other pro-
visions of law which may be exercised to serve the purposes
of this subsection.

“(8) For the purpose of this subsection, the term ‘land,
air, and naval forces of other North Atlantic Treaty Organi-
zation countries’ includes both military and nonmilitary
organizations, agencies, departments, and ministries of North

Atlantic Treaty countries which perform service and supply

4-90



]

56

7
functions related to military purposes, and may include such
civilian organizations, agencies, departments, and ministries,
which are responsible for such governmental functions as

construction, finance, labor, and general or special services.”.
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95Ta CONGRESS
s 1, R, 12837

IN THE HOUSE OF REPRESENTATIVES

May 23,1978

Mr. Price (for himself and Mr. Bos WiLson) (by request) introduced the

following bill; which was referred to the Committee on Armed Services

A BILL

To amend title 10, United States Code, to authorize waiver of

© 00 1 &t Bk W N

application to certain laws in connection with the acquisition
of property or services from friendly foreign governments and
international organizations to facilitate cooperation relating
to defense equipment, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That chapter 131 of subtitle A of title 10 of the United States
Code, as amended, is further amended by adding after section
2211:

“§2212. Acquisition from other governments and inter-
national organizations

“(a) (1) The Congress reaffirms that it is the policy of
the United States that the common defense be facilitated

4-92



1 S VE I N

© 0 =N S »

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

58

2
through (A} arrangements entered into with friendly foreign
governments and international organizations for programs
and projects of cooperative exchange of data, research, devel-
opment, production, procurement, and logistics support and

(B) the procurement, for the use of personnel of the armed

forces of the United States stationed in Europe under the

North Atlantic Treaty, of equipment which is standardized
or interoperable with equipment of other members of the
North Atlantic Treaty Organization.

“(2) The Congress takes note, however, that difficul-
ties have been encountered in giving effect to requirements
of United States law in procurements by the United States
from other governments and international organizations of
property and services in furtherance of the foregoing policies.
It is the sense of the Congress that the fostering and main-
tenance of the effective and mutually beneficial defense re-
lationships needed for execution of these policies requires
that the Secretary of Defense be enabled through the author-
ity of this section to resolve such difficulties in a manner
which will recognize the sovercign interests of other govern-
ments and- international organizations and also safeguard
the national interest of the United States.

“(b) The Secretary of Defense, or his delegate, may for
any purchase of or contract (including any subcontract

thereunder) , or classes of purchases or contracts, for prop-
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1 erty or services to be made from a foreign government (or
9 agency thereof) or international organization (or subsidiary
3 bodics thercof) waive the application of any provisions of
4 law specifically prescribing procedures to be followed in the
5 formation of contracts, terms and conditions to be included
¢ In contracts, requirements for or preferences to be given to
7 goods grown, produced, or manufactured in the United States
g or in United States Government-owned facilities or for serv-
9 ices to be performed in the United States, or regulating the
10 performance of contracts, if he has determined that—
11 (1) The purchase or contract to which the waiver
12 relates will be in the furtherance of one or more of the
13 policies stated in subscetion (a) (1) of this section.
14 “(2) Consonant with subscetion (a) (2) of this
15 scction, such waiver is desirable under principles of
16 comity and reciprocity applicable to purchases and con-
17 tracts among governments and international organi-
18 zations.
19 “(3) The waiver will facilitate the accomplishment
20 of the policies stated in subsection (a) (1) of this sec-
21 tion and is otherwise in the public interest.
22 “(c) Notwithstanding any other provision of law, the
93 authority of subsection (b) may not be delegated below the

24 level of the Head of any agency within the Department of
25 Defense,
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“(d) Within sixty days after the end of each fiscal year,
the Secretary of Defense shall report to the Congress on the
waivers made during the fiscal year pursuant to the authority
of subsection (b).

“(e) Nothing in this section is intended to modify or
otherwise restrict any authority provided in‘_other provisions
of law which may be-exercised to serve the purpose of this
section.

“(f) No law hereafter enacted may be held, considered,
or construed as amending any provision of this section, unless
such law does so by specifically and explicitly amending or

superseding a specific provision of this section.”.
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THE UNDER SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301

RESCARCH AND
ENGINCERING

A

1 MAR 1579

Honorable Dan Danliel

Chairman, Special Subcommittee
on NATO, Standardization,
interoperability, and Readiness

Committes on Armed Services

House of Representatives
Yashington, D, C, 20515

Dear Mr., Chairman:

I have reviewed the report of the NATC Subcommiites and was
disappceinted to find that much of the testimony offered by
Department cf Defense (DoD) witnesses~-teatirmorny central to
your Subcommittee’s line of inquiry--is not reflected in the
report, Secretary Brown, Ambassador Komer, and I, as well
g other DoD officizls, gave extensive testiimony, both verbal
and written, to the Subcemmittes in the belief that a clear view
of the Department’s plans was essentjal to your findings, Yet,
I {find that the report reflects an inzccurate and largely out-of-
date view on our actual pians and programs for armament
cooperation. These plans are stated concisely in my written
statement submitted to the Subcommittee on 16 November 1978.

We recogpize that many of our concepts of NATO cooperation
are in the early formulative atage. For that reason, we have
exerted special effort to develop these concepts in close asso-
ciation with the Military Services and our NATO Allies, and in
consultation with industry. I believe that the criticiam which
the report levels at our efforts at this early gtage is premature,
and ] am concerned over the unfavorable impact which the
report could Have on the credibility of these efforts before they
have been given a fair chanca,
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We believe that the report would have been far more constructive
were it to have pointed out that there are differing viewpoints on
cooperative arms development, that many of our initiatives are
exploratory in nature, and that our hope i8 for solutions to the
questions raised by the hearings through the interest and cooper-
ation of 2 concerned public, By leaving out a balanced visew, the
report not only sends negative signals to our Allies, but adds
further confusion and divisiveness in an already complex area in
which real progress is just beginning to be made,

I am enclosing more detailed comments on the findings, conclu-
sions, and recommendations of the report, I sincerely hope that
in the months to come, our relationship with your Subcommittee

can be more productive.

Sincerely,

Williers 2, Perry
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Department of Defense Comments
on the
FINDINGS AND CONCLUSIONS
of the
DRAFT REPORT

Special Subcommittee on NATO Standardization,
Interoperability, and Readiness
of the
Committee on Armed Services
House of Representatives
95th Congress
Second Session

Standardization, Interoperability, and Arms Cooperation

Par. 1. DoD is unable to define clearly many terms it uses.

All definitions which the Subcommittee requested were furnished
in a letter from Dr. Perry to Chairman Price on 13 February 1978, It is
significant that a number of the newer terms have not as yet gone through
the formal DoD definitional process of official terms. Many of the terms
are used by DoD because they were first used by Congress in the Culver-
Nunn legislation. They have since been defined in the annual report
required by that legislation. All have become accepted terms in the NATO
lexicon, and their utility in or out of DoD is not diminished because they
have not as yet gone the full cycle of the official definitional process.

Par, 2. The basic rationale for arms cooperation is that it will reduce
duplication and increase efficiency of defense expenditures,

The finding is not a correct statement of the basic rationale for
arms cooperation. In his written statement of 16 Novermber 1978 to the
Subcommittee, Dr. Perry stated that "an improved program of cooperation
in development and procurement . . . (has) the clear objectiv’e of improved
combat force effectiveness , . .'". Ambassador Komer, in his testimony
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before the Subcommittee, said that Rationalization/Standardization/Inter-
operability '"are, or ought to be, military issues first, and economic or
political issues only second, because the military need is overriding, "
Reduced duplication and increased efficiency contribute to the military
objective,

Par. 3. Significant cost savings are unlikely.

This $3 billion potential savings equates to about 20% of the
Alliance R&D budgets. This is a significant potential savings in R&D alone.
In addition, the Alliance will gain operational, production, and technology
benefits,

Par. 4. No witness who appeared before the Subcommittee suggested there
would be any immediate savings as a result of arms cooperation.

Dr. Perry testified before the Subcommittee on 22 June 1978 that
approximately $250 million could be saved on the coordinated development
of the anti-tank package alone (pp. 876-877, Transcript).

Par. 5. Culver-Nunn Amendment is ''confusing."

The Department's NATO initiatives are keyed to the broad guide-
lines of the Culver-Nunn Amendment. Some of the provisions are broad,
but the amendment addresses a subject that involves a complicated Alliance
covering every conceivable operational, logistics, and acquisition function
involved in the defense of the Alliance,

Par. 6. Arms cooperation as a concept does not necessarily imply that the
policy of standardization and interoperability as passed in the
"Culver-Nunn' amendment would be most effectively implemented,

We do not hold that arms cooperation is the only road to standardi-
zation and interoperability, but some measure of arms cooperation is
necessary to achieve standardization and interoperability.

Par. 7. The only efficient and equitable mechanism will be to select equip-
ment competitively,

Competition is a cornerstone of our acquisition policy. While we
cannot impose our policy on other sovereign countries in an international
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alliance, our programs are designed to encourage our Allies to compete.

As Secretary Brown said in his statement to the Subcommittee on 21
September 1978, "Our goal is to maintain and strengthen our own competi-
tive procurement system by allowing our Allies to participate and to
increase the effectiveness of the Alliance as a whole by influencing our
Allies in turn to open up their own national programs to U.S. participation. "

Par. 8, MOU's are DoD/MOD understandings which do not bind Congress.

These MOU's are intended to facilitate the competitive procure-
ment process in each country of the Alliance by reducing national restric-
tions. Purchases made under these MOU's utilize funds authorized and
appropriated by the Congress.

Par. 9. DoD does not have a single definition of "the two-way street, !

The term describes an evolving set of relationships and processes
to vastly improve the Alliance arms cooperation. The desired traffic on
this "'street' will vary widely among countries and projects. The Com-
mittee prefers using total defense trade instead of defense equipment trade
as a criterior, since the former favors us; but the former ignores the
massive Host Nation Support the Allies give us free (probably on the order
of $2 - 3 billion). Moreover, the total trade balance favors us, not Europe.
Disruption in the two-way street effort would probably mean fewer
European purchases of U.S. equipment, and less use of superior U.S.
technology in the common defense.

Par. 10. The term "two-way street' is a political device to secure economic
benefits, such as ""economic offsets," for European industries,

Attributing this statement to "'some U.S. defense officials, " is
inaccurate. It is not supported in the testimony cited nor in the report,
Secretary Brown stated in his testimony before the Subcommittee that,

""Our purpose is not to seek a 'two-way street' regardless of cost or capability,
but rather to remove artificial barriers to rational defense procurement.
There are no quotas on the two-way street. . .". Moreover, the statement

in the report ignores the official DoD policy against offsets, as enunciated in
Secretary Duncan's memorandum of 4 May 1978.
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Par. 11. Family of Weapons is formless and undefined. It is designed to

eliminate competition.

The Family of Weapons is an evolving concept. It does not lend
itself to a neat and precise formula. Describing it in his statement before
the Subcommittee on 16 November 1978, Dr. Perry said, '"There are
important details to be worked out before we can begin development under
the Family of Weapons Concept.' It is certainly not designed to eliminate
competition. Dr. Perry went on to say, "We will select the U.S. prime
contractors, subcontractors, and European subcontractors on a competitive
basis to insure the best technology and lowest cost in the resulting system."
(emphasis supplied)

Par. 12. U.S. industry and labor are confused about the Family of
Weapons concept.

While the FOW concept is new, there is substantial and growing
agreement on the broad concept, as well as the implementing guidelines and
procedures. DoD representatives met with officials of other major NATO
countries in Paris in December to negotiate initial guidelines currently in
coordination in the countries. The Defense Science Board (DSB), with
extensive industry participation, has recently concluded a study to formulate
a model FOW /MOU and two MOU's related to specific families. Drafts of
this effort are circulating among the countries involved and will be discussed
with them in future meetings, Dr. Perry and other top OSD and Service
officials have discussed the concept in detail in other industry fora, notably
an ADPA sponsored day-long symposium in December. As a result of these
efforts, the implementation of the concept is proceeding rapidly, and there
is certainly no evidence from our discussions with industry that they are
not supportive. We intend to continue such close interface with industry on
the FOW as a concept.

Par. 13. International arms cooperation involves considerations beyond
the jurisdiction of DoD alone.

Dod would not quarrel with that statement, Secretary Brown, in
his testimony before the Subcommittee, said, 'l pledge that the Department
of Defense in turn will work closely with the Congress, and with the Chair-
man and members of this Committee, to describe the Alliance’'approaches
we are taking, and to explain the results for your review."
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Readiness Initiatives

Par. 1.

JCS, SACEUR, CINCCENT, etc., did not say that NATO's present
conventional defense capability is "extremely doubtful.'" Nor did the Com-
mittee have time to really assess this complex question.

Par. 2.

We made 3% in real budget growth in our Defense budget for NATO
in 1978, fell short in 1979, and have requested it for 1980.

Par. 3.

It is inaccurate to say the LTDP will have little impact on NATO
readiness until the 1990's., Most of the 120 measures are to be carried out
before the 1990's, many before 1985, It is also wrong to say that LTDP
"cannot be translated into national procurement plans . . .'" when pre-
cisely this process is actively under way right now. In his testimony
before the Subcommittee, Secretary Brown said, "The LTDP has been put
in motion, and NATO now is completing arrangements to monitor program
performance.'" We know the LTDP has far to go. The long-term Defense

Plan is, after all, a plan for the long term.

Legislative Proposals

The Committee should acknowledge that DoD has already agreed in its
testimony to resubmit both H. R, 11607 and H. R, 12837 in more restrictive
fOrm-

Recommendations

Par. 1. Review of Culver-Nunn Amendment.

DoD has presented a '"'sense of Congress'' resolution to the Subcom-
mittee (completely different than that which appears in the body of the report)
which would cover areas not covered by Culver-Nunn.,
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Par. 2. Coordination of Procurement Procedures for Arms Cooperation
by the Executive Branch.

International arms cooperation is fundamentally a problem for
Defense with assistance from the State Department. The Culver-Nunn
Amendment to the FY 1976 and FY 1977 DoD Appropriation Authorization
Acts is addressed to the Department of Defense, It recommends the
Secretary of Defense take certain actions and grants him certain authority
to enter into special acquisition arrangements peculiar to Defense. The
various initiatives undertaken by Defense in the acquisition and contracting
area for arms cooperation are peculiar to Defense within all applicable laws
and regulations and are not programs which require detailed coordination or
approval by the Administrator of Federal Procurement Policy.

Par. 3. Government-to-Government Agreements.

We agree such agreements should not be proliferated beyond what
is essential; but military requirements, and hence cooperative weapons
programs, are initiated by governments, not by private industry. Industry
must work out firm-to-firm contracts and licenses within the framework of
those agreements. DoD is working very hard in the NATO forum to develop
guidelines to enable companies to conclude international industrial agree-
ments. CNAD efforts in the area of intellectual property is one example of
such efforts.

Par. 6. Annual Reporting of NATO Readiness and Defense Budgets.

A NATO readiness overview is contained in the Secretary of Defense
Annual Report for FY 1980 and the annual DoD report to Congress dated
January 1979 on Rationalization/Standardization Within NATO.

Par. 8. Requirement for Legislation to Increase Host-Nation Support.

As previously mentioned, a revised legislative proposal for host-
nation support is being coordinated by OMB and will be forwarded to Con-
gress shortly, The proposal and the forwarding letter spell out in detail
how the legislation will work, including a requirement for a yearly report
to Congress from the Secretary of Defense.
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Foreren CornaporaTions 1N Wraroxs Systeys DEVELOPMENT/
PropbuerioNn

In December 1977, the Committee directed its Surveys and Investi-
gations Stafl {o conduct a study of licensing agrecments involving
production of .S, military cqmpmont in fomlfrn countries, the
manufacture of foreign-dev elopcd weapons systems in the United
States, and the problems inherent in these licensing arrangenients. A
report was submitted to the Committee on April 50, 1979. The Commit-
tee considers this report to be a very professional and objective expose
of the many problems inherent in dev elopmﬂ leensing agreements with
foreign countries as the Department of Defense moves into the area
of rntlomllmtlon. standardization. and interoperability with our
NATO allies. The cssential elements of this report follo.

During the 30-year period nnmediately following World War II
the United States furnished nore than §21 billion in military assist-
ance to NATO nations. This assistance not only allowed for the re-
covery of the industrial base in these nations. but had a secondary
benefit of ensuring a partial standardization of NATO armaments.

As the economies of these nations recovered and our military as-
sistance to them decreased, partial standardization continued through
purchase of U.S. weapons and nore recently through licensing ar-
rangements. This evolution has been undertalen b\ the Europeans
to increase their industrial base, stabilize their employment and to
obtain new technology.

By the 1930’s. the European industrial base had recovered suf-
ficiently to permit joint development and production of exclusively
European weapon systems. These endeavors have continued into the
1970's and have had an adverse effect on NATO standardization be-
cause not only has the United States not participated in these programs
but often these programs have been limited to only two or three of the
larger European countries. These collaborations were not driven by
a desire for standardization, but by the high costs-of weapons de-
velopment and production.

Each European nation had its own national priorities, require-
ments and capabilities, and as a result NATO was faced with a pro-
liferation of different meom sveteins. This in turn has lead to an
increased interest within NATO in rntlonallmtlon, standardization
"ndmtmoppmblht\ (RS1) of these systems. TS, Government oflieials
have long expressed the importance of these principles. This was
underscored by the T.S. Congress in attaching the Culver-Nunn
Amendment to the DOD Appropriation Authorization Act for fiscal
vear 1975 and requiring annual reports on the military and economic
costs associated with nonstandardization. The DOD’ Appropriation
Anthorization Acts for fiscal vear 1976 and fiseal vear 1977 also con-
tained provisions calling for the interoperability of equipment within

NATO.
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TIIE TWO-WAY STREET

European countries have been applying more and more pressure
o the United States to adopt what is referred to as the “two-way
street.” "This conecept has heen advoeated on both sides of the Atlantic
but it has been ill-defined and minimal progress has been made in
achieving it. In some minds a “two-way street” means cqual sales
traflic in both directions between the United States and Europe. DOD
officials helieve that the United States and Europe should buy military
equipment from each other whenever it is needed to inprove the com-
bat eflectivencss of NATO. and that the “*two-way street” should not be
based on offsets, Others Hmit the coneept to include only defense related
transactions while some apply it only to military hardware. Depending
on which definition one chooses to endorse an inequity of sales favoring
either Europe or the United States can be demonstrated. As an exam-
ple, during the period 1974-1977 arms zales to Europe averaged $949.7
million per year whereas DOD procurement from NATO Europe dur-
mg that period averaged only £86.3 million annually. In contrast, if all
defense transactions (construetion, repair, supply, training, services
and personal consumption of 17.S. servicemen) are included in the
comparison the U.S. balance of defenze trade reflects almost a $7 billion
shortfall from 1973-1977.

To offset the quantitative superiority of the Warsaw Pact nations,
NATO countries must maintain their qualitative advantage by obtain-
ing mnaximum efliciency through reduction of needless duplication in
developnient programs. WATO must pool the $12 billion U.S. research
and developnient effort and the $£ to 85 billion Furopean expenditure
and realize $16 billion in combined, rather than duplicative, results.

FAMILY OF WEAPONS CONCEPT

One approach to this problem which is currently being advocated by
the U.S. Government is the “family of weapons” concept. This ap-
proach calls for the NATO member nations to examine the weapons
that they plan to develop in the next few years and to aggregate these
weapons by application. When two or three systems are identified that
perform similar missions, an agreement wonld be made to divide the
responsibility. with one party developing a long range version and
the other a mid- or short-range version. It is anticipated by DOD
officials that such divisions will be made among the United States.
Canada, and European consortia. When development is completed.
each country wonld make their developments available to the other
participants for licensed production or two-way purchase from each
other to insure cost effective production runs.

NATIONALISTIC OBSTACLES

Although both President Ford and President Carter have addressed
the importance of standardization and interoperability as a means of
eliminating duplication and waste within NATO. the controlling mo-
tivations which have brought about arms collaborations have had lit-
tle to do with these objectives. A lack of consensns within NATO on
common requirements and an inability to develop an equitable dis-
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tribution of the workload are two of the major nationalistic obstacles
which inhibit elimination of this duplication of effort.

The United States has a well-established policy of maintaining
within this country, the capability to produce all of the components
of its weapons systeins when this is considered necessa ry by the Secre-
tary of the Military Department involved. The statutory authority
for this policy is 10 USC 2304 (a) (16) which forms the basis for De-
fense Acquisition Regulation sections 3-216 and 1-2207.2, 3, and 4.
France also has a policy which is aimed at keeping that country
independent and free from outside pressures.

This insistence upon an independent defense capability can be af-
forded only by the more industrially developed countries and the less
developed a country is in this regard, the mnore receptive it is to divid-
ing up the work of providing for the defense of NATO and its own
country through collaboration with the other members of the Alliance.
The smaller countries which cannot afford an independent defense
industry want to collaborate in order to maintain the capabilities
which they have and possibly improve upon them. National pride
and a desire to keep the work force employed prompt all of the Euro-
pean couutries in the Alliance to choose the weapons which are pro-
duced in their homeland even if they are not the best available systems.
The Investigative Staff was told throughout the survey both in the
United States and Europe that a greater priority to the Europeans,
than the elimination of duplication and the savings to the NATO
Alliance, is their concern to keep their work force emnployed without
causing any drastic fluctuations in its size.

COLLABORATION IN FJRODUCTION

Production collaborations between the United States and Europe
achieve the limited advantage that the participating countries, but
not necessarily all of NATO, end up with substantially the same weap-
ons systems. This type of collaboration does little to procure for the
NATO Alliance the strongest possible defense force for the total funds
available. On the contrary, this type of production collaboration actual-
ly costs the NATO countries substantially more than if they had
purchased the systemns directly from the producing nations. These
additional costs. primarily incurred in establishing duplicate produc-
tion facilities, tooling, test equipment, and training employees for the
production work along with the additional time lost in setting up the
production capabilities, seems to be inherent in all cases of this type of
collaboration. This is true whether the system is developed in the
United States or is European made. Numerous illustrations regarding
the Sparrow, IHawk. NATO AWACS, Stinger, F-16, Harrier AV-8A,
Roland. and F-5 are provided.

It is important to note that in cases where few duplicate production
linés serve a large number of procuring countries, the share of the R&D
costs to be assumed by each country is substantially reduced and the
number of items produced by each production line is substantizlly
increased. As a result. the cost per unit for each country is also reduced.
The Investizative Staff has been told that coproduction increases the
total costs to about 150 percent of the total costs of procuring the total
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number of units from a singla production line. Under the coproduc-
tion arrangement, however, the cost of each country becomes about
75 percent of independent production in its own country.

COLLABORATION IN DEVELOPMENT

NATO countries are not only interested in maintaining and strength-
ening their production capabilities but they are also Vlt’lHy interested
in developing their design and R&D capabilities. This has lead to a
European eniphasis on c\pandmg collaboration to include the devel-
opment phase. In cases where the United States has not <hown an inter-
est in including the Iiuropeans in the development phase, many times
these countries hiave elected to develop a competing system of their own
and RST has suffered. Allowing the European countries to participate
in the development phase has the dual advantage of providing a
smoother program transition into the production phnse and also assures
better compatibility of the system with related systems already existing
in these countries. Once again it must be emphasized that in order to
reap these benefits the countries involved must come to an agreement on
common requirements.

Codevelopment projects also greatly increase the costs and lengthen
the schedule over programs in which development is conducted unilat-
erally by one country. This fact was substantiated in numerous inter-
views both in the United States and in Europe. If it is assuined, how-
ever, that the program will involve coproduction at some future date
then several officials contacted are of the opinion that advantages in
cost and transition into production are achieved by extending the col-
laboration to the development phase.

PREREQUISITES TO SUCCESSFUL JOINT DEVELOPMENT

Two prerequisites cited which are necessary to achieve a successful
joint development program are establishment of joint military require-
ments and avoidance of programs where decisionmaking at the con-
tractor level is done by committee or on a co-prime contractor basis.
The point was emphasized that it is absolutcly necessary that one
contractor be chosen who is clearly in charge and who can make deci-
sions without having to attain unanimous consensus. In establishing
common 1eqmrements. the countrics involved must come to an agree-
ment both on what capabilities the system must have and when it - will
be needed.

SECURITY AND PROTECTION OF PROPRIETARY RIGIITS

The protection of the technology involved in the development and
production of weapons systems is maintained to prevent this informa-
tion from coming into the possession of a country’s enemies, This pro-
tection may also be used to further the political, policy and economic
objectives of the country, and to protect the technology developed and
owned by the country’s industries from wrongful use by others.

The maintenance of such sccurity, regardless of the objective for
which it is being maintained, presents problems which inake collabo-
ration in the acquisition of weapons systems difficult. Experiences
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of some European contractors with the security precautions of the
United States have caused frustration and embitterment in some cases
and have tended to discourage collaboration with the United States.

U.S. contractors complain that it is difficult, if not impossible, to
limit the transfer of technology to speeific companies or countries
when you are dealing with the Europeans because of the maze of
cross-ownership arrangements which exist in Xurope and which ex-
tend beyond national borders in many cases. Some U.S. Government
oflicials felt that the United States shiould not export a system to any
foreign country for which we do not have a defense in our own arsenal.
U.S. contractors’ concerns are not as all encompassing. however, and
deal more with insuring that they are rightfully compensated for the
technology exchanged. ’

U.S. contractors pointed out a distinction between protecting tech-
nical data involved in production and those which are involved in
research and development. Many feel that once a system has reached
the production stage it is “old technology” and 1t is not harmful
to U.S. interests to offer it for export. This is true, they maintain,
because in giving away this technology the United States should be
working on new teclniques to replace this “old technology,” and this is
the information which should be protected. This is the principal reason
that U.S. contractors, if they can avoid it, do not want to become
involved in collaboration during the R&D phase. This reluctance on
the part of the United States is driving Europeans to enter into R&D
ventures of their own, thus causing duplication of effort and minimiz-
ing standardization.

CONFLICTING ECONOMIC INTERESTS

Another major problemn which hinders collaboration is the conflict-
ing economic interests of the NATO Alliance countries as they com-
pete for a share of the world market in arms sales. Arms exports are
absolutely essential to European countries in order to make these
ventures profitable. Although all NATO nations have some restric-
tion on what countries are eligible to buy weapons, the regulations of
the United States are the miost stringent. Because of their absolute
dependence on third country sales. European nations are reluctant
to collaborate with the United States on systems when these sales
will be severely restricted.

In cases where NATO European nations are the recipient of U.S.
technology, they want to know early in the program to whom they
will bo able to sell the system. In cases where the technology is coming
to the United States, the Europeans are not too concerned about the
production whiclt takes place in the United States to satisfy its own re-
quirement. However, Europe is painfully aware that U.S. production
techniques are far more economical than those found in Iiurope and
by transferring technology to the United States they may be creating
a competitor for third country sales.

The extended production runs which reduce unit prices, the recent
changes in the exchange rate of the dollar. the broad technological
base, the large number of contractors available to compete. and the
higher Juropean labor costs contribute to this competitive advantage
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of the United States. U.S. industry is naturally concerned with main-
taining its position in the world market, and complaints have been
received by the Investigative Stafl that the U3, Govermment. in its
all-out effort to establish collaborations with its NATO Allies. has
not given adequate consideration to the legitimate intevests of T.S.
industry:.

One of the major problems which the Unifed States faces in its
efforts to enhance collaboration with NATO Europe is insuring that
competition remains an integral part of arms {ransactions. An equal
flow of arms sales between Furope and the United States (one version
of the “two-way street”) ignores considerations of reduced costs and
elimination of wasteful duplication which ave the primary objectives
of standardization. In other words, the restraints on trade and com-
petition which are necessary to insure an equal flow of trade can lead
to lower quality and higher prices. Rather than trying to guarantee
such an equal flow, the United States appears to be following a policy
of improving the opportunities for the Furopean countries to com-
pete with U.S. industry.

OBSTACLES TO COMPETITION

As previously noted several obstacles exist which prevent achieve-
ment of this competition. The “technology gap™ between Kurope and
the United States, the labor costs in Europe, the employee working
conditions which must be maintained there, and the economies whieh
are realized from the much larger production base in the United States
arce the move notable of these obstacles. These. when coupled with secu-
vity restrictions and procurement regulations. strongly inhibit the
ability of Europe to compete with American industry.

MEMORANDA OF UNDERSTANDING

The United States has entered into a number of Memoranda of
Understanding (MOUs) in an effort to improve European opportu-
nities. DOD officials emphasized that these MOUs create a climate for
transatlantic industrial cooperation which can improve both U.S. and
European opportunities to enhance the “two-way street” concept.
Under these MOUs certain requirements of U.S. law and regulations
are waived or made more flexible in applieation to Kuropean countries
with which the agreements have been made. The MOUs do not relax
the security restrictions of the DOD and the requirements of the Inter-
national Traffic in Arms Regulations, but they do provide that under
no cireumstances will unusual technical or security requirements be im-
posed solely for the purpose of preeluding the procurement of defense
items froni the foreign country. These MOUs were negotiated sepa-
rately but all contain substantially the same provisions. They are cur-
rently in effect with the United Kingdom (1975). Norway. Italy, the
Netherlands. France. and the Federal Republic of Germany (all 1978),
and Portugal (1979).

Many ofticials contacted by the Investigative Staff were not opti-
mistic about the success which would be derived from these MOUs.
Members of the Defense Science Board 1978 Summer Study felt that
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these MOU's would not make competitors out of European industry
and would only give the Europeans false hopes and expectations. In
this regard they felt the MIOTs would do more harm than good. Other
officials commented upon security restrictions as major impediments
to competition and since these MOTUs do not address this problem
they do not expect the situation to improve.

EUROPEAN SOLE SOURCE CONTRACTS INEFFECTIVE

Some European officials went so far as to sav that if standardization
of weapons systems is hmportant enough, then the United States
should be willing to give up its insistence upon competition in procure-
ment and be willing to negotiate a share of its procurements from
European sole sources. This appears to be tantamount to saving that if
the United States is interested in saving money in equipping NATO,
then it must reconcile itself to nsing more costly procedures. A more
sensible approach for the Europeans to follow. if they desire to sell
weapons systems in the United States, 1s to confine their efforts to
systems which U.S. contractors cannot coffer. If such a system has al-
ready been developed by a European country. and nunierous examples
have been pointed ont to the Investigative Staff, then it should be
able to save the United States substantial R&D expenditures and
thereby malke it price competitive with that of U.S. contractors pro-
posing to develop such a system.

OBSTACLES 10 EUROPEAN COMPETITION

Turopeans feel the reasons that the United States has shown little
inclination to save money by filling gaps in its weapons syvstems in-
ventory by procnring already developed systems of other countries are
twofold : first, the impression exists within the United States that high
technology means only American technology; second, the continuing
debate of whether it is more beneficial to select a matured or almost
mature system or whether R&D promising an improved system at some
futnre date shouid be initiated.

OMDB CIRCULAR—A-109 CONFLICTS WITH EUROPEAN ACQUISITION
PROCEDURES

A new policy was propounded in April 1976 by the Director, Office
of Management and Budget (OMB) relating primarily to the R&D
stage of the acqnisitign of major weapons systems. Under OMB Cir-
cular A-109 emphasis is placed on “front end™ planning including the
establishiment of the need for a new system and the consideration of
all possible alternatives in existence or requiring development to meet
the need. This policy 1s discussed solely as it pertains to the prob-
lemsof collaboration between the United States and its NATO Allies.
The policy emphasizes that the selection of a weapons system should
be based primarily upon technical criteria. Solicitations are first sent
to a broad base of qualified firins for alternative system desigm con-
cepts to satisfy the mission need. A wide range of alternatives, in-
cluding foreign technology and equipment. is recommended.
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Parallel short-term contracts are awarded for those concepts se-
lected for further exploration to expand the concepts and reduce the
risk. IFrom the information developed in these parallel short-term
contracts. the most. promising svstem design concepts are selected for
competitive demnoustrations to verify that the concepts are sound and
should perform in an operational environment. Such demonstrations
normally involve some type of prototype. The contractor with the
winning coneept nnder these prototype demonstration contracts then
enters to a full-scale engineering development (FSED), most likely
on a sole-scurce basis. but competition can even be extended into a
I'SED whenever it is economically beneficial to do so. A formal eval-
nation of the estimated acquisition and ownership costs of the system
are made at this point in the program.

The entire acquisition cycle under this new procedure, from the
establishment of the mission need to initial operational capability of
the weapon system, has been estimated at 16 vears, with almost 7 years
required before the program enters FSISD.

This procedure conflicts with the acquisition procedures of the Euro-
pean conntries. Having five or six or even two or three companies under
contracts to submit competing systent design concepts to meet a mission
need is regarded as unfeasible in any European country for the simple
reason that there are not enough contractors available for such com-
petition. In most inajor weapon system programs consortia are formed,
made up of several contractors which, in many cases, are from dif-
ferent countries.

Furopean officials have stated to the Investigative Staff that they
have no objection to the United States picking the contractor to be
their U.S. partner in an R&D collaboration through a competitive
process before the collaboration begins. They point out, however, that
i order for the collaboration to be effective it must begin prior to the
system design phase. Under the A-109 procedures. as outlined above,
competition may continue through the FSED. If the European con-
tractor waited until that time to enter the program, there would be
little in the way of design, research, and development left for him to
contribute. A-109 also creates problems with regard to establishing
procedures to implement the “family of weapons™ concept.

EUROPEAN LICENSING OF THE U.8. GOYERNMENT OF U.8. CONTRACTORS

Another problem involves achieving competition in sitnations in
which the European countries have developed the system and have is-
sued a license to a U.S. contractor to produce the system in the United
States. This sitnation assumes that a need has been established for a
weapon system to carry out a particular mission and all alternative
systems have been explored and throngh competitive demonstrations
of these alternatives, a specific system already developed by a Iinro-
pean country is chosen as the system which will answer the need. Tt is
further assumed that rather than procure the hardware directly from
the foreign (leveloper, the decision has been made to have the system
produced in the United States under a license from the Furopean
developer. The question is how best to achieve competition in such
further development as may be required and in the production of
the system.
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Tho following three alternative solutions are discussed with ad-
vantages and disadvantages.

(a) Encourage U.S. contractors to enter into exclusive license agree-
ments with the foreign developers and then negotiate a sole-source
contract with the T".5. licensee for the entire program.

(b) Introduce competition for FSISD of a foreign system after it
has been chosen as the best system to meet the Government’s mission
need. The competition is made possibie either through the U.S. Gov-
ernment acquisition of the lcense or by insisting upon the U.S. con-
tractor licensee and the foreign licensor agreeing to the competitive
procedure.

(c¢) IEncourage U7.S. contractors to enter into license agreements with
the understanding from the beginning with both the licensor and the
licensee that the full-scale production contract will be competed.

UNITED STATES LICENSING NATO CONTRACTORS

The final major area where achieving competition becomes difficult
is the situation where a system is developed in the United States and a
license is granted to a European contractor for production in that coun-
try. This situation incorporates all of the difficulties where Furopeans
are attempting to win a U.S. procurement bid where price is a con-
trolling factor or where technical criteria are most nnportant for
deciding upon the contract award. Coproduction in Europe of weapons
systems developed in the United States is beset by the difficulties in
both of these categories—inability of the Europeans to compete with
the U.S. contractors and their inability to achieve realistic competi-
tion among themselves.

There are innumerable other problems which have been cited to the
Investigative Staff that make collaborations between the United States
and Europe difficult. Most of these are problems which are either (1)
comnion to doing business within the United States, (2) for which
relief can be obtained through procedures available or through nego-
tiations. or (3) can be solved by changes in operations or attitudes
within the United States without involving negotiations with the other
countries.

OFFSET PROBLEMS

A problem that was often cited to the Investigative Staff is that of
industrial offsets. In connection with the need of the European coun-
tries to maintain their employment levels as well as their industrial
capability. the main desire of some of the smaller countries is to place
greater emphasis on the procurement of common weapons from an
outside source with offsets to counteract the loss of emplovment which
actually or theoretically occurs by not producing the weapon system.
These offsets also assist in maintaining a favorable balance of pav-
ments. Offsets have an advantage to the economy of the purchasing
country in that a certain percentage of the amount of their purchase is
placed in contracts within that countrv. These percentages are nego-
tinted at the outset of the program and have been a constant source of
dissatisfaction. bickering and friction between the Allies. especially
when specified goals are not met or even approached.
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Even if all of the difliculties created by offsets were solved, the fact
remains that such arrangements are, in effect, “non-tariff distortions
to trade. They consequently tend to reduce the efiiciency of resource
use within the Alliance as a whole.” As Las been pointed out through-
out this report, such a result is counterproductive to the objective of

standardization.

DIFFERENCES IN NATO COUNTRIES' METITODS OF CPERATION

Differences in the methods of operation within the NATO countries
also have impeded collaboration. These include capital intensive versus
labor intensive industries and differences in contractor responsibilities,
testing and testing schedules, There are also differences relating to
contractor relationships, language, measurement, and currency.

DIFFERENCES IN NATO COUNTRIES’ LAWS AND REGULATIONS

Differences in the laws and regulations between the NATO coun-
tries were cited frequently as being a hindrance to collaboration. K-
phasis was made by officials and contractors in the Furopean coun-
tries about the close governmental supervision used to control prices
of weapons systems. The foreign contractors are familiar, however,
with the restrictions placed upon them by their own countries. Their
complaints, primarily to U.S. contractors, dealt with the maze of U.S.
laws and regulations which they must master to operate or do business
with the United States. It is sufficient to say that these laws and regula-
tions apply also to U1.S, contractors, and having them apply only to
domestic contractors would offer foreign industry an unfair advantage
In competition.

In addition there are other laws and regulations which provide pref-
erence for domestic products. These include the Buy American Act,
Balance of Payments Program, Specialty Metals Act, the prohibi-
tions in the Appropriations Acts in regard to construction of Naval
vessels or components, and restrictions on the use of foreign textiles.
Most of the problems caused by these laws are not insurmountable and
many of these restrictions have been waived for NATO countries.

In the past many problems have arisen as « result of a U.S. require-
ment to audit foreign records concerning the use of U.S. funds involved
in a collaborative effort. Insistence upon such audits in foreign coun-
tries has met with vigorous opposition from the foreign governments
as not being compatible with their national sovereignty. Steps have
been recently taken to resolve this problem.

The International Traffic in Arms Regulations under the Arms Ex-
port Control Act provide for issuance of export licenses by the Office of
Munitions Control of the State Department. 17.8. and foreign con-
tractors and foreign government officials were critical of the unreason-
able delays in processing and issuing these licenses regardless of the
subject matter involved in the applications. These same officials
pointed to the lack of an authoritative focal point within the U.S.
Government as a major reason why license applications are not only
handled slowly but with little or no degree of consistency.
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UNITED BTATES LACKS FOCAL POINT WITII AUTIIORITY TO LXECUTE POLICY

The fact that the United States has been unable to establish a focal
point with suflicient authority to see that the high-level policy is car-
ried out expeditiously down through the various bureaucratic levels
has made it possible for what one U.S. contractor described as a mili-
tary middle-management attitude to exist. This attitude is evidenced
by a very conservative position on the release of technical data, a dis-
like for any weapon system not invented in the United States, and the
tendency on the part of middle management to drag their feet in im-
plementing high-level policy. This tendency has led to a conflict be-
tween stated U.S. policy and its actual application. There are several
examples, notably the competitive testing of the XM-1 versus the
Leopard I1 tank, which demonstrate the European frustrations and the
geehng among oflicials there that it is impossible to deal with the United

tates,

OBSERVATIONS

All of the problems which are presented in this report, many of
them scemingly unsolvable. and the smnall amount of progress that
has been made toward standardization raise two questions which the
Investigative Stafl believes should be answered in the negative.

First, are the increased total costs to the NATO Alliance result-
ing from coproduction, licensing, and other forms of collaboration
justified by the standardization achieved?

Second, do the evidently sincere efforts of the high-level policy
makers i the U.S. Government, in espousing such general ill-defined
and poorly thought-out principles as the “two way street” concept ac-
complish enough toward achieving standardization to overcome the
harm done by the false hopes and frustration that result? The “family
of weapons” concept also is often misunderstood and needs further
definition and clarification.

In regard to the first question, while the Investigative Staff believes
that the costs involved in these collaborations are not warranted from
the standpoint of achieving standardization, there are other benefits.
The Investigative Staff in its interviews received from many officials
of government and industry enumecrations of benfiets from these
NATO Alliance collaborations. These benefits can be broken down
into those that benefit the contractors (which may, of course, also
benefit their countries) and those of benefit to the individual coun-
tries but not from the standpoint of achieving the benefits of stand-
ardization for the NATO Alliance.

The benefits identified in these categories are listed briefly as
follows:

BENEFITS TO CONTRACTORS

Provides a means of satisfying offset agreements.

Provides a vehicle for exchange of technology.

Provides somewhat of an obstacle to cancellation of the program
by the Government.

Provides a source of profit from the sale of components and spares
to the licensee or coproducer.

Provides a source of royalties.

4115




Provides a means for reaching foreign markets not otherwise avail-
able.

Provides a source of profit from the sale of technical assistance.
BENEFITS TO COUNTRIES

Enhances relationships among participating NATO Allies in suc-
cessful coliaborations.

While the total costs of the weapons systems niay be higher to the
NATO Alliance, the costs are usnally lower for the individnal par-
tictpating conntries than the cost of producing the system by each
country separately. The larger procurement reduces costs and the
sharing of the R&D costs also reduces costs to each country.

Encourages a politically stable and economically strong WWestern
Enrope.

Coproduction of a sophisticated system provides some control of
events to a country that mnst be relied upon to provide components,
maintenance, and training.

If the United States is interested in achieving standardization. and
this is nsnally the objective cited by the U.S. Government for collabo-
rations, then the way to economize on the NATO defense (and this,
after all, is the basic purpose of standardization) is for each country.
the United States included. to agree to procure the hardware nedeed
from the country that produces it. rather than insisting npon rein-
venting the wheel. This procedure. on insistence from the Honse Ap-
propriations Cominittee. worked well in the procnrement by the
United States of the ITarrier AV-8A. Of course. political considera-
tion may well dictate that a licensing arrangement for production
in the procuring country, which is a more expensive mefhod of pro-
curement, may be justified by the benefits to be derived from such
production.

If the other advantages eunmerated above are more important
than standardization, then other forins of collaboration. althongh
more costly, shonld be considered. Tt is noted that a qualification was
placed upon the enhancement of relationships among NATO Allies
to be derived from snch collaborations: le., the collaborations must
be snecessful.

RECOMMENDATIONS

To initiate and carry out successful collaborations, the Investigative
Staff recommends the Committee require that the Secretary of Defense
and the department secretaries use greater diligence to see that the
following gnidelines are used in future cooperative programs:

(1) The Government agencies to be involved in the collaboration.
rather than just the high-level policy makers, must have a will to
succeed rather than a desire to rely on created difficulties to defeat
the collaboration.

(2) Choose carefully a few pilot programs with the best chances of
success for such collaboration and provide for these programs the
authority for national rules and regulations to be modified as necessary
to eliminate obstacles and to provide a means for learning as the pro-
gram progresses.
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(3) In choosing tle program, the weapon system should conform
to the doctrine, requirements, and specifications of the participating
countries. The time phasing of the acquisition both from a budgetary
standpoint and as to when the initial operational eapability is required
should be clogely similar for the participating eountries.

(4) In choosing the contractors, for cach of the participating eonn-
tries, they should represent industries of comparable size and with
equal or compatible technological capabilities so that an atmosphere
of mutual trust and respect will exist rather than the feeling of one
or more that the others are seceking to capitalize on the former’s
capabilities. d

(53) To avoid the problems arising from Adifferent methods of source
seleciion in the United States and Europe, the MOU could provide
that each country designate the contractor or coutractors to repre-
sent it as one of tlie partners in the collaboration.

(6) These designations could be made at the very beginning of
the program before the eoncept is developed and before design,
research. and development. This presents quite a problem for the
United States with its A—109 acquisition procedures. It will be equally
as difficult to obtain the endorsement of U.S. industry on this point
beeause of their desire to restrict development to a unilateral effort
on their part and follow this up with subsequent copreduetion ar-
rangements which include NATO countries.

(7) Competition for the full-scale production could be introduced
as desired by the countries in which production is to take place.

(8) Whenever it is the policy of the 17.S. Governwment that
production contracts are subject {o competition regardless of previous
license agrecments betiveen contractors. then this should be elearly
stated in a DOD regulation =o that all parties to a license agreement
will be on notice prior to negotiating these agreements.

To assure clarity and compliance with U.S. procurement guidauce,
the Investigative Staff recommends the Committee require that the
Secretary of Defense impose upon the Undersecretary of Defense for
Research and Engincering the responsibility for providing to NATO
industry and government representatives adviee and guidanee regard-
ing the niaze of U.S. procurement regulations and procedures and how
to comply with them.

To assure prompt processing of licensing requests. the Investigative
Stafl recommmends the Committee require that tlhe Secretary of State
provide to the Office of Munitions Control, T.S. Department of State
the authority to respond to license requests in a timely fashion. To
do this, a quasi-judictal proceeding could be provided for under which
all interested agencies are given the opportunity to object to the issu-
ance of a license by a specific veasonable date. Tn eontested cases, a
subsequent reasonable date could be set for a hearing of all positions
eoncerning the license application. A decision would then be handed
dowh by the Office of Munitions Control with a final appeal available
only to the President or his appointed designee. In this connection, the
Committee believes that the newly created Deputy Undersecretary of
Defense for International Prograns and Technology should be pro-
vided with adequate resources to faeilitate the timely processing of
munitions cases within the DOD.
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The Investigative Staff further recommends that the Committee
consider the need for the Congress to enact legislation that would
establish an overnll frawework for the U.s. Government ap-
plicable to NATO countries concerning the application of [SRS
funds under confract witls industries of these countries whereby the
Comptroller General will utilize the audit agencies of foreign coun-
tries when examining their financial records. (This recommendation
is outside the jurisdiction of the Committee. The Departiment of
Defense may wish to recommend legislation to the appropriate com-
mittees of Congressto carry out this recommendation.)

No additional Government organizations are needed to carry out
this program nor to implement these recommendationg. There are many
such organizations in existence at the present time with responsibility
to fostei collaboration among the N ATO countries. but unfortunately
success has not been achieved. It is not, therefore, for the want of
organizations that collaborations fail.

The Investigative Statf report has been provided to the Department
of Defense for its assistance and guidance. The Office of the Secre-
tary of Defense is requested to thoroughly review the report contents
and advise the Committee what action it intends to take with request
to the Investigative Staff recommendations contained therein. The
Cominittee does not consider that a critique of the report is either
necessary or desirable. The overall thrust of the report is clear and
factual, and the Department’s comments as to affirmative action it
plans to initiate on the recommendations should be provided to the
Committee in January 1980.
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NU%%, %8%% 1

ASD(ISA)

Department of Defense Directive

SUBJECT Defense Economic Cooperatipn with Canada

References: (a) DoD Directive 2035.1, "Defense Economic
Cooperation with Cansda," April 5, 1956
(hereby canceled)

(b) DoD Directive 4105.40, "Procurement of Military
Equipment with Canada," April 13, 1956 (hereby
canceled)

(¢) DoD Imstruction 5220.22, "Department of Defense
Industrial Security Program"

(d) AR 380-130/0PNAV Instruction 5540.8A/AFR 205-k,
"Armed Forces Industrial Security Regulationm,™
September, 1956

(e) DoD Directive 8-5230.11, "Procedures for Masking
Classified Military Information Avalleble to
Foreign Nationals and Foreign Governments" (U)

I. PURPOSE

This Directive contimies the principle of economic coopera-
tion with Canada in the interests of continental defense, and
stipulates the policy of maximm production and development
program integration in support of closely integrated military
planning between the United States and Canada. References (a)
and (b) are reaffirmed, expanded, and consolidated in a single
document ,

II. CANCELIATION

This Directive supersedes and cancels references (a) and (b).

ITI. BACKGROUND

Positive stens have hesn taken by the United States and
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Canade during sud since World Wer 1T to coordinate their economic
efforts in the coumuoi: defense. Joilont actions taken have included
the establishment of a joint United States-Canada Industrial Mo-
bilization Comaittee, the reciprocal military purchasing arrange-
ment, and other msesures in keeping with the "Statement of Prin-
ciples for Economic Cooperation” (attached) approved by the President
as the basis for joint econmmic cooperaticn with Canada.

POLICY

A. The above-mentioned actions have facilitated economic cooperation
between the two countries. In view of the unsettled world
situation and the mutual interest of the United States and
Canada in the defense of North Amsrica, due to their close
geographical proximity, United States defense economic coopera-
tion with Canweds must not only continue, but be expanded so
as to achlieve the following objectives:

1. Greater integretion of United States and Canadian military
development and production.

2. Greater stunduvdization of military eguipment.
3. Wider dispersal of production facilities.
4. Establishznent of supplemental sources of supply.

5. Removel of obstacles to the implementation of the United
States-Cannda Production snd Developwent Sharing Program
and the flow of defense supplies and equipment between the
two countries.

6. The developmeut of channels for the exchange of information
between appropriate United States and Canadian Government
agencies on defense econvmie netters.

T. The determination of Cuvedden production facilities avail-
able for the supply of (hited States current and mobiliza-
tion raquirements, and the furoishing of planned mobilization
follow-up schedulis to Canadian coatrectors producing for
the United Stetes ws guidance in the event of full mobiliza-
tion.

8. Insure the wosl econosdcul use of defense funds.

9. Accord eygual considerection to the business communities of
both coumtyies.

B. Accordingly, it is the policy of the Iepartment of Defense to
seck the best possible covrdination of the materiel programs
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V.

Jul 28, 60
2035.1

of Canads and the United States, including actual integration
insofar as practicable of the industrial mobilization efforts
of the two countries. As & corollary, it is the policy of the
Department of Defense to assure Canada a falr opportunity to
share in the production of military equipment and materiel
involving programs of mutual interest to Canada and the United
States and in the research and development comnected therewith.
Implementation of these policies requires the alleviation of
the restrictions of the Buy American Act and the use of duty
free certificates for certain Canadian supplies. The fore-
going will be accomplished in accordance with the provisions
of the Armed Services Procurement Regulation (Section VI,
Parts 1 and 5).

SECURITY

Defense economic cooperation with Canada requires the utmost in
collaboration between the Govermments of the United States and
Canada. Accordingly, there shall be camprehensive interchange

of general information and access to detailed information between
the two countries relating to production sharing arrangements and
research and development activities associated therewith. Security
procedure will be governed by References (c) and (d). Disclosure
of classified military information will be in accordance with
Reference (e).

TMPLEMENTATION

A. The Assistant Secretary of Defense (International Security Affairs)
willl be responsible for over-all coordination within the Department
of Defense for defense econamic cooperation with Canada. The
Assistant Secretary of Defense (Supply and Logistics) will be the
Defense member on the Joint United States-Canada Industrial Mobil-
ization Committee, and will be responsible within the Department
of Defense for industrial mobilizatlion activities between the two
countries. The Assistant BSecretary of the Air Force (Materiel)
will be the Defense representative in the joint United States-
Canada production-development sharing arrangements, end will be
responsible within the DoD for a coordinated positlion on such
matters under discussion between the two nations. The various
agencles of the Office of the Secretary of Defense involved, and
the military departments, will collaborate in the implementation
of the foregoing policies and stated objectives of defense econ-
canic cooperation with Canads.

B. It is requested that each of the military departments forward two
copies of their implementing regulatians to the Assistant Secretary
of Defense (ISA) within ninety (90) days after the effective date
of this Directive.
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HI.

VIII.

REPORTS

Each of the military departments will prepare a quarterly report
showing the categories and dollar values of prime cantracts placed

in Canada in excess of $10,000 during the preceding quarter. The
quarterly report will be submitted to the Assistant Secretary of
Defense (International Security Affairs) in original and cne copy,
within thirty (30) days after the end of the quarter reported. Report
Control Symbol DD-ISA(Q)63 is hereby assigned to this report.

EFFECTIVE DATE

This Directive i1s effective immediately.

W S{auf

Secretary of Defense

Inclosure = 1
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28, 60
2035.1 (Incl 1)

STATEMENT OF PRIN@EB FOR ECOROMIC COOPERATION
(As approved by the President on 20 September 1950)

The United States and Canada have achieved a high degree of caoperation
in the field of industrial mobilization during and since World War II through
the operation of the principles embodied in the Hyde Park Agreement of 1941,
through the extension of its concepts in the postwar period and more recently
through the work of the Joint Industrial Mobilization Planning Committee. In
the interests of mutual security and to assist both Govermments to discharge
their obligations under the United Nations Charter and the North Atlantic
Treaty, it is believed that this field of common action should be further
extended. It is agreed, therefore, that our two Govermments shall cooperate
in all respects practicable, and to the extent of their respective executive
powers, to the end that the economic efforts of the two countries be coordi-
nated for the common defense and that the production and resources of both
countrieg be used for the best combined results.

The following principles are establlished for the purpose of facilitating
these obJjectives:

1. In order to achieve an optimm production of goods essential for

the common defense, the two countries shall develop a coordinated program of
requirements, production, and procurement.

2. To this end, the two countries shall, as it becames necessary, in-
stitute coordinated controls over the distribution of scarce raw materials
and supplies.

3. Such United States and Canadian emergency controls shall be mutually
consistent in their objectives, and shall be so designed and administered as
to achieve comparable effects in each country. To the extent possible, there
shall be consultation to this end prior to the institution of any system of
controls in elther country which affects the other.

L. In order to facilitate essential production, the technical knowledge
and productive skills involved in such production within both countries shall,
where feasible, be freely exchanged.

5. Barriers which impede the flow between Canada and the United States
of goods essential for the common defense effort should be removed as far as
possible.

6. The two Governments, through their appropriate agencies, will con-

sult concerning any financial or foreign exchange problem which may arise as
a result of the implementation of this agreement.

H 5039
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DEPARTMENT OF DEFENSE
DIRECTIVES SYSTEM TRANSMITTAL

HUMBER

OATE DISTRISUTION

2035,1 - Ch1l February 10, 1961 2000

ATTACHMENTS

None

INSTRUCTIONS FOR RECIPIENTS

The following pen change to Department of Defense Directive 2035, 1, "Defense
Economic Cooperation with Canada,' dated July 28, 1960, has been authorized:

PEN CHANGE

Page 3, Section VL, A, -
Revise Lines 4 through 8 to read -

"Assistant Secretary of Defense (Installations and Logistics) will be the
Defense member on the Joint United States-Canada Industrial Mobilization
Committee, and will be responsible within the Department of Defense for
industrial mobilization activities between the two countries. The Assistant
Secretary of Defense (Installations and Logistics). ....."

Portion modified by this change is underscored.,

MAURICE W, ROCHE
Administrative Secretary

WHEN PRESCRIBED ACTION HAS BEEN TAKEN, THIS TRANSMITTAL SHOULD BE DESTROYED.

SD 'fgil?"“ 106_1 PREVIOUS EOITIONS ARE OBSOLETE



DEPARTMENT OF DEFENSE
DIRECTIVES SYSTEM TRANSMITTAL

NUMBER DATE DISTRIBUTION

2035.1- Ch 2 September 29, 1966 2000 series
ATTACHMENTS

None

INSTRUCTIONS FOR RECIPIENTS

The following pen change to DoD Directive 2035,1, "Defense Economic Cooperation
with Canada, " dated July 28, 1960, has been authorized, effective immediately:

PEN CHANGE

Page 4 - Delete ALL of section VII, REPORTS,

CANCELLATION

Report Control Symbol DD-ISA(Q)63 is hereby cancelled.

MAURICE W, ROCHE

Director, Correspondence and Directives Division
OASD(Administration)

WHEN PRESCRIBED ACTION HAS BEEN TAKEN, THIS TRANSMITTAL SHOULD BE FILED WITH THE BASIC DOCUMENT

FORM PREVIDUS EDITIONS ARE OBSOLETE
SD 1 MAR 82 106—1




DEPARTMENT OF DEFENSE
DIRECTIVES SYSTEM TRANSMITTAL

NUMBER DATE DISTRIBUTION
2035.1 - Ch 3 May 23, 1968 2000 series
ATTACHMENTS

None

{NSTRUCTIONS FOR RECIPIENTS

The following pen changes to DoD Directive 2035,1, ""Defense Economic Cooperation
with Canada,' dated July 28, 1960, have been authorized, effective immediately:

PEN CHANGES

1. Change reference (d) to read: DoD 5220, 22-R, "Industrial Security Regulation,"
July 1, 1966

2., Change reference (e) to read: DoD Directive 5230,11, "Disclosure of Classified
Military Information to Foreign Nationals and
International Organizations,' April 7, 1967

'ﬁURICE W. ROCHE

.

Director, Correspondence and Directives Division
OASD(Administration)

WHEN PRESCRIBED ACTION HAS BEEN TAKEN, THIS TRANSMITTAL SHOULD BE FILED WITH THE BASIC DOCUMENT

FORM PREVIOUS ECITIONS ARE OBSOLETE
SD 3 MAR 62 106—1
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FOREIGN PURCHASES

bids or proposals by individual Canadian companies, the Canadian Commercial
Corporation issucs a letter supporting the Canadian bid proposal with the follow-
ing information contained therein: name of the Canadian bidder; confirmation
and endorsement of the bid in the name of the Canadian Commercial Corpora-
tion; a statement that prices for listed items are exclusive of United States import
duties (see 6-103.5); a statement as to whether the prices for unlisted items in-
clude or exclude United States import duties; and a statement that the Corpora-
tion shall subcontract 100% with the bidder.

(2) When a Canadian bid or proposal cannot be processed through the
Canadian Commercial Corporation in time to meet the bid opening requirement,
the Corporation is authorized to permit Canadian firms to submit bids or
proposals directly, provided the Canadian bid or proposal and the Canadian Com-
mercial Corporation endorsement are both received by the purchasing office
prior to bid opening.

(3) All formal competitive bids shall be submitted by the Canadian Com-
mercial Corporation in terms of United States currency. Contracts placed as a
result of such formal competitive bidding shall not be subject to adjustment for
losses or gains resulting from fluctuation in exchange rates.

(4) All proposals and quotations submitted by the Canadian Commercial
Corporation, except those in which competition is obtained, shall be in terms of
Canadian currency. However, the Corporation may, at the time of submitting the
proposal or quotation, elect to quote and receive payment in terms of United
States currency, in which event contracts arising therefrom shali provide for pay-
ment in- United States currency and shall not be subject to adjustment for losses
or gains resulting from fluctuation in exchange rates. (See 6-506.)

6-504.2 Contracting Procedures.

(a) Individual contracts covering purchases from suppliers located in
Canada, except as noted in (b) below, shall be made with the Canadian Commer-
cial Corporation, which has offices located at 70 Lyon Street, Ottawa, Ontario,
Canada, KIA0S6 and 2450 Massachusetts Avenue, N.W., Washington, D.C.
20008. Contracts normally should be awarded to and administered through the
Head Office of the Canadian Commercial Corporation in Ottawa, and all pay-
ments under such contracts awarded to the Canadian Commercial Corporation
shall be made to its Ottawa Office. Under contracts with the Canadian Commer-
cial Corporation, direct communication with the Canadian supplier is authorized
and encouraged in connection with all technical aspects of the contract, provided,
however, that the approval of the Corporation shall be obtained on any matters
involving changes to the contract.

(b) The general policy in (a) above need not be followed for (i) purchases
negotiated for experimental, developmental, or research work under 3-20S5 or
3-211, unless the contract is for a project under the Defense Development Shar-
ing Program, as outlined in 6~507; (ii) purchases negotiated under 3-202 for
public exigency; (iii) purchases negotiated under 3-203 for small purchases; or
(iv) purchases made by Defense activities located in the Dominion of Canada.

6-504.3 Termination Procedures. The Canadian Commercial Corporation will
continue to administer contracts that may be terminated by the United States
contracting officer and settie all Canadian subcontracts in accordance with the

6-504.3
ARMED SERVICES PROCUREMENT REGULATION
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FOREIGN PURCHASES

policies, practices, and procedures of the Canadian Government in the termina-

tion and settlement of Department of Defence Production (Canada) contracts
(See 8-216). The United States agency administering the contract with the
Canadian Commercial Corporation shall render such services as are required by
the Canadian Commercial Corporation with respect to settiement of any subcon-
tracts placed in the United States, including disposal of inventory. The settlement
of such United States subcontracts shall be in accordance with this Regulation.

6-504.4 Accepiance of Canadian Supplies. Under f.0.b. origin contracts with
the Canadian Commercial Corporation where inspection has been performed by
the Department of National Defence (Canada), pursuant to paragraph 6 of the
Letter of Agreement (6-506), acceptance of supplies or services which are in ac-
cordance with the terms of the contract, shall be made by the Department of Na-
tional Defence (Canada) on behalf of the United States Military Departments or
the Defense Logistics Agency. Signing of the acceptance certificate on the ap-
plicable United States Department of Defense inspection and acceptance form
shall be considered satisfactory evidence for payment purposes.

6-504.5 Industrial Security. Required procedures designed to safeguard clas-
sified defense information which may be necessary for the performance of con-
tracts awarded directly to Canadian suppliers or through the Canadian Commer-
cial Corporation are set forth in the DoD Industrial Security Regulation, DoD
5220.22-R (Implemented for the Army by AR 380-131; for the Navy by OPNAV
Instruction 5540.8E; for the Air Force by AFR 205-4; for the Defense Logistics
Agency by DLAM 8500.1; for the Defense Communications Agency by DCA
Inst. 240-50-7; and for the Defense Mapping Agency by DMA Inst. 5220.22).
the basis for these procedures is the United States-Canada Industrial Security
Agreement of 31 March 1952, as amended.

6-505 Contract Administration.

(a) When services are requested from the Defense Contract Administration
Services on contracts to be performed in Canada, the request shall be directed to:

Defence Supply Agency, DCASMA, Ottawa,
6th Floor, Canadian Building

219 Laurier Avenue, West

Ottawa, Ontario, Canada (K1A0S5)

(b) When contract administration is performed in Canada by Defense Con-
tract Administration Services, the paying office activity to be named in the con-
tract for disbursement of DoD funds (DoD Department Code: 17-Navy;
21-Army; 57-Air Force; 97-For all other DoD components) whether payment is
in Canac’an or United States dollars shall be:

Disbursing Office, DCASR, Cleveland
A.J. Celebrezze Federal Building
1240 East Ninth Street
Civveland, Ohio 44199

6-506 Letter of Agreement.

LETTER OF AGRLEMENT

.l.. This agreement ;p?liet o oll contracts placed, on or after October 1, 1956, by any of the
Military Departments with the Corporation. h shall remain in force from year s year uatil ter.

6-506
ARMED SERVICES PROCUREMENT REGULATION
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been given in writing. In addition, this agreement provides for certain reciprocal arrangements
facilitating procurement by each of the parties in the country of the other.

2. (a) The Corporation agrees that it will cause all first-tier subcontracts under contracts
covered by this agreement to be placed in accordance with the practices, policies and procedures
of the Government of Canada covering procurement for defence purposes, and agrees that if the
aggregate profit realized under such subcontracts by any first-tier subcontractor exceeds that
which is allowed by the Government of Canada under the above mentioned practices, policies,
and procedures, the amount of such excess will be refunded by the Corporation 1o the Military
Departments. There shall also be refunded profits on any subcontract in excess of amounts which
the Minister of Defence Production (Canada) in the exercise of said practices, policies and
procedures considers to be fair and reasonable, recovered by the Minister pursuant to Section 21
of the Defence Production Act (Canada) from any individual subcontractor of any tier. It is
recognized that the practices, policies and procedures of the Government of Canada referred to
above permit varying rates of profit not exceeding in the case of cost reimbursement type con-
tracts 7 - 1/ 2 percent of estimated cost plus, in certain cases, a bonus where cost savings have
been demonstrated, and not exceeding in the case of negotiated fixed price contracts 10 percent
of estimated cost. For the purpose of this paragraph, the Corporation will cause to be conducted
such audits in accordance with the Costing Memorandum DDP-31 of the Department of Defence
Production (Canada) and such verifications of cost as are in accordance with the said practices,
policies and procedures. The Corporation will render 1o the Military Departments its certificate
that the provisions of this paragraph have been observed.

(b) Contracts for communication and transportation services, and the supply of power,
water, gas and other utilities shall be excepted from the provisions of subparagraph (a) above,
provided the rates or charges for such services or utilities are fixed by public regulatory bodies;
and provided further the Military Departments are accorded any special rates that may be availa-
ble to the Canadian Government with respect to such contracts.

(c) The Canadian Government, its Departments and Agencies, including but not limited to
the Corporation and Canadian Arsenals Limited, a Crown Company wholly owned by the Canadi-
an Government, shall not be entitled to any profit on any contract or contracts covered by this
agreement. Any profits which may be realized shall be retumed to the Military Departments ex-
cept as hereinafier provided: Before refunding profits realized from the following sources:

(i) net profits of the Canadian Government, its Departments and Agencies, as defined
above, with respect to contracts and subcontracts covered by this agreement.
(i) excess profits referred to in paragraph (a) above, and
(iii) renegotiation recoveries from subcontracts of any tier under contracts covered by
this agreement, which recoveries the Military Departments would otherwise be enti-
tled to receive in accordance with the provisions of subparagraph (a) above;
the Corporation ghall be entitled o deduct any losses it may sustain with respect to contracts
covered by this agreement.

(d) Interim adjustments and refunds under this paragraph 2 shall be made at such time or
times as may be mutually agreed upon but at least once a year as of June 30th. Such interim ad-
Jjustments shall apply only to completed contracts. The final adjustment and refund shall be made
a3 300n as practicable after the expiration of this agreement.

(¢) The profit and loss provisions of this paragraph 2 shall not apply to contracts awarded to
the Corporation as the result of formal competitive bidding (initiated by Invitation for Bids).

3. (») All contracts placed by the Military Departments with the Corporation, except those
placed as the result of formal competitive bidding, shall provide for prices or cost reimbursement,
as the case may be, in terms of Canadian currency, and for payment to be made in such currency.
Therefore, quotations and invoices shall be submitted by the Corporation to the Miliary Depart-
ments in terms of Canadian currency, and such cost data, vouchers, etc., as the contracts require
shall also be submitted in lerms of Canadian currency. However, the Corporation may elect in
fespect of any of such contracts 1o quote, submit the said cost data, vouchers, etc., and receive
payment in United States currency, in which event such contracts shall provide for payment in
United States currency and shall not be subject to adjustment for losses or gains resulting from
fluctuations in exchange rates.

6-806
ARMED SERVICES PROCUREMENT REGULATION
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4. The Military Departments and the Corporation shall avoid, to the extent consistent with the
Geclared policies of the Military Departments and the Canadian Government, the making of any
surcharges covering administration costs with Tespect to contracts placed with the Corporation by
any of the Military Departments and contracts placed by the Military Departments in the United
Sutes for the Canadian Government.

3. To the extent that contracts placed with the Corporation by the Military Depantments pro-
vide for the audit of costs and profits, such audit will be made without charge to the Military De-
partments by the Cost Inspection and Audit Division of the Treasury of Canada in accordance
with Costing Memorandum Form DDP-31 of the Department of Defence Production, Canada.

6. The Canadian Government shall arrange for inspection personnel of the Department of Na-
tiona! Defence (Canada) to act on behalf of the Military Departments with respect to contracts
placed by the Military Departments with the Corporation and with respect to subcontracts placed
in Canada by United States contractors which are performing contracts for the Military Depar-
ments, and for the use of inspection facilities of the Department of National Defence (Canada)
for such purposes, such personnel and facilities to be provided without cost to the Military De-
partments. The Military Departments shall provide and make no charge for inspection services
and inspection facilities in connection with contracts placed in the United States by the Military
Departments for the Canadian Government and with respect to subcontracts placed in the United
States by Canadian contractors which are performing contracts for the Department of Defence
Production (Canada). The Department of National Defence (Canada) or any Military Depart-
ment may provide liaison with the other’s inspection personnel in connection with the foregoing.
It is understood that either the Department of Nationa! Defence (Canada) or any Military De-
pariment may in appropriate cases arrange for inspection by its own inspection organization in
the other’s country.

7. Because of the varying arrangements made by the Canadian Government and the Military
Departments in funishing Government-owned facilities (including buildings and machine tools)
to contractors, it is recognized that the matter of inclusion in contract prices of charges, through
smortization or otherwise, for use of such facilities will be determined in the negotiation of in-
dividual contracts. However, there shall be avoided, 10 the extent consistent with the policies of
the Canadian Government and Military Departments, any such charges for use of Government-
fumished facilities.

8. (a) The Corporation agrees that the prices set out in fixed-price type contracts covered by
this Agreement will not include any taxes with respect to first-tier subcontracts; nor shall prices
include custom duties to the extent refundable in accordance with Canadian law, paid upon the
import of any materials, parts, or components incorporated or to be incorporated in the supplies,
with respect 1o first-tier subcontracts.

(b) The Corporation agrees that under cost-reimbursement type contracts the Corporation
shall, to the extent practicable with respect to first-tier subcontracts, exclude from its claims all
taxes and to the extent refundable in accordance with Canadian Law, customs duties, paid upon
the import of any materials, parts or components, incorporated or to be incorporated in the sup-
plies and that any amounts included in such claims representing such taxes and duties shall be
refunded or credited to the Military Departments.

(c) The Corporation agrees that to the extent that such taxes and duties can be reasonably
and economically identified it will use Its bes: endeavors 1o cause such taxes and duties to be ex-
cluded from all subcontracts below the first tier and If found to be included to be recoverabie and
credited to the Military Departments.

9. The Corporation recognizes that existing law of the United States prohlbits the use of the
cost-plus-a-percentage-of-cost system of contracting.

10. Each contract covered by this agreement shall be deemod to include the provisions
required by (i) Public Law 245, 82nd Congress of the Unlted States (65 Stat. 700, 41 USC
133(c)) and (ii) Section 719 of Public Law 458, 83rd Congress of the United States (68 Stat.
333) ot similar provisions that may be required by subsequent legislation.

(Ead of Agreement)
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6-507 Cooperative Agreement.

MEMORANDUM OF UNDERSTANDING IN THE FIELD OF COOPERATIVE DEVELOP-
MENT BETWEEN THE UNITED STATES DEPARTMENT OF DEFENSE AND THE CANADI-
AN DEPARTMENT OF DEFENCE PRODUCTION

This Memorandum of Understanding complements the U.S. — Canadian Defence Production
Sharing Program by establishing a cooperative program in defense rescarch and development
between the United States Department of Defense (DoD) and the Canadian Department of De-
fence Production (CDDP), called the Defense Development Sharing Program.

1. Objectives:

The principal objectives of the Defense Development Sharing Program are:

a. To assist in maintaining the Defense Production Sharing Program at a high level by making
it possible for Canadian firms to perform research and development work undertaken to meet the
requirements of U.S. armed forces.

b. To utilize better the industrial scientific and technical resources of the United States and
Canada in the interests of mutual defense.

¢. To make possible the standardization and interchangeability of a larger amount of the
equipment necessary for the defense of the United States and Canada.

2. Description of the Program:

8. The Defense Development Sharing Program will consist of research and development pro-
Jecus (such program projects being hereinafter referred to as “'projects™):

(1) which are performed by Canadian prime contractors;

(2) which are designed to meet specific DoD research and development requirements;

(3) in which the Military Department of DoD which is the United States party to the project
agreement acts as the design authority; and

(4) which arc jointly funded by DoD and CDDP, (Where DoD undertakes the research and
development of a weapons system composed of several components, work funded by CDDP on
one or more of such components will be considered to be jointly funded).

b. The Defense Development Sharing Program will not include efforts referred to in para-
graph 13.

3. Funding:

The financial contribution of DoD in each project will not be less than 25 percent of the
costs incurred subsequent to the date of the project agreement provided that in the case of work
referred to in the parenthetical sentence of paragraph 2.a(4), the financial arrangements shall be
as agreed to by DoD and CDDP in the project agreement.

4. Selection of Projects:

A proposal to initiate a project may be made by CDDP 1o any of the Military Departments of
DoD pr by any of the Military Departments of DoD to CDDP. Each proposal will contain a
complete and detailed description of the scope of the project and work to be performed and of
the suggested cost sharing arrangement. Projects will be selected by mutual agreement of CDDP
and the Military Department of DoD concerned.

5. Project Agreemenis:

The specific terms and conditions of each project will be governed by a project agreement
between a Military Department of DoD and CDDP. The project agreement will inter alia set forth
the scope of the projects, the work to be performed, types of reports to be submitted, the time
and funding schedules, and the cost sharing arrangements.

6. Selection of Prime Conitractors:

The selection of prime contractors for work 1o be performed under a project shall be subject
to mutual agreement.

7. Contract Clauses for Projects:

The Canadian Government agencies responsible for placing and administering research and
development contracts with Canadian firms, will insert suitable provisions in such contracts ob-
taining for DoD the same production rights, data, and information that DoD would obtain for it-

self if DoD were solely funding and placing the contract under ks Armed Services Procurement
Regulstion.

6-807
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8. Competitive Research and

DoDviﬂnotmp;ehmumhmddevcbpnwmwhichduplmthmibcbumhd
out under any projoct unless DoD considers such research and development to be i the Unitad
States national interest. The appropriate DoD agency will notify CDDP before undertaking such
duplicative rescarch and development and will, if requested by CDDP, promptly enter into con-
sultations with CDDP.

9. DoD Procurement of Project Developed ltems:

Procurement by DoD from Canadian firms of items developed in a project will be made
under the Defense Production Sharing Program and in accordance with the DoD Armed Services
Procurement Regulation. Pursuant to that Regulation, procurement of items developed by
Canadian firms under the Defense Development Sharing Program will not be *“set aside ™ for amall
business or for labor surplus areas.

10. Secunity:

8. Information and materials developed within projects will be considered to be jointly
developed, and classification and declassification thereof will be determined jointly.

b. Classified information and materials exchanged in connection with or developed within
projects will be safeguarded in accordance with the United States—Canadian Security Agreement
of January 30, 1962, and the United States—Canadian Industrial Security Agreement effected by
an exchange of letters dated February 6 and March 31, 1952, as amended.

11. Disclasure of Classified Information:

a. Classified information and materials received by either Government under the Defense
Development Sharing Program but not developed within a project will not be disclosed or trans-
ferred to third countries, or nationals of third countries, without the consent of the originating
Government.

b. Jointly developed classified information and materials will not be transferred or disclosed

to any third party by either Government or nationals thereof without the consent of the other
Government.

12. Sales:

a. Sales or transfers to any third party of items developed in a project containing classified in-
formation or materials will be subject to the provisions of paragraph 11.

b. Sales or transfers to NATO, Commonwealth, and SEATO countries, or nationals thereof,
of jointly developed unclassified items may be made in accordance with any applicable arrange-
ments between Canada and the United States regarding munitions control. Sales or transfers to
any other third party of jointly developed unclassified items will not be made without the consent
of both parties to this agreement.

c. Sales or transfers to any third party of jointly developed unclassified rights, information, or
data necessary for the production of an item developed in a project will not be made without the
consent of both partics to this agreement.

13. Other Research and Development Efforts Not in Defense Development Sharing Program:

a. Consistent with normal DoD source selection procedures, Canadian firms may bid for
DoD rescarch and development contracts which are to be funded solely by the United States.
DoD will evaluate proposals from qualified Canadian firms on a parity with proposals received
from United States firms. CDDP undertakes to ensure that Canadian firms comply with DoD
procurement procedures.

b. CDDP may award and solely fund research and development contracts to Canadian firms
for the purpose of satisfying existing or anticipated DoD requirements. DoD and its Military De-
‘partments will not act as Design Authority for such contracts. In the event that the results of any
such contract become of sufficient interest to DoD to warrant joint funding, the contract work
may, upon mutual agreement, be made the subject of a Defense Development Sharing Program
project.

14. Canadian Access to United States Information:

Subject to United States legislation and national policy, the Government of Canada will have
sccess to information on the future requirements of DoD research and development programs
and Canadian firms will have the same access to DoD research and development program imfor-
mation as Unlited States firms.

18. Supersession of Prior Arrangements:

&-507
ARMED SERVICES PROCUREMENT REGULATION
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This Memorandum of Understanding supersedes the memoranda between CDDP and the
United States Departments of the Army, and Air Force, respectively, dated July 26, 1960 and
December 22, 1961, except with respect Lo projects already entered into thereunder.

16. Effect and Duration:

This Memorandum of Understanding will remain in force indefinitely, subject to modification
or termination at any time by mutual agreement or to termination six months afler rece = by
either party of writien notice of the inlention of the other party 10 terminate It.

Signed: Charles M. Drury

Signed: Robert . McNamara
Charles M. Drury Robert S. McNamara
Minister of Defence Production Secretary of Defense
Date: 21 November 1963

Daie: 16 November 1963

6-507
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MENORANDULL OF UNDERSTANDING

EETWEEN

THE GOVERENLENT OF TEE UNITED STATES

LD

TEE GOVERNIENT OF THE UNITZD EINGDOM

OF GREAT BRITAIN AND NORTHERN IRELAND
RELATING TO

THE PRINCIPLES GOVERNING COOFERATION IN

F&D, PRODUCTION, AND PROCUREMENT OF DEFENSE EQUIFLENT

SHORT TITLE: COCPERATION
5-16 ARPANGELIENT
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Tre Government of the United States (USG) and the Governrent
of tre United Kingdom of Grezt Britair and Nortkern Ireiznd
(F1XG), hereirefter referred to as the Governzents, are
developing righ tecknology wezvons systems and other
edvenced items of defense equipment and are seeking to
ackieve grezter cooveration in research, development,
production and procurerent in these areas in order to Caxe
tke most rationzl use of their respective industrial,
econorzic and technologiczal resources, to achieve the
greavest attzinable military capability at the lowest
possible cost, and to achieve greater standardizztion and
interoperability of their wezpons systers.

The Governmmenis already have an Arrangement dated Lay

1963 for Joint Lilitery Develorment and the USG has certain
offset arrangements with HG against purchases by KNG

of major wedpons sysiems and items of defense equiprcent.

In order to further tre zkove zims, tre Gevermzents hzve
decided tco enter inio an undersier e Emd TRis Lo
sets out tkhe guiding principles governing mutuzl cooperation
in defense eguipmenti vroduction and purchasing and associated
offset arrangerents. Tris llemoranduz is intended to £it

into the troader context of NATO Rationalization/
Standardization and %o be compatidle with any NATO arrangernent
that right subtseguenily te negotizted.

SECTION A: PRINCIPLES GOVERNING ESCIFROCAL DEFENSE
RCEASING

1. Each Government has established i<s policies for
strengthening the mechanisms essenizl to increasing
cooperation irn research, developzent, and production and
procurercent of military systems. 1In Keeping with these
policies, and in the interests of enhancing their mutual
security and to assist the Governmen:s in discharging
better threir mutusl defense obligations, it is unders<tood
that the Governments will cooverzte in all respects
practicatle, to the end that defense eguipment production
and procurement efforts of the two countries be administered
So as to assure the maintenance of a long term and ecuitadie
bzlance in reciprocal pPurchasing of defense equipment.

This balance will be at levels to be mutually determined.

2. The following principles to facilitate these objectives
have been decided upon by +the Governments:

a. Both Governments will provide appropriate policy
guidance and administrative procedures within thei-
respective Defense procuremen: organizations to
achieve and mzintain the ggreed~-upon balance of
reciprocal Defense purcheases.
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bs Tre Governments will identify and nominzste for
corsideretion ty ezch other items oi defense
eguiopment btelieved suitatle to satisfy their
respective recuirements. The Governrents will

decide between thexz, to which items of defense
eguipmenty purchases this llemorzndum of Understanding
(¥0U) will aprly and whether the items may be
procured on 2 Government-to-Government or Government-
to-Industry tasis.

Ce The detailed implementing procedures to be arranged
will incorporate the following:

(i) Offers will be evaluated without applyirg
price differentials under Buyv-National laws

and regulations consistent with netional laws
and regulstions.

(ii) Cffers will te evzluaied witkour ire cos:t of
izport duties, and provision will be made
for duty free entry certificates and related
documentation.

(1ii) Full consideration will be given to 21l gualifiec
sources in ezch other's country in accordance

with the policies and criteriz of the purchesing
office.

(iv) Offers will be reguired to satisfy requirements
for performance, guality, delivery, and cost.

d. To facilitate production programs set up in
izplementation of this 10U, the Governments understand
that subject to their established policies, procedures,
regulations and subject to privately owned proprietary
rights, each Government will, so far as it is able,
without incurring otligations to others, arrange for
release to the other and to its agents of informztion

eand technology necessary for the purposes of such
I 2rcsll 5 Eesth. ol

e. The Governments, through their appropriate
representative, will consult concerning any protlems
which may inhibit the efficient operation of this
arrangement. Such consultations will be conducted
on the basis of SECTION B of this MNOU.

SECTION B: INPLENENTATION NACHINERY

Both Govermments understand that detailed implementing

procedures need to be considered and decided upon in order

to carry out the provisions of this MOU. Representatives

of the Governments will be &appointed to develop a

coordinated program of such implementing procedures, and

to discuss procurement and production needs of the Governments
These representatives will meet as required.
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2. The Director, Deiense Security Assistence igency,

unéer the policy guidance of the Assistan< Secretary of
Defense (Internaztional Security £ffzirs), and in coordiration
with the Director, Defense Research and Engineering, the
assistant Secretary of Defense (Instzllations and Logisiics)
and otkher DOD offices will te the foczl point in +he US
Government for trhe cdevelopmeni of an overzll coordina*ed
rrograz of irmplementing procedures under this 1OU. The
Director, Defense Resezrch ané Engineering will be respons-
ible for matters under this IOU toucking upon researckh,
developzent, test and evaluation as trey relzie to bilateral
arrangezents Ior joint militery develioopment. The issistar+
Secrevery of Defense (Instzllations and Logistics) will

be responsitle for maneging procurement znd Precuc sher
matters under tris 120U on 2 continuing basis, in coordinztion
with CASD(ISA), DSAA and other zppropriate DOD offices.

3. The Fead of Defence Szles, 10D, under the po icy
guildance of <re iinister of Sizie for Defence, &nd in
consulvation, 2s approprigte with the Chezirman and merbers
of the NOD Defence Eguiprment Policy Comnit<ee, will be
responsitle on the UL side for the development of an over-
all coordinzted program of implemexting vrocedures under
this liemorandum of Understanding.

1 |

SECTION C: INDUSTRIAL PARTICIPATION

1. Eack Government will be responsible for tringing to
the attention of the defense industries within its country,
the basic understanding of this INOU, together with
appropriate guidance on its implementation.

2. Implexentation of this MOU will involve full industrizl
participation. Accordingly, the Governments will arrenge
that their respective procurement end requirements offices
will be made femiliar with the principles and objectives

of this IOU. Notwithstanding the govermmental procedures

to facilitate implementation, it will be the basic respons-
ibility of indusiry in each country to isolate, identify,
and advise its Government of capabilities and to carry

out the supporting actions to bring industrial participation
to consummation.

SECTION D: TERMINATION

i This MOU will be terminated on 1 January 1985 unless
the Governments mtually decide otherwise.

2. If, however, either Government considers it necessary
for compelling national reasons to discontinue its participa-
tion under this }OU before 1 January 1985, any proposal

for termination will be the subject of immediate consultztion
with the other Government to enable the Governments

fully to evaluate the consequences of such termination.
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SECTION E: FTURTHER COOPERATION

Annexes subseguently negotizted by the responsitle
offices and endorsed by eporoprizte Governrentzal
authorities will form an integral part of +tkis
Eerorandur of Understanding.

SECTION ¥: EFFECTIVE DATE

Tnis liemorandum of Understanding will come into
operation upon signature by the Governmenis.

Zd:
Signed irn duplicate at London this ‘!" day of
Septerter 1975

fi A&%QZ$~—§L~ éagbi.L&AJLSG“::,—*"

or txhe Governcent ¢if <tne For the Goverpa€Adt of the
United States United Kingdom of Great Britair
and Northern Ireland
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ANNEX 1

Implementing Procedures for the 'Memorandum of Understanding between the
Government of the United States and the Government of Great Britain and
Northern Ireland Relating to the Principles Governing Cooperation in RED,
Production and Procurement of Defense Equipment' of 24 September 1975.

I INTRODUCTION

On 24 September 1975 the Governments of the United States (US) and the United
KXingdom (UK) signed a Memorandum of Understanding (MOU) relating to 'The
Principles Governing Cooperation in R&D, Production and Procurement of Defense

Equipment''. The purpose of this document is to set forth the agreed implement-
ing procedures for carrying out the MOU.

IT MAJOR PRINCIPLES

A. Both the US and the UK will consider for their defense requirements
qualified defense items (and associated services included in a procurement
contract) developed and produced in the other country. It will be the
tesponsibility of government and/or industry representatives in each
country to obtain information concerning the other country's proposed
developments and purchases and to respond to requests for proposals
in accordance with the prescribed procurement procedures and regulations.
However, the responsible governmental purchasing agencies in each country
will assist sources in the other country to obtain information concerning
proposed purchases, necessary qualifications and appropriate documentation.
The responsible governmental purchasing agencies in each country will seek
to inform themselves of the defense items which might be available from the
other country to meet specific requirements.

B. Offers will be evaluated without applying price differentials under
Buy-National laws and regulations.

C. Offers will be evaluated without consideration of the cost of import

duties, and provision will be made for duty free entry certificates and
related documentation.

D. Full consideration will be given to all qualified industrial and/or
Government sources in both the US and UK consistent with the policies and
criteria of the respective purchasing agencies.

E. Offers will be required to satisfy requirements for performance,
quality, delivery, continued logistic support, and cost. In preparing
Invitations for Bids and Requests for Proposals, and in evaluating Offers,
where applicable and consistent with national laws and regulations full
consideration will be given to potential NATO savings and/or .increased NATO
combat capability expected to result from the procurement of items that are
standardized or interoperable with those of the Allies.

IIT ACTION

In implementing the MOU both countries will review and, where considered
necessary, revise defense policies, procedures and regulations to ensure
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that the principles and objectives of this MOU, which are intended to be
compatible with the broad aims of NATO Rationalization/Standardization
are taken into account. In addition both countries will:

A. Ensure that their respective requirement offices are familiar with
the principles and objectives of this MQU.

B. Ensure that their respective research and development offices are
familiar with the principles and objectives of this MOU, which are
complemented by the "Arrangements for Joint Military Development by the
US and the UK' of 1963.

C. Ensure that their respective procurement offices are familiar with
the principles and objectives of this MOU.

D. Ensure wide dissemination of the basic understanding of this MU
to the respective defense industries.

E. Assist industries in their respective countries to identify and
advise the other government of their capabilities and assist industries in
carrying out the supporting actions to maximize industrial participation.

F. Review defense items submitted as candidates for respective requirements.
Indicate requirements and proposed purchases in a timely fashion to ensure
adequate time for their respective industries to qualify for eligibility.

G. Make best efforts to assist in negotiating licenses, rovalties and
technical information exchanges with their respective industries.

H. Ensure that those items excluded from consideration under this MOU for
reasons of protecting National requirements (for the maintenance of a defense
mobilization base) are limited to a small percentage of total annual defense
procurement spending. It is intended that such defense items, as well as
those items which would not be qualified as a defense item under this MOU
because of legally imposed restrictions on procurement from nonnational sources,
should be identified as soon as possible in lists drawn up by MOD and OSD for
their respective countries, and that the position should be kept under review
at this level.

I. Ensure that the balance of reciprocal purchasing within the areas of
this MU takes into consideration the levels of technology involved, as well
as the contractual value.

IV. COUNTING PROCEDURES

The US and UK Governments will decide between them to which ‘items of defense
equipment this MOU will apply but in principle all defense items (and
associated services included in a procurement contract) purchased by either
country will be counted against the goals of this MXJ as lang as they meet
the following criteria:

A. Direct purchases by either Government from the other, including its
Agencies;
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B. Direct purchases by either Government from the industry of the other
country;

C. Purchases by Industry from the Govermment or Industry of the other
Country in aid of Government defense contracts;

D. Purchases by a third country government from either US or UK
Government or industrial sources as a direct result of effort of the other
(non-supplying) country.

E. Purchases resulting from common funded projects to which the US
and/or UK are contributors, to be credited in proportion to each country's
financial contribution to the project, and to work carried out in each
country. The applicability of such purchases to this MJU will be agreed
between MOD/OSD in each case.

F. License fees, royalties and other associated incame resulting from
orders placed by Industry and/or Government with a licensed company in the
other country.

V. ADMINISTRATION

A. Each country will designate points of contact at the Ministry of
Defense level and in each purchasing service/agency.

B. Country representatives will meet at agreed intervals to review
progress in implementing the MOU. They will discuss development, production
and procurement needs of each country and the likely areas of cooperation;
agree to the basis of, and keep under review,- the financial statement
referred to below; and consider any other matters relevant to the MOU.

C. An annual US/UK Statement of the current balance, and long temm
trends, of purchases between the two countries will be prepared on a basis
to be mutually agreed. Such statement will take account of any US-UK Offset
agreements in force when the MOU was signed, and will be reviewed during the
meetings referred to in B above.

For the Government of the United For the Government of the United
States Kingdom of Great Britain and Northern
Ireland
Aw/774 90 QL /576
Apbate Date

5-23




ANMEX 11 TO THE "MEMORANDUM OF UNDERSTANDING BETWEEN

THE GOVERNMCNT OF THE UNJTED STATES AND

THE GOVERNMEMT OF THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND

RELATING TO THE PRINCIPLES GOVERNING COOPERATION IN

R&D, PRODUCTION AND PROCUREMENT OF GEFENSE EQUIPMENT"

OF 24 SEPTEMBER 1975

MUTUAL ACCEPTANCE OF TEST AND EVALUATION

INTRODUCTION

1. In furtherance of the principles governing reciprocal Defence purchasing, as
defined in the subject Memorandum of Understanding (MOU) and in accordance with
the Implementing Procedures for the 1QU (Annex I thereto), representatives of the
US Department of Defense (DoD) and the UK Ministry of Defence (MOD) have engaged

in discussions and presentations on Test and Evaluation (T&E) in Defence procure-
ment. The discussions were aimed at facilitating the implementation of the MOU by:

a. Bringing about a thorough, mutual understanding of the two governments'
policies, organisations and procedures for T&E.

b. Identifying the main differences between the two governments'
organisa ions and procedures for T&E.

Cc. Determini.g the actions required to overcome any difficulties
arising from the identified differences, in order to assure
complete mutual acceptability of T&E procedures.

2. The purpose of this Annex, drawn up in accordance with Section E of the MOU,

is to record the concurrence reached by the two governments concerning the mutual
acceptability of their respective T&E Proceaures for those systems that are

develored in one country and are candidates for procurement by the octhar. Two
categories of Defence systems are considered:
a. Those still under development.

b. Those for which development is complete.
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POINTS OF CONCURRENCE

3. The objective is to avoid redundant testing. Neither government will
duplicate tests where acceptable data is available from the other government's
official test programme.

4. Existing T&E organisations and procedures of both governments are adequate
to satisfy the purposes of the MOU. Differences are not such as to justify
changes being made to the present procedures of either government.

5. To achieve a more widespread understanding of the two governments' T&E
organisations and procedures in the US DoD, in the UK MOD, and in the Industries
of both countries, the two governments will produce guidance information
necessary to meet the purpose of this Annex, including:

a. The relationship between their respective T&E organisations and
procedures.

b. A US DoD-UK MOD communications matrix for initial contacts.

6. The focal point for all T&E aspects of procurement relating to development
testing will be the US Programme Manager or the UK Project Manager for the
equipment being offered. For operational testing aspects, it will be the

applicable US Services' independent operational test agency and in the UK,
the Project Manager.

MUTUAL ACCEPTANCE PROCEDURES

7. A1l proposals for consideration of equipment of one country for procurement
by the other will require a review of T&E data reflecting test conditions, test

results and succes criteria on a case-by-case basis. The following procedures

will therefore be coserved in all procurement considerations:

a. To facilitate the exchange of T&E data, a common documentation format
will be adopted. This format will be similar to the US Navy's Test

and Evaluation Master Plan (TEMP) as outlined in OPNAV Instruction
3960.10.

b. For systems under development, the offering government will invite
participation by the other early in the T&E programme. Should the
other government not choose to participate in -the testing, th2 offering
Government, subject to its laws, established policies, procedires
and regulations, and subject to privately owned proprietary rights,

will arrange for the release to the other of information necessary for
the purposes of such T&E.

c. For systems for which development is complete, the offering government
will ensure, subject to its laws, established policies, procedures and
regulations, and subject to privately owned proprietary rights, that
all pertinent T&E data is made available to the other.
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d. Should onc government adjudge the T&E which has been completed or
planned by the other to be inadequate for its procurement procgdgres,
the two governments will decide by mutual agreement on any additional
testing to be carried out. Such additional tes?ing may be conducted
by either country as mutually agreed. In addition, before such
additional testing commences, concurrence will be reached by the two
governments regarding payment of costs, allocation of resources,
scheduling and the evaluation criteria which will apply.

e. When either government releases T&E data to the other, it is under-
stood that, in the absence of any specific agreement to the contrary,
such data is made available in confidence to the receiving government
for the purpose of information and evaluation within such government
and for no other use.

f. Each government will mark data transmitted to the other with a legend
that will indicate the country of origin and the conditions of release,
that the data relates to this MOU, and that it is furnished in confi-
dence. Where appropriate the security classification wiil be shown.

Corresponding arrangements will be made for records of data transmitted
orally.

g. Each government will make its best effort to protect data submitted
in confidence by the other government. In the event of any request
under domestic legislation to make available to the public such data
furnished by the other government, the recipient government will

take all legal steps available to it to withhold the data from
disclosure.

8. In any case where agreement cannot be reached between the focal points or
their Service superiors concerning the acceptahility of T&E, or when it is
felt that adequate data and information on T&E have not been provided, the
matter will be refe-red to the appropriate high:r authority. For the US this
will be the Director Defense Test and Evaluation and for the UK this will be

A ZMQM X;&Qé:fb‘\v- i e

ror the Governint of thi/ﬂnited For the Government of the Uny ad Kingdom
States of Great Britain and Northern Ireland

’ -~
90ch R 7 et (97F
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ANNEX III to the "Memorandum of Understanding Between the Government

of the United States and the Government of the United Kingdom of

Great Britain and Northern Ireland Relating to the Principles Governing

Cooperation in R&D, Production and Procurement of Defense Equipment"
RECIPROCAL AUDITS OF CONTRACTS AND SUBCONTRACTS

1. GENERAL

The US/UK Mémorandum of Understanding on Cozoperation Arrangements
envisages the need for detailed implementing proceaures to be decided upon.
This Annex deals with reciprocity in the handling of auditing activity
related to contracts and sub-contracts falling within the scope of the MOU.

The participating Governments recognize the mutual benefit of
undertaking reciprocally for each other in their respective countries price
proposal audits and contract cost audits in connection with the acquisition
of defence equipment. As used in this Annex the term "audit" may.include,

but is not limited to, the following services including Field Pricing Support

as appropriate to the contratt or sub-contract concerned:

- Survey of contractor's, capability;

- Pre-contract audit;

- Audit during contract performance;

= Audit after contract performance, e.g. termination, before payment
of final price in respect of fixed price contract or cost type
contract;

- VYerification of compliance with requirements set forth by the
purchasing government for accounting of contract costs or pricing;

- VYerification after contract award of the currency, accuracy and
completeness of data supporting a contractor's price proposal.

I1. PURPOSE AND SCOPE OF AUDITS

. The purpo<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>