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in defence goods would sSeem Lo be Lhe oplimal appreach to

The cent:al'argument of ‘this, K paper is that efforts to
rationalise the European defence industrial basg are both
pre-requisite to and incompatible with the broader goal of

Allance-wide specialisation and rationalisation, at least

wiLhin,NATO as it 1s presently configured. Broadly, tLhe : -

-

contention is that rising weapons costs inthe context of
stuble or shrinking defence budgets are wmoving the NATO

alllance Loward structural disarmament. In response Co

’

Lhiv trend, the Alliance has been forced Lo conslder means

*

1 b1

boretormingg Tty highly wastedinh delence industzial of Lo

30 bthat the price of militury preparedness can be kepl
wilhin rvanonabile limits.,  From o simple economic

perpeotive, Lhe creglion of a NATO-wide free-trade regime

Ll

Lhis preblem.  Free trade, however, 1s fraught with

political hazards that make it largely unacceptable to most
Alliance governments. )

An apparently attainable alternative to free trade In

S

this connexion” is "managed specialisation." Managed N

speclialisation, hewever, alsa has 1ts limitatlons. Put

simply, in order to rzationallise the Allied development and

production effort, Europe must first of all "get itself

/.
«



together” and begln producing competitlvg eqﬁlpment at
competitive prlceéu In order to achleve thls, however,
Europe must reform its own domestlc market 1n order to
realise US-scale production economles and caplitallsation
rates. The crux of the problem is that thls necessarily
reqhizes greater Buropean-collaboratlon and protectlonlism,
and ultimatelf suggests that Europe will begin Lo offer the
US more global competition. As this is unlikely to sit
well with the "Americans, it wdulﬂ secin Lhat-- contrary Lo
Lhe ovriginal ixﬂnﬁ1t~~ Turopean rationalisatian pétnm
Jeslined tu resull o wmore, nol less, fraclure within the
Alllahéc defence indusitrial deU.. Although thu verdiot i

net yet final, the Eurofighter prougramme would seem Lo

confizm this hypolthesis.
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In the period immediately following:- the Second World
War, traditional concerns regarding the cost of miliéaﬂg
preparedness became somewhat muted Qithin the'gtlantic
Alliance. Americé‘s nuclear monopoly p:oGidedfthe West
with the means to pursue the goal of secur;ty without
recourse to heavy dependencé on expensive %round forces,
and effectively'eclipsed’any.interest in maintqining Allied
conveﬁtional ﬁorces at levei; close to those of the
Soviets. As-a result of this n;cleaf dependence, however,
A}lied (particularly Western European) governments were
"largely insulated from the strategic implications'of_tﬁe
contracting Alliance defence industrial base.(l) Relieved
of the need@ to secure conventional parity with the Warsaw
P;ct, Alliea,goveznments were able to avoid making
difficult decisions with respect to defence industiial
preparedness, and to concentrate Instead on expand;ng aqd

"developing other sectors of thelr economles. Over time, as

one might expect, thls neglect generated profound changes

in the Alliance defence-economies. Western European



nations (and to a lesser extent the Unlted States)
experienced a éevere contraction in defence-related .
indugtrlal capacitf and a marked redﬁction in their ablllty
to develop and producé the mllltary wherewlthal.required
'Eor conventlonal warfar;._ 0f course, as long ashﬁasslve
Retaliation reﬁained stable and credible as the foundatlon \
0f detexrxence this was of 1ittl; military conseguence--
under thgse-conditions, the security of t\f Alllance was
ultimately guaranteed without reference to NATO\E’,ﬁ
conventional posture~ As the nuclear bedrock’ began to
crumble in the mid-1960s, however, concern over thé

Alliance's defence industrial base began to resurface, and

i;H&FQ planners f;re-ﬁorced to come to grips with the
stiategic implications of a stunted and inadequate

defgnce-industrial 1ﬂ£rastzucture.

The advent of Soviet-American strategic parity sometime

in the late 1960s seriously challenged then-domlnant Allled
attitudes toward defence industrial preparedpess. With the
credibility of America's nuclear umbrella seriously

undermined, the European allies began to rediscover the
threat posed by the Soviet Union and the assoclated ne;d
for efféctive non-nucléaz mi}itary-férces. This, coupled
with emerging doubts about America's longfté;m commitment
to Europe (as well as concern over the political and
economic Implications of dependence on the Amerlcan defence

industry), suggested to Western European governments the

need to expand the European arfiaments base and develop a
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more robust indigenous defence-industrial capacity.
4éim11arlf, strateglc parity reklndled dormant American
interest in the dgfence-lndustrial capacity of the
gll}énce. Confronted with the reality that nuclear war now
th:eaﬁened £he_physica1 security of the Uhited Stateé,
American political ;;a military 1éaders despérately-soughf

to reduce the risks assoclated the all-or-nothing nature of

e

Masslve Retallatlon. Accordingly, the us goverqment not
only toak steps to protect and énhance its own conventional
-.deterrent and defence.industrial base, ‘but also strongly
encouraged the neQ‘Euroﬁéan‘consciousness. To be suré;
this response was quite obviously based on American
‘perception$ of the . US natioﬁal—interest and the bgl}ef that
a morxe effective conventional capability in Europe would
ultimately limit any future war to a protraétea
conventional confligt iM the European theatre. Whatever
the reason, however, early American support for the

rationallsation and éxpansion of the European defence

industrial base set in motion a process that would

‘—-—

ultimately generate slén}fiéant-levéls of conflict within
the Alllance-- over the long run threatening to -seriously
impair the economic efflciency of the Alliance defence
industrial base. N

Strateglc parlty and the renewed conventlonal threat,
;hen, have forced .the NATO allies to pay attentlon to some

of~the more serious proble%s assoclated with the Alliance’'s

ailing defence industrial base. Put simply, the alliance
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has come to reallise that Its production of conventional

weapons systems is extraordinarily wasteful and

__ Itnefficient. NATO 1s_unab1e to muster an adegquate

—

conventional deterrent (both in texm of readiness and .
sustalnabllity) 1arggiy Because it caﬁnpt maximise the
military output obtainedlfor a given linput of resources.
Wasteful dupllication of research and development,
unexpioited economies of scale and leaining, and expensive
paréllel supéort facilities 5ave»a11 tended to eégde NATO's
defence induStria} base and have quite naturally.resulted

in a seribusly attenuated capacity for conventional "

defence. - N

-

From a military perspective, of course, the simpke and
obvious remedy for NATO's ptepa:edness ills is to reverse
cunrrent trends by raticnalising §nd standardiéing the

Alliance's defence-industrial infrastructure. Such 'a move.

. would enable NATO to produce and sustain a comprehensive

ranée of conventlional weapons without necessarlly placlng a
further economic burden on the various Allied governﬁentsﬁ

-

Problems arise, however,-when one moves out of the ‘ .
relativelg simple_woild of miiitary logic, qgé into ﬁhe
more complex universe\of economic, politics, and alllance
dynamics.. Within this bro#der context, the solutions £\
NATO's defence industriai probiems have been neither simple
nor obvious-- -indeed, despite a great deal of éffort‘og the

part of both scholars and polliticlans, in recent years they

have proven particularly elusive.

,,:‘-j.-
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As a result of divergent soclal coénditlons, economic

concerns, and stiategic perceptlions, the “two-plllars" of
the Atlantic Alliance (the US and ﬁestern Europe) have been

qonspicuously'unable to forée a.singie integrated defence

industrial base, or even to significantly co-ordinate

defence pfoduction and industrial planning. Consequently,

. efforts to eﬂhance and rationalise the defence industrlial

|

infrastiucture of the Alliance have generally made within

Ewo separate” polltlcal and institutional i:ameworks. On

"the one hand the United States, with its huge domestlic

defence market and natural comparative advantage in the
arms industry, has promoted speczallsatlon and,varlous

—— . . -

forms of sectoral free trade as a means .to Alllance-wide
defence industrial rationalisation. This approach_has'beén
attractive to many (but by no means all) Amerlcans iargely
because it affords the US improved cpportunities to export
defence sfgiems and sub-systems to WeéternﬁEurope, and thus
partially offsets the US military balance of payments
deficit while at the same time maintaining America's
technologlcal edge. The Europeans on the other hand, with
their historically fragmented reglonal defence market, havé‘
attempted to enhance their reglonal defence industrial base
through state-led intervention in the.market-place. To the
European allles, speclalisatlon based on comparatlive
advantage, whlle having some millitary métit, is perceived

as threatening to both national sovereignty and regional



e S
WL

-

economlc development.- As a result, oaéionalioatlon, o
protéctionism: and export-subsidisation are all lmportant
components of‘European defence industrial policy.

| fné result of tols two-pillar approach to dcfeoce
industrial production andhorocﬁrement has been an
lncreaSLng ten51on between .America and Western Europe. 'in'
effect the whole xssug—area of preparedness has become a

sort of battleground for the competing and conflictlng

interests of the Allles, with both sides accepting the goal

of rationalisation but with neither sSide able to accept the
other's vision of how to achlieve that objective. While it

" is important at this point not te overemphasise the .

immediate th;eaf this poses to the Alfiance, it is pe:hapsr
equally important not to ignore the looé-term implications

of this type of cent:}fugal process; for within the context
of what many percéive to be a "widening-Atlantic", conflict

and competition over';iziiifence industrial base does pose

a serious threat, bot he shortftezm workablllity and

long-term viability of the Atlantic Alliance.

‘
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Nationa{ defence and secdrlty, it seems, are
long-seandihé political concerns that are deepiy rooted in
the nature of the international economic order. Given the
anarchic character of the global community, of course, and
the pervasxve competition among naE}ons for security and
power, this ls not paxtlcularly bquIlblng-- an *
international system lacking any “sovereign" or binding
judicial power must typically subject disputes to the
arbitration of military might and physical coercion;(2)
Both history and a substantial body of political theory,’
then, suggest that the very structure of the global
states-system tends to géneraté fear and lnsecurity (and
ulﬁlmately war) among natlons.

A corollary of this pervaslive conflict and insecyrlity
among nations is the near ubiquitous pre-occupation of

states with-the pursuit of military preparedness. In an

—~—
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1nternatlona1.system largely deflned In terms of anarchy
and discord, of course, it is military force which is both
the most immediate and visible danéer to the soverelgn
state, and the principal ﬁeans of protecting—the physlical
integrity and political values of the nation. In this
connexion, Adam Smith argued over 200 ye;rs ago that
military force was indispensible to the state, and that in
fact it was the primary responsibility of government to
ensure adeguate levels of defence. To quote Smith:

The £irst duty of the .sovereign [is] protecting

the society from the viclence and invasion of

other independent societies, [and that] can be

performed only by means of military force.(3)

Givea the nature of the international states-system,
then, it would seem that military preparedness is
intimately bound uﬁﬂﬁith the céré interests of the state--
cr, more precisely, national sovereignty and security.
This beiﬁg the case, it is perhaps not too ;szrising that
states have almost invariablf spught to provide themselves
with some level of militaxy capabllity; from the earliest
times to the present, governments have been compéiled td
raise armies and navies (and later airforces) to pgotect
their respective natibns from the "violence and-invasion"”
of others. .And, if history has anything to teach us, as
long as the international system remains premised on

LY

conflict and competition, it is difficult to imagine that,

'“"the'necessity for military preparedness will abate to any

appreciable degree.



Having in some measure establlished the roots of the
military preparedness issue, 1t 1s perhaps useful to
consider more fully the nature and implications of the
concept;"Essentially, preparedness refers to the
"readiness" of a state to employ military force in the
pursulit ¢f Llts natlonal interest. Of courée, as Is usually
the case in the soclal sciences thls phenomenon does not
lend itself particularly well to exact*définition. It is
possible, however, to enumerate some of the characteristics
of the concept, and oultine some of its more significant

—political implications.

One of the more politically interesting features of
S
military preparedness 1s that, regardless of whether it

igvolves the pursdit of readiness ({(forces-in-being,
avéilable war stocks, etc.), or sustainability (industrial
surge capaéity, mobilisablexxﬁsouxceé), it seems that soﬁe
form of econecmic penalty or cost is necessarily incurred.

As Hitch and McKean argque,

The .problem of national security might in
theory be regarded as one big economic problem.
The nation has certaln rescurces-- now and
prospectively in the future-- which are
classified by economists as varlous sorts of

" land, labor, and capital. These resources can be
used to satlisfy many objectives of the nation %pd
its -Ifndividual citizens-- naticnal security, a
high standard of living, a rapld rate of growth,
and so on. These are, of course, competling
objectlves. 1In general, the more resources a
nation devotes to natlonal securlty, the less it
will have for social security and vice versa.(4)
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Cleérly, then, the pursult of milltary prebaredness is not ;
a costless activity. N;tional security requires that.soﬁe»
portion of the economic resources of the nation be |
allocated to mill}ary purposes in peacetime, and some
provision be made to mobllise additlional resources in times
of wér. Thus, in the-form of either -actual expendlture or
as opportunity costs, military preparedness reguires that
ecénomic resources be diverted from civilian consumption
and investment and be allocated instead for the provision

7
of military goods and services.

A second, related, aspect of military p:eparédness is
‘that there exists a positive relationship between economic
complexity and technological sophistication on the one
hand, and the magnitude of the preparedness burden on the
other. Broadly, as weapons become more technologlically
sophisticated, and as the defence production base itself
. becomes more complex and capital intensive, the cost of
military preparedness tends to increase dramatically.(5)

In this connexion, Norman R. Augustine, an Industrlalist
and former chairman of the Defense Science Boa:d, has noted
that,. N

the unit cost of military equipment, as with much

other high technology equipment, is increasing at_.

an exponential rate... From the days of the . e

Wright brothers airplane to the days of modern

high performance fighter aircraft, the cost of an

individual aircraft has invariably grown by a
factor of four every 10 years.(6)

This tendency (known as Augustine's Eighth Law) ls

s h



significgnt .in that, ;ithin the context of a limited
economic resource base, states are bnly'able to allocate
relatively limited resources to the mlllﬁary-sector. Thus;
if defence,;nflati;n outstrips economic giowth (ie. weapohs
prices rise faster than.defence budgets) the state will
tend to enjéy diminishing zeturns on its preparedness
investﬁenﬁ, with fewer and fewer goods procured for a given
expenditudre. In'thls respect, Auguétine's observations are

again both insightful and suggestive.

«

When the trend curves for the national budget for |
defense and the unit costs of tactical aircraft
are,Nin fact, extended forward in time... a

rather significant event can be predicted for the
not too distant future. Namely, the curves

intersect... In the year 2054, the entire [US]
defense budget will purchase Jjust one tactical
aircraft.(7) ’ “~

The inevitable result of the steadily increasing
complexity of the defence industrial base, then, has quite
clearly been that the "éxpense of preparing military forces
in time of peace, and employling them in time of war"8 has
become significantly greater. Even as late as the dawn of
the industrial age, small duchies and principalities could
independently bear the ‘expense of sustalning some credible
level of Qilitazy preparedness. _In the latter half of the
twentleth century, however, only the superpowers can even
approximaté defence industrial autarky-- and even thelr
Independence ls belng eroded by skyrocketing costs and
p:ofqpnd changes in the structure of the ‘international

economic sysatem.(9)
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This, of course, ralses some intéiestlngjpolltical
guestions; for if politicé is indeed {in some meas;re at-
1easti the art of resource allocation, one 1s moved to
inqdire prgcisely how states will gd about Eg:nishing
increasingly expen§ive military forces in the context of
low levels of eéonomiC;growthJand increasing demands for
civilian investment and consumption. Moreover, for many
nations this basic gquestion is complicated by the fact that
not only must an internal or domestic balance be struck,
but external factors such as alllance relations must also

- be considered. In connexlon with the NATO alllance in
particular, it seems that the profusion of‘competiné
. natlonal and factlonal interests may well prové

irreconcilable within present structures-- suggesting that

perhaps defence inflation and the threat of structural
disarmament wili act as a trigger for a re-organisatlion or

dissolution of the European-American defence connexion.

As a result of the tendency to price preparedness

s ‘beyond the easy reach of most states; governments are
increasingl} being fofced qutake steps to minimise the

costs of furnishing adequate and sufficient miNitary

forces. Because the cost growth in the militar
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preparedness sector -is éssentially related to the

"procurement of small numbers oI highly-cugtomized
i

traditlonal weapons, produced domestically, and operated by

volunteer fgfces",(lO) there are three particular areas in
which economies might be achieved. First, in principle tﬂe
state can reduce its preparedness expehdiﬁures by reducing'
manpowér costs through contractlon. Because of the oﬁvious
expenses associated with feeding, training, apd.equipping
service éersonnel; goveéé;ents have traditionally viewed

the reduction of manpower levels as a sort of "royal road"

'to preparedness cost reduction. In this connexion, savings

are supposed to obtaln as a result of reduced expenditqzés
on pay, housing, and the countless other support services
associated with large standing armed forces.(ll) The

actual savings realised as a result of contractiqn,
- -

however, are not always-.as significant as its proponents

would like to believe, and there is some evidence (both
theoretical and historical) to suggest that manpower
reductions actually result in increased defence costs. For
examﬁle} although the British governmenF reduced the size

0of the armed forces by more than half between 1957 and

1979, (12) defence spending rose by over 221m pounds

(constant 1970 value) during the same beriod. In this
copnexlon, 1t seems that the capltal improvements, hlgher
tralning costs, and 1ncréas;d use of civ%lian personnel
assoclated with contraction all tend‘to cffset whatever

savings may be obtalined as a Yesult of reductions in the

b3
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slze of the mlllitary payroll.

A second means by'which governments have traditionally
attempted to reduce the cost of milltafy preparedness ls
throﬁgh curtaliling capltal expendltures on weapons systems
and oth;r militgry equipment. Basically, thls approach can
take two forms. ©On the one hénd, a govetﬁmedﬁ may opt‘to
aitér its strategic or tactical requirements, ané'so '
completely eliminate the necessity for a particular €amily
of weapons (for example, a cateqory of tank, combat
aircraft, or warship). This approach is infended to reduce
preparedness costs in that i£ relleﬁes the state of the
need to develop o procure certain types of expensive,
high-technolagy defence eguipment.(l3) 'On the other hand,
the state can cut capital costs by adopting
,"cheap—and—cheerfdl" weapons-- that is, by meeting
mission—speéific reguirements with_relétively simple,
mass-pxodu&ed miiitary equipment.(14) 1In this connexlon,
savings are.expectéd to obtain as a result of reduced
development costs, lower procurement costs, and a
substantially cheaper life-cycle (le. fewer and less
expensive maintenance costs).(1l5) In different historlcal

v

circumstances, both of these approaches have resulted in a
reduction of the preparedness burden, dnd‘both continue to
enjoy considerable support in-certain political clzcies

within the Atlantic Alliance. o

Historically, reducing capital requirements seems to

héve been an effective and preferred approcach to bridging
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the growing gap between military commitment and economic
capabiiity. In the context of the conitemporary Atlantic
‘hlliénce, however,‘this st;ategy has 1ts rather obvious and
unévoidable 1imitatlons} Many Western European natioﬁs,
for example, have already reduced their étrategic
commitments and tapabilities'-kc the point where further.
reductlons can bé made only at the Expense of national and
collective security. This being“the case,'it seems that
at some point in the near future (if indeed this point has
not alreddy been reached) Allied go;ernments will be upable
to initiate further }arge—scale capital cuts within their
respective armed forces. ©Nor does 1t seem likely that NATO
will bhe able to realise significant‘savings as a result of
adepting relatively'ﬁnsophisticated, "cheap-and-cheerful”
- milltary:egulpment. The Warsaw Pact_has long enjoyed a
substan£1a1 (and, many would argue,'growing) quantitative
advantage over the Atlantic.hlliance in terms of
conventional milltary forces (infantry units, tanks,
artillery, etc.).(16) Under these conditions, the
credibility of NATO's conventional deterrent has come to
depend quite heavily on the quallitative superiority of
Western militazy technology, making it decidedly difficqlt.
to imagine the Westexrn Allies abaﬁaonlng their
high-technology arsenals in favour of cheaper, but less
"effective™, milltary hardware. All told, it would seem
that few additlional savings can be expec£ed to accrue to

the Alllance as‘a result of either réductions in manpower

———
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levels, ox cuts In capltal requlrements.

A third aﬁproaqﬁ to meeting Fhe rising costs of
military preparedness involveg making more effective use of
available defence-industriai resources. ‘in Ehis connexlon,

~

savings are supposed to obtain as a result of a more |

‘"rational" allocation of scarce development and production

resources, resulting in the reduction and eventual

elimination of waste and overlap throughout the

weapons-productionhcycle.' Within the context of the
’ / .

-Atlantic Alliance, rationalisation offers perhaps the

greatest potentlial for cost-cutting and budgetary savings;

for, as many c;itics have obsezveﬁ, NATO--+ at least in

strictly economlic terms-- léjérossly inefflclient when it-
comes to developing and manufacturing military equipment.

In the words of one observer,

In the early 1970s, the United States was
spending about $5 billion a year on weapons
research and development, and the Eurxopean
nations were spending just over half that much.
Since most European programs duplicated work
already being done in the United States, some
argued that around $2 billion of the alliance's"
R&D spending was wasted. 1In addltion there is a
significant amount of duplication of R&D programs
ameng the European nations because of the lack of
coordination among them. This has the additional
effect of placing the European aerospace industry
at a disadvantage in its competition with the
United States because {(US] Department of Defense
policy largely eliminates duplication of R&D
effort by US companlies,_.thereby reducing their
overall development costs.(17) -

inefficiency on this scale, of course, has important

implications in terms of ?erfo:mance and productivity

e |
i
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within the varlous defence lndustries. for example, ln.the
context of a ilmited defence.market, the development and
production of a wide variety of weapons of the same type
(sa§ tanks or missiles) reduces the number of each line
'that can be manufactured and sold. This in turn forces the .
producers of military goods lnto "sub-optimal production

" arrangements, and substantially raises thé unit costs of .
weapons and other defence-related equipment. Within the
context of the NATO allianée, there is ample evidence to
suggest‘that'this has typiéaily resulted in overpziceé
military goods, and a significant reduction in the amount -
of "protection" that NATO can afford to pu%chase. In fact,
' Thomas Callaghan assessed the total cost premiuﬁ associated
with redundant research and @évelopment effotts and -
over-lapping procurement schedules at an astounding 25 per
EQAt_fo: European Eirﬁs, and a lower, but all the séme

troubling, 10 per cent for American arms manufacturers. 1In

monetary terms, Callaghan estimated that this duplication:

-

and inefficiency was costing the ﬁATO allies somewhere 1n
the region of $US 10 billion {in 1975 dollars).(18) While
this estimate may havé'been somewhat exaggerated (19) thé
order of magnitude of'C§llaghan's figure nevertheless
suggesfs that there is subétantial room within the Alliance
f£or lmprovement in the eEilciency of miiitary development
and production.

gationalisation ahd re—prganisition of the NATO defence

industrial base has traditionally taken place from two
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dlrections. (20) Cn the one hand, member governments have
."attempted to co~ordinate demand for military goods and
equipment through Intra-allliance agreements gstablishing
common eqguipment requirements, performance speclflcatlons,
and replacement schedules. As one observer has noted, thls
type of co-operation offers two possible benefits.
First, it may be thought that substantlal
military advantages may accrue from different:
armed forces being equipped with the same weapon
type in the event of war. Second, it may appear
. that, by providing for a multi-state market for a

_ _weapon, the individual forces in that market can
hope to be able to-'buy it more cheaply.(21)

With respect to the latter, savings obtain ﬁtimarily as a
result ©f the moreI%fficiént use of labour and capltal.
Under ideal conditions; Ehe greater the order, the moze
scope for economies of scale and learning derived from long
and/or.fast production runs.(22) On the other hand, Allled
governments have sometimes attempted to co-operate with
respect to the supply of military hardware. Typilically,
this type of arrangement involves agreement on matters
related to.project organisation and management, industrial
property rights, and the international allotment of -
development and production work. The co-operativé supply
of weapons reduces unit costs in that,

average fixeé.costs cén be ¥éducgd by eliminating

redundant research-and-development efforts, deolng

away with duplicated productlon facilities, and

spreading the remaininy fixed costs over higher
production runs for an expanded market.(23)



]

In principle, 6f~course, there is no necessary correlation
between the co-ordinatlon of mllltaty demand, and the ...
co-operative production of weapons and_other_
defence-related goods. History suggests that it is
éntirely possible for the iﬂcreased demand created by a
unified market to be met by a sipgle producer, elther
through regular sales or miiitazy aid.(24§v Within the
context of the Atlantié Alllance, however,
standardisation-- at least as it refers to equipment
commonality-- has served a5 an important link betwden
co-ordination of demand and rationalisation of sﬁpply. In
short, the adoption of common or standardised equipment
types within NATO has tended to preduce internaticnal
co-operation with respect teo development and/or production.
In fact, in recent years, standardisation has emerged as
Something of a sine qua non for arms co-operation and
defence-industrial rationallsation within the North
Atléntic Treaty Organisation. ‘

In pursuit of‘standardisation @nd the assoclated”
military and Industrial benefits, the Alliance is presented
with a number of broad peolicy alternatives, ranging between.
the extremes of politically negotiated work-sharing
agreements on the hand and the natural operations of the

market system on the other. Brlefly, Lhe alternatlives are

"as follows: : ' .

‘(a)‘_Licensed manufacture and co-production. This
type of arrangement involves the "domestic manufacture
of another nation's weapons, either wholly or in
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part". The dlstinction between llcensed manufacture
and co-production lies primarily in the extent of the
co-operation. Typically, licensed manufacture refers
to a8 co-operative arrangement under which the licensee
builds for its own order only. Co-production, on the
other hand, involves production-sharing not only on.
the licensee's order, but also on the maln
manufacturer's order, and any third party or export
orders. This policy option is belleved to confer CoT
several important benefits on both the main
manufacturer and the licensed producer. With respect
to the former, licensing allows firms to generate
additional revenue through greater sales volume,
license fees.(up to 10 per cent of sales), and the
provision of technical advice, support, and training
services. Moreover, when a firm sells technology that
is approaching the end of its product-cycle (as is
often ‘the case) it significantly extends the
profitability of that technology.(26) For the -
licensee, the benefits are more numerous and in many
ways more substantial. Specifically, the purchase of
licensed technology results in substantial R&D savings
compared with an independent national venture. .In the
case of the European purchase of the General Dynamlcs
F-16, for example, the licensees were required to pay
only US$164 million (19875 prices) toward research and
development costs-- a fraction of what the Amexicans
spent to develop and produce the alrcraft.(27) 1In
addition, nations involved.in the licensed manufacture
of weapons benefit in terms of their
balance-of-payments situation (defence monies are
spent 1n the home market as opposed to foreign
markets), employment levels (a guaranteed 43,000
man-years of work in Britain as a result of the AWACS
purchase), and technological capability (European
production technology advanced 5-8 years because of
the information transfer assoclated with the F-16
purchase}. (28) ,

Licensed manufacture and co-productlion, however,
are not costless policy options. It has been
demonstrated, for instance, that shorter productlon
runs, the loss of learning economies, and expensive
licensing fees all result in unit costs higher than 1If
the product been purchased "off the shelf" dlirectly
from the main manufacturer.{(29) Moreover, additional
cost penaltlies can be incurzed d4s a result of national
modifications to co-produced equipment (higher R&D
costs, lower production runs), the "equitable"
distribution of work (zesulting in duplicate tooling),
and the time required -to transfer product and
production technology. All told, the evidence
suggests that the typical cost premlum assoclated with
licensed manufacture and co-production is somewhere in
the region of 10-50 per cent,(30) depending on factors



such as the technoclogical sophistication of the
licensee, and differences in labour rates between main
the manufacturer and the licensed producer.

,
-

2 (b} Joint development and production. This optlion
involves industrial collaboration not only with
respect to component production and final assembly,
but also during the design and development stages. In
its simplest form, the ratiocnale underpinning joint
ventures suggests that major savings will result if a
group of nations pools i1ts research and development
resources, and combines its orxder to purchase a single
product. To use a hypothetical example,

A typical case might :be two nations each
producing an aircraft with R&D costs of 1000
millicon pounds (duplication), each with a
domestic reguirement for 200 units. Ceteris
paribus, a joint venture with egual sharing
would save 1000 million pounds on R&D (ie.
500 million pounds per nation) and result in
learning economies which would reduce unit’
costs by 10 per cent as output is doubled
from 200 to 400 units.(31)

These savings are supposed to enable participating
nations to produce military equipment that they would -
otherwise be unwilling or unable to afford. Moreover, -
there are significant non-budgetary advantages to '
joint projects. For example, each partner retains
some form of domestic defence industry; each partner
continues to benefit from military high-technology and
commercial spin-offs; and, each partner maintains
-employment levels and avolds the social dislocation:
associated with industrial contraction and collapse.
As was the case with licensed production, however,
the decision to collaborate on weapons development and
production is not a costless option. Typically, Jjoint
ventures incur cost premia as a result of two factors.
. First, on any gilven project scme ox all participating
nations might reguire modifications or national
inputs. This increases research and development
expenditures and reduces the savings associated with
long production runs of a single type (economies of
scale). Second, because nations generally wish to
share In the benefits of an advanced development and
production venture, joint projects almost invariably
involye work allocatlions based on equlty rather than
effic cy-(32) Thls-being the case, costs tend to
rise as speclallsation is Inhibited and deslign and
productlion efforts are dupllcated.
Hypothetically, then, Joint projects offer
participating nations the potential for substantial
savings over independent national ventures. Indeed,
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under 1deal condltlons a jolnt effort can-reduce V'
development costs by up to 50 per cent (assuming a
two-nation effort) and production costs by as much as
10 per cent. Collaborative ventures of this nature,
however, are more likely than not to depart from ldeal
conditions: Expezience suggests that, overall, joint
projects typically incur cost premia in the reglon of
30-60 per cent--.although egual sharlng on a
two-nation project means that ea partner can still
realise savings of about 35 per Sght,QQ_R&D and 10 per
cent_on productlon (33)

{c) Managed Specialisation. Essentially, managed
specialisation involves "the benefits of cecllaboration
in the context of current production patterns--
integration without tears".(34) This form of &
rationalisation means that Europe and America would
each specialise in the development and/ecr produgtlon
of goods according to a politically negotiated
division of labouz. Ideally, this type of arrangement
would significantly reduce needless and wasteful
duplication, presumably resulting in substantial
improvements in Allied standardisation and equally
substantial budgetary savings for participating
nations. Moreover, as speclalisation would be
politically regulated, re-allocation of production
capital need not be carried to its (economically)
logical extreme=-- thus addressing political and
economic concerns on both sides of the ‘Atlantlic and
softening the more painful social adjustments
associated with free trade (see below).

Managed specialisation, -however, while generatlng
some rather significant savings, also necessarlly
involves certain economic and political penalties.
First, there are cost premia related to the productlion
and assembly duplication associated with the
politically derived objectives of equity and autonomy.
Thus, as often appears to be the case, one of the more
important political benefits attached to managed
specialisation 1s also a liability with respect to
economic efficiency. Second, there are also concerns
that managed specialisation will undermine the
technological elan of the West, over time resulting in
higher prices and lower guality militaty
equipment.(35) The.Americans  in particular have
evinced concern in this regard, and have suggested
(and to some extent pursued) an alternative form of
managed specia®isation that emphasises industrial
teaming and the allocation of sub-contracts through
politically negotiated agreements. And third, there
are problems related to the actual allocation of
development and production work. In both Europe and
the US there is a fear that firms and nations that
handle one type of technology will f£all behind in



others—-- creating or perpetuating a technology gap.
Perhaps more importantly, however, it appears that a
crucial pre-condition for managed speclalisation is
the politically difficult task of harmonising
egquipment requirements. As Lawrence-Hagen argues,

..reqgquirements must be roughly
simultaneous, to allow precise tradecffs
within projects. It is unlikely that one

'~ state would agree to transfer the technology
from.an earlier project, or promise to
purchase weapons from a completed production
process, without contemporaneous actxvxty in
the other direction. (36)

. ~
(d) Sectoral free-trade. Essentially, this method Of '/
achieving standardisation involves "the creation of a
competitive NATO free-trade "area, with no restrictions
‘on the entry of new firms into national markets."(37)
According to classical economic theory, substantial
economic benefits would accrye to the Allliance under
such an international trade regime. Put simply,
free-trade means that each of the European and
American allies would specialise in the .development
and/oxr production of those goods in which it had a
comparative advantage. The natural operation of
market forces would then produce a significant
rationalisation of NATO's defence industrial base (ie.
reduce or eliminate duplication and waste), and a .
substantially enhanced level of standardisation within
Alliance armed forces. Under such conditions, NATQ
could expect direct budgetary savings of somewhere in
the region of 20-30 per cent per annum.(38)

Sectoral free-trade, however, as 1s the case with
‘most policy options, involves certain economic and
non-economic penalties. In the context of the
Atlantic Alliance, for: example, the interrational
re-allocation of defence industrial resources .
associated with competition and free-trade could be
particularly damaging to Western European economic
prospects. As the United States 'enjoys a pronounced
comparative advantage in the development and
production of hiigh-technology weaponzy (longer
production runs, more efficient plant, greater R&D
budgets, etc.) any free-trade reglme would threaten to
relegate the European allles to the status of
"Industrial helots"™ or "metal-bashers." Should thls
occur, %the Europeans would suffer In three respects.
Flrst, countrles such as France, West Germany, and the
United Kingdom would suffer a substantlal loss of
employment as non-competitive firms were forced to
close down or re-locate.(39) 1In the UK, then, where

the defence industry employs over 700,000 people,(40])
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the short-term effects of frec-trade ln defence goods.
(apart from the obvious political fallout) could be
expected to range from increased social welfare
payments to foregone tax revenues. Over the longer
term, there 1s the very real danger that a substantlal
loss of high-technology jobs could produce increased
emigration of skilled labour and an accelerated "brain
drain"-- neither of which would particularly improve
Britain's future international competitiveness. There
is little evidence to suggest that the other main
European arms manufacturers would not suffer a similar
fate. Second, the loss of technologically advanced’
defence industries would drastically reduce the -
competitiveness of European industry as a whole. As
the changing international division of labour has
forced Western European countries to abandon the more.
labour-intensive manufacturing sectors, the future
economic health 'of the region has come to depend more
and more on the "commanding heights" technologies
associated with the aerospace, informatlion processing,
and electronics industries.(41) Third, any -
large-scale re-allocation of defence research and .
development capacity to the US would render Western
Europe dependent on American goodwill for military
equipment and spare parts. This, of course, would
leave the European allies politically vulnerable and
severly disadvantaged in future economic and political
dealings with the United States. Moreover, whlle
competition and free-trade might result in lower
procurement costs, there is a concern in Europe that’
life-cycle and maintenance costs would rise -
dramatically under a sectoral free-trade regime. (42)

It would seem, then, that whlle in principle
states facing the prospect of impending 3tr§ctu:al
diSarmament have a number of policy optlons open to
them, in the contgkt of contemporary NATO the Allies

are required to fogus their attention more narrowly on

rationalising their defence industries and making more

effective use of thelr collective 1ndu§t:ia1
resources. This necesslity, of course, immediately
raises .the question of how to best achleve these

ends-- or, more precisely, how to achlieve these ends

~
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within the contéxt of a stable and healthy alliance.
'A; seVe;al studies hawve suggestéd,t43) tﬁe only - |
options that offer the possibility of signiflicant cost
'gavings are specialisation through free tradé and
madaged.specialisation. The real guestions, then, are
which of,thege two approaches the Alliapce should

adopt and what are the conseguences of each. It is to

these iIssues we must now turn our attention.

ey
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1 The United States Generalliccountlng Office (GAO) offers ..
~ one of the better definitions o£ “defence 1ndustria1 base" .

The term "defense 1ndustzia1 base" refers to the: DR )
‘business firms and government facllities that >

produce the weapons and allied sezvices purchased - -

by the Department’ of Defense. The business firms™ .

that make up-thls base include larxge corporations ., - -~

and small family owned companies. Some ) T :

manufactyre both defense and non-defense N
products. Their activities range from assembling R .
. major weapons (such as tanks, aircraft, and . ™

missiles) to supplying small parts (such as
washers, screws, and f£lttings). and to machining

" already manufactured parts. o

Companies that supply the armed services '

directly are called prime contractors. They are
at the top, or first tier, ,of the many layered
defense industrial-base. g\&ow them are other
£irms called subcontractors,®or second tler
contractors. A third tier is made up of oo
companies that supply items directly to the
second tier. Currently the defense industrial
base 1s made up of 25,000 to 30,000 prlme o
contractors and about 50,000 f£irms in the lower !
tiers.

See, US General Accountling Office, "Report to the Honorable
Sam Nunn, United States Senate, Overview of the Status. of
the Defense Industrial base and DoD's Industrial
Preparedness Planning" ; GAO/NSIAD-85- 69, May 23, 1985, P-

- 1.

-2 For a more detailed discussion of this concept see K.
Waltz, Theory of International Relationg; H. Morgenthau,

W&.ﬂa&i@m and, B. Buzan, People, States, and

3 Adam Smith "Of the_Expense'cf Defence," in Ihg_ﬁgal;h_gﬁ
Nations vol. 5, part 1. Chicago Encyclopedia Britannica,

'1952

4 C- Hitch and R. McKean, The Economics of Defense in the
Nuclear Age, (Cambridge, Mass: Harvard University Press,
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SRV .. 1967), p- 3 -~
] “The argument in this section is that defence inflation

.. ts<not” an inexorable allen force, but merely the economic

"7 “manifestation of & tendency by defence planners to choose
expensive solutlons to a large variety of distinct military

. and technical problems." See, R.P. Smith, "Defence Costs,"

The Futuzre of British Defence Policy, .(Aldershot, UK: Gower
Publishing, 1385), p...148. .

6 Norman R. Augustine- Augustine's Laws and Major Systefls
. A ‘compilation of reprints from

Astronautics and Aeronautics, and the ¥Washington Posi.
Privately printed, 1981. pp 21-22.

- For further information on defence equipment cost
-~ increases see. &:a1gment_gi_Qeiensz_zntimatea_lﬁﬁlu Cmnd- -

'8212-1, London: HMSO, April 198]1. p.45; R.L. Sivard. World
uilLtax1_and_5gsial_ﬁxn:ndisuxeﬁ_liig, (Leesburg, Va.:
world Priorities, 1980), p:ll.; R. Facer. "The Alliance and

' Europe: Part III. Weapons Procurement in’

'~ Europe--Capabilities -and Chelces."sadelphl Paper No. 108.
" (London:..1ISS, 1975.); and, J.S. Gansler.

Ihe Defense
Industry, (Cambridge, ‘Mass.: MIT Press, 1980) pp. 15 17 and
83. i . -
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1-1bid.”

8 Adam Smlth,.pp cit.

$ For a more detalled development of the argqument that
rising defence costs are eroding the capabllity of states
to brovide adegquately for natlonal defence and security see
Thomas A. Callaghan, "The Structural Disarmament of the
West: Our most Critical Defense Industrial Challenge.™ in
Industrial Capacitv and Defense Planning, Final Report, US
Military Academy 1981 Senlor Conference (West Point, NY: AG
Brinting Office).

10 R.P. Smith, "Defence Costs." in The Future of British
nggn;g_ﬂgli;x,-4Cambridge: University Press, 1985), p.l56.

11 Thus, for example, one of the first measures adopted by
the UK government as a result of Britain's post-war
economic 'decline was the reductlion of the manpower
- component. of the British armed forces from over 840,00 in
1948 to approximate ,Q by the late 1970s. See K.
Hartley, "Defence; A Case Study of Spending Cuts." in Blg
C. Hood and M. Wrlght (eds.)
obertson & Company, 1981), pp. 128-129.

(Oxford: Matln
12 ibid., p.lZ%

- — 13 This was the approach adopted by the United Kingdom
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during the 19605 and 1970s. By abandoning Brltain's
"world-wide™ military xole, and consolidating the
commitment to European defence the British government was
able to phase-out the Royal Navy's major capital ship-- the
aircraft carrier-- and the RAF's family of strategic
bombers. See K. Hartley, "Defence: A Case Study of
Spending Cuts.” in Blg Government in Haxd Times, (Oxford:
Martin Robertson & Company, 198l1), pp 132-135.

14 "Defence Costs." op cit., p. 149.

15 An example of this is the USAF's "hi-lo" weapons mix.
The advanced high-technology F-15 fighter alrcraft is far
too expensive to procure in guantities sufficient to meet
American. strategic requirements. Accordingly, the
relatively low-technolegy and much cheaper F-16 has been
procured to bridge the gap. For an account of this
approach in the US context, see C. Myers, "Hi/Lo What?"
Military Science and Technology 1 (Spring 1981): pp. 48-52.

16 The Military Balance 1986-1987. (London: The IISS, 1987)

17 R. Saunders, "NATO Standardization and Military
Effectiveness." in Conventlonal Deterrence, p. 194.

18 Thomas Callaghan, US-Euxopean Co-operatiop In Milltary
and civil Technelogy (Washington, D.C.: Center for
Strategic and International Studies, Georgetown Unliversity,
1975), p. 37

cc Y
19 Contrast Callaghan's figures with those of the US

‘Department of Defense. In this connexion see, Report to
Congress on the Stapdardization of Militaxy Equipment in

NATO and Othex Related Actions, 1975, and Methodology to
guantify the Potential Net Economic Conseguences of

Increased NATO Commonality, Standaxdization, and
angg%gliaagign, vol. II of the Report by C&L Assoclates for
the Vertex Corporation, 13 Oct. '1978.

20 T. Taylor, Defence Techpology and Intexnatlonal
Integration (New York: St. Martin's Press, 1982): p.3.

.21 ibid.

22 For a rather exhaustive discussion of the logic
surrounding economies of scale see, K. Hartley, NATO Arms
Co-operation, pp. 41-68; £for a discussion of learning

. curves see, Methodology %o Quantify..,. op clit.

23 J.R. Golden, "NATO Industrial Preparedness,®™ in
Conventional Deterxence, p-46. '

24 Thus, throughout the later 1940s and the 1950s the
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United States produced most of he military equipment used
in Western Europe. With th quvery of European industry,

"however, European weapons began to proliferate within the
‘Alliance, and standardisatij uffered accordipgly. See,

J. Feldman, "Collaborative- oducttgn of Defense Equipment
within NATO." vel. 7, #1

{March 1984), p. 284. ,// _ . T

25 Hartley, NATO Arms Co-opexation, p. 78.

26 If a firm is, say, 10 years ahead of its competitors, it
can profitably sell technology which is 5-9 years old. As
this technology would soon be widely awvallable in any case,
it is prudent to sell it while it can still command a good

price. See K. Hartley, uAIQ_A;mi_gg_gpgzagign, op cit.,
PP- 132-133.

27 ibid., p.135. _ .

28 ibid., pp. 124-139.

29 ibid. |

30 K. Hartley, The Structure of European Industry, p.239.

The UK F-4 Phantom fighter aircraft, for example, cost
23%-43% more than off-the-shelf American units, largely

. because of natiocnal modlflcatlongkancludlng British

avionics and Rplls Royce engines
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34 Lawrence Hagen, Twisting Arms: Political, Military, and
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35 Defense Sclence Board, Achieving Improved NATOQ
Effectiveness Through Armaments Collaboxation report of the
1978 Summer Study, December, 1978, p. 30. <Cited in Hagen,
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36 Hagen, p. 101.

37 K. Hartley, "Defence Procurement and Industrlal Policy",
in The Future of British Defence Policy, p. 168.
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.39 It is important to note that not all European industries

are unable to compete internationally. The UK, for
example, is highly competitive 'in aircraft subsystems such
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as avionlics and ejector seats.

40 K. Hartley, "Defence Procurement and Industrial Policy",
p. 169.

41 R. Nobbs, "Air Industry Policy Report®,

: ed. G. Ionescu (The Hague: Sljthoff and
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Intzoduction

Claselical liberal economic t?eory suggests that
whenever one country has a comparatiVe advantage over
another in producing some good, spgciéllsation can

increase national and 1nternat16na; output and result in a

. more efficient use of each countzy's'resources. Not

..
-
- a® . -‘.

-

surprisingly, many Western economists and politiciané have
advocated this type of approach as a solution to the.
defence-~industrial malalse cuirently plaguing the Atlantic
Alliance. According ‘o proponents, while various
collaborative production schemes might contribute in some
small measure to rationalisation, only unrestricted
-competitlon and}free trade can produce the Alliance-wide.

-

‘speclalisation necessary i1f the West is to avold the slide

‘}nto structural dlsarmament and milltary wvulnerabllity.

Essentially, the argument for sectoral free trade suggests .

that NATO's capacity for conventiocnal deterrence and



R I L R RN TR A AR TN 8 3L .
S S PR ST m&“:*_?ﬁ
. ey

defence is seriously undermined by a marked lack of
eguipment compatibilitx among Allignce armed foices; and
inter-generational order—of—magnltudgf1nqreases in the cost

- of militaiy hardware. Free-trade is intended to amelliorate
this situation in two ways. Flrst, free trade based on
compékitive biading for conéracfs and no entry barrlers to
forelgn firms would 1nev1tably result in a very ﬁigh degree

‘"of equlipment commonaiity'withln NATC. Broadly, a
léberalised trade regime in defence goods would mean that

member governments would procure military equipment on a’
éost-effectiveness basis and without reference to other

political or social objectives. Under these condltlﬁns a

single producer could be expected to supply a particular
equipment type (say a combat boot or fighter alrcraft) to

ali Alllance armed forces-- resulting In both enhanced

tactical inter-operabilify and improved logistical

Qﬁficiency: Second, a NATd—wide free-trade. area in

military equipment would produce a more rational and

efficient allocation of defepce-industzial resources within )

the Alliance. As one observer notes,

The greatest savings would come from a system of
completely unrestricted trade and speclalization
in weapons production_among NATO allies because
each country would tend to make those items that
it " could produce with the greatest relative .
efficiency and could sell enough of those items
to allow its industrles to operate at a very
efficient rate.) : :

-

In this connexion, free trade in arms would maximise the

military capability NATO could expect to obtain for a given
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fnput'of resources-- affording the Alliance considerzably
ﬁore *bang for the buck" than it cﬁrzently enjoys.

- In the structure of the argument as a whole, the role
of this chapter is to develop a fairly comprehensive
plcture of. the benefits attached to greater'speciallsation
and free trade in Alllance defence production; It should
be noted, however, that thls scenario quite conscioﬁsly
reflects the benefits assoclated with free trade under
ideal circumstances-- tpat is, free trade as it might
develop.within a "politics-free" Allliance. The objective
here is to detall the ecdnomic logic underpinning the
intra-allianc€ trade liberalisation argument, with the

intent of later contrasting this to the pollitical loglic.

oppesing such an arrangement.

: ?
MilAtary Benefits Of Sectoral Free-Trade

| . . .
: Historically, Alliance-wide st?ndardisation and free

trade have been presented as lmportant means of addressing
the growing conventional force imbalance in the European

theater. Since the 1970s, a period in which the various

. Warsaw Pact armed forces underwent intensive modernisa;}on,

this imbalance has grown to the point where many observers
feel that the West Is currently unable to resist a Soviet
attack in Central Europe: To quote a US Congresslional

Budget Office report,

- . -
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forces are now configured, the alliance could

sugfessfully-defend itself against an attack by

90 Warsaw Pact divisions. But there is little "

likelihood [that this would be the casel.... the

Soviets would likely mobilize at least 30 more

divisions, ralising the threat to NATO's central

region to 120 divisions.

. At present, however, NATO'S forces have too
few divisions to defend against a 120 division
threat. "Even resorting to theater nuclear
weapons would give NATO only a temporary resplte
before it would begin to feel the debllitating
effects of Pact nuclear counterstrikes. Current
US plans for hastening the movement of
.reinforcements to Europe would not materlially
correct this balance.{2)

V1:§ respéct to one full-scale war, as NATO

N\

One: of the'more important reasons why NATO cannot field
the Qreater numbers of ground force form%tions, flghtér
alrcraft, and warships that would redéess this imbalance is
that presently there is far too much.duplicatioh of effort
within the Alliance. For example, NATO curfently egploys

over two dozen anti-tank weapons, a varlety of tanks; more

than 50 types of ammunition, and numerous models of combat

alrcraft.3 As each of these weapons types has its own

distinct production line, training facilities, maintenance
requiréments, and logistlical infrastructure, this is not
particularly cost-efficlent either in terms of development

aﬁd production or life-cycle expenses. Horeover,lés

équipment is seldom inter-operable between national armed
forces, it has been argued that lack of standardisation has
resulted in a significant reduction in the combat poéentiai -
of NATO-- put simply, Allied forces are less effecltve

because they are unable to fight alongside each other
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effectivley or reinforce each OthEL\§F needed.

Historically, then,‘standardisat on and specialisation
through free trade have been presented as means of at least
partly redressing these shortcomings and 1mprov1ng both the
quantity and quality of the various Allied.armies. In this
connexion, former NATO commander Andrew Goodpa;tar. ———
estimated as 1ong ago a541974 that rationalisation and
standardisation-would increase‘NAQb forca effectiveness by
abdut 30 per cent ovér then-current operational leve15(4)
More recently, US DobD conputer simuplations arrived'at
similar conclusions, suggesting that the Alliance could'
expect to realise considerably improved performance as a
‘result of baslc 1eve15&o£'inter—operability‘and
standardisation (for example, common-fuel and ammunition
types).5) While it Is lmportant- npt to overestimate the
military benefits aggpdfated with standardisation, the
available evidencéiénggests that-- under ideal condltlons--
free trade and'gduinmént commonaiity oould concelvably
result in substantial improvements in the military

efflciency of NATO forces.

Standardisation and free trade in defence goods can
improvg NATO&military preparednéas and efriciency levels in
two ways. Firsp; Allfance-wide equipment commonality
'(particularly; but not exclusively, in fuel and ordnance)
‘;jfld greatly facllltate the co-ordination of adjacent

1

ied armies in joint operations. Second, standardised

-
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military equipment would reduce loglistical problems so that
a nation's combat formations woulé not be restricted to a
'£ixed natlional sector.

There is .a significant bodj‘of evidence that suggests
that flexibllity'ln the form of potential for Joint combat
operations is becoming an-increasingly important aspect of
NATO's central front defences. Historically, Alllance
'armies have been organlsed for relatively statlic "area
defence™ within discrete national sectors. More and more,
ﬁowever, Allied forces (particularly‘those of the US, UK,

and the FRG) are moving toward moblile and aqgr;ssive

'operational doctrines-- that is, doctrines that emphasise

tconcentragion, maneuver, and deep counter-thrusts against -
fﬁhe enemy‘rearks} As might be expected, under‘thesé

coﬁditions.the European battlefield threatens to become

very confused and dlsorganised in times of war;

inter-allied bounaaries are expected to all but disappear

in the-heat and nolse of. the £lrst féw days of battle,

resulting in units of ‘all nStions being forced to fight

alongside one another. 1If one also co#siders that Soviet

forces could reasonably be expected to concentrate thelir
-~

forces to integrate their defences. ls indeed becoming an
important element of NATO's conventional deterrent. .

At its simplest, Alliance-wide standardisation

will glve commanders more flexibility in the -
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deployment of combat formations while making
intérallied co-ordination at the tactical level
edsier. Standardization.allows commanders to
deploy national forces without conslideration of
differences in the capabilities of their weapons.
At the tactical level, units ordered to fight
alongside forces from other nations will £ind it
much easier to co-ordinate their actions if both
employ similar weapons. and battlefield

procedures {7) '

Free-trade and standardisation, then, can be expecfed
to significantly enhance the compatability of NATO military
equipment and so directly improve the ope:atibnal
effectlveness of the Allied armed forces. The military
efficiency of the Alliance, however, depends on far more
than simply the capacity for Jjoint combat operations.
Perhaps even more importantly, the combat effectiveness of
theé various NATO armed forces depends on their ability to
provide logistical support to one another. As one observer
suggests,

In the admittedly speclal case of the Allled
Central Europe Mobile Force, whose seven national
contingents have seven separate logistics chains,
it has been suggested that its fighting
capabilities could be increased by 50 per cent if
it used common equipment; it would need fewer men
for support and less transport, and it would be
able to move more quickly.8)

Assgping that this, logic is valid, and that a
standardised loglistical 1n£:ast:ucturg_actually would
- enhance Aiiled military performance, what are the sources

of this.potentlal lncrease in combat efficlency? The

answer, it seems, is two-fold. First, NATO-wide

Standardisation would allow the Alliance to subsﬁéhtiai}y
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" improve its so-called "tooth-to-tall® ratlo-- that is, the

number of men tésked for front-line combat versus those in-

miscellaneous supbﬁrt rolesl§) It is intexresting to note in ‘\

this gqhhéxion thattaé least one” observer has suggested
that the principal reason why the Warsaw Pact has a much
uh;gher,tooth;to4tail ratio than NATO 1s almost exclusively
 related to the greater degree of equipmént commonallity in _
evidence among the varlous Pact armed forces (10) While NATO
might not be able'tb'match'the extremely high ratlo of the
Soviet bloc armies, it seems reasonable that
‘standardisation would nevertheless permit a signiflcant
redeployment of supﬁort peisonnel to combat roles. Second,
standardised equipment types would allow various national
armed forces td draw‘bn allied logistics and‘support
services. 1In this respectt‘the ability ﬁo‘use common fuels
and ordnancéf for examﬁle, would greatly improve the supply
situation in a gombat'environment.
Fuel and ammunition would be consumed in great
gquantities in war and, being bulky, they are
" difficult to move. For commanders to. be able to
take them from the most convenlent source,
regardless of its national origin, would be of
real value and provide somq basls for flexibllity.
in force deployment. Inter alia, it would mean
that aircraft unable to return to their home base
could land elsewhere, refuel, rearm thelr guns
and perhaps return to combat{l11) °
In the search for some £inal specific assessment of the
military value of stagdardisation, it would seem that

unrestricted compet{tion and free trade in defence goods

could be expected to produce several substantial and rather



' méuth-ﬁateriné pay offs for tﬁé Heggc‘?Undep’idegi )
-u‘cond{éioﬁs, standaﬁdlsatl5n wou}d tend té improve Ailiance
:flexigiiit}; put more troops 1nto combatarblés,"éﬁd
generailf-gnhanca ﬁhe overall ﬁilitary effectivenesé-of
NATO forceg-- at a lower cost than is qurrentlf requirea to

" maintain forces using noﬁ¥standardisedAequipment. The

- ~

advantages1of‘an Alliance-wide free traﬁe area'in défgnde
.goods, howevex; are not éxclusively limited to incredses in

cohb&t‘and logistical efficiency. ‘Considering thefécqnomic

aspectéiof standardisation suggests that rationalisation of
" the Alliance defence industrial base could produce |
| substantial savings in th; are;.of defence-related .
prqdudélon and érocurement; As at 1ea%;‘s$me of these
saviﬁgé would probably be kept mﬁthln the defence segtor to
acquire additional military resourcesy,  free trade offers

NATO.the_possibility'of-fielding more and better military

forces at less cost to member governments.,

_

At its simplest, éhe'argument in favour of a
comprehensive NATO free-trade regime in defence goods
suggests that the Al}fance's defence industrlal base, as it
is presently configured, is extremely yﬁsteful and
inefflcient. Essentlally, at least according to the

precepts of liberal economic theory, Western defenée
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1hdustr1esfare unaBIE-tb‘max1mfoe productioﬁ”efflcienéfes

because of polit1c31 1nter£erence in the natural operations

. of the market«place. Lawrence Hagen, although hlmself not

necessarily a supporte: of Ezee trade, puts it thus

- -k\_.\_ [ L “ -’__\ . PR

The tensions between demand and supply have not
- been~allowed to- work t lemselves out because of.
government procurement practices; inefficiency;

often poor quallty, and limited cholice have been = -— .

the result (lZ)

- - .-

-~

Free-trade is intended to remedy the the West's cu;gent
defence-industridl malaise in that under such a regime the.
forces of productlon within the Alliance would be brought
into line with market structures. Put another way, free
trade in military equipment_would improve productivity and

reduue development and production costs because he}ghtened

competition and the effects of comparative advantage would

. result in_a_more-cost-efficient allocation of productive

resources.within NAfO.‘

The above comments éuggeét in broad terms the potential
economic benefits assooiated with a more liberallsed NATO-
defence-industrial sectoﬁ. They do not, however, detall

the substance of such an approach; In other words: they do

not demonstrate how free trade would alter the%existing

" Alliance defence- industrial base, how such changes would

improve efficiency, and to what degree this strategy would
generate savings. While general aspects of these questions
have been ralsed elsewhere, the central task here is to

explore the scope and nature of any proposed re-allocation
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_ ~would probéb}yiresult in a radical- re-allocatlion of
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of Alliance productive forces and to outline.some of the

'savihg;fexﬁéc;ed to result therefrom.

The theoretical akd h}storicél evidence sugges?s that
Ehe adopfion ;f Alliance-wide free trade in defence godds
defeﬁce-industzial reéoﬁrces from Western Europe to the -
United Sta;és. The reason ﬁor this is essentiallf quite
simple. Uﬁder a comprehensive fré:—trade regime In defence
godds most of the European defence-related industries wouid
be unable ta Suécessfully compete with their Ameg}can
rivals. Put bluntly, without the subsidisation and
protection they currently énjgy, many European firms -simply
could not develop and/oé produce military eqdipment as
efficlently as US maﬁufacture:s. ‘Under these conditions,
unrestricted cémpetltion among NATO arms producers would
inevitably result in many, 1f not most, EBuropean defence
firms belng forced out of the market by thelr Amerlcan,
competlitors.

;If we assume, for example, that the aerospace sector is

indlcative of NATO defence industrlies in generalﬁlB}then it
N + t

is possible to outline six reasons for a large-scale

transatlantic shift in production capacity.

“(a) Size hypothesis. European aerospace flrms are
clearly much smaller than thelr American xlvals.
¥hile no definite causal connexion has been
established between size and success in the aerospace
industry, many observers suggest that there is at the
very least an historical correlation.

(Flirms which are absolutely large are
required to undertake complex R&D in a
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competitive time-scale, to-achleve economles

from large outputs and to spread the

inevitable risks over military and.civil

products. In other words, the size

hypothesis predicts that successful

performance is positively assoclated with

- size...f{Q14) .

In this connexion, the Americans are at a distinéz
advantage. At the top end of the US market (le. among
Boeing, McDonnell-Douglas, Lockheed, Northrop, and
General Dynamics), the average American flrm is more
than twice as large as the most successful European °
manufacturers (eg. British Aerospace or Aerospatiale),
‘both in terms of work-force size and production. 1In
fact, the European industry taken as a whole ls less
“than half that of the United States.l5) Given the
magnitude of this differential, the slze hypotheslis
suggests that American-flrms-enjoy a significant
comparative advantage iln the aerospace sector.

(b) Differential in product and production technology.
Keith Hartley suggests that with respect to both R&D
and manufacturing/management techniques Amexican
industry eﬁ?oys a considerable advantage over lits

~ European counterparts. In fact, by some estimates, US
" firms are between seven and twenty Years ahead of
their trans-Atlantic rivals in development and .
production technology{l6) If one also considers that,

as a rule, European industry operates at a lower level

of capital intensity than does the US (that is, less
production capital per worker) one is afforded some
insight into the greater productivity %nd superior
cost-efficiency of American firms.

(c) Scale_economies. There are major dlfferences in
the typlcal size of American and European productlion
‘runs-- creating impertant differences in the potential
for savings assoclated with scale. For example, a
representative US order for combat alrcraft is
somewhere in the region of 1000 units, produced at a
rate of 12-30 per month. On the other hand, a typlcal
European order is only about 200-300 units, with a
monthly delivery rate of 2-4 units. 17 This being the’
case, American firms are able to employ labour and
capital more efficiently, and spread the costs of R&D,
plant, and hinery over greater numbers of units
(thereby redyting unit cost). While European firms
can begin to approach the scale of US production runs
through collaborative ventures (typically around 800
units per order), they do so only by incurring
substantial cost-premia. 1In short, relatively short
production runs inhibit the efficlent operation of
European aerospace firms.
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(d) Differences in labour elasticity. European
competitiveness is significantly compromised by the
relative strength of organised labour in Europe.
Typically, the productivity of Eurcpean £irms is
reduced by

lowexr labour productivity £foxr a given
cutput, greater labour hoarding, union
opposition to hiring and £iring, immobility,
a concern with job preservation rather than
productlion, and a general absence of shlft
working in Europe {18) '

(e) Learning curve differentials. 1In aircraft
production, as in most industrial enterprise,
productivity improves as management and labour learn
by experience. Put simply, as a firm's employees
become more familiar with thelr respective tasks, the
average number of man-hours required per unit tends to
drop. On average, US learning curves are
‘significantly steeper than is the case in Europe--
usually in the order of 70-80 per cent as opposed to
80-100 per cent :in Europe {19) Moreover, the US flrms
have an even larger advantage over longer productlon
runs: In this connexion, studies -suggest that
although unit man-hours are slightly higher for
American firms during the early stages of productlon,
after about the fiftieth aircraft steeper learning
curves give the US industry an advantage. This
advantage 1s further compounded by the fact that
European learning curves tend to "flatten out™ over
longer productlion runs, while US curves seem to be
continuously falling.

(£) Competitiveness. American firms would beneflt
from the introduction of Alliance-wide free trade
largely because they are already accustomed to
operating in a highly competitive environment and as a
result are generally more innovatlive, aggressive, and
responsive to consumer demand. The European aerospace
market, for example, is largely dominated by a few
national and private firms, many of whom are_;%ngle
producers enjoying monopoly or near-monopoly atus {20)
In marked contrast to this stands the American market,
which is comprised of at least five major firms
competing in design and development. Under free-trade
conditions, European industry would be unable to meet
the American challenge without a substantlal
adjustment period.

-

Under an Alliance-wide free-trade regime in defence
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'goods, then, market forces would probably generate a

considerable re-allocation of productive‘:esoqxces. As one °’

observer notes,

[Tlhe creation of free trade 1in weépons... would

mean major shifts in the existing distribution of

production between countries, with large

potential galns to the USA. The standard

prediction is that the USA, with a comparatlive

. advantage in advanced technology goods, would

become the main producer and exporter of weapons

embodying reasearch and development and Europe

would be left only with "metal-bashing™.(21)

From a liberal economic perspective, however, such

a development would not necéssarily be disastrous or
even terribly unhealthy. 1In fact, gquite the opposite;
under a comprehensive weapons free-trade arraﬁgement,
comparative advantage and exchange effects would
result in less expensive weapons for Allled forces,
while forc!ﬂq Western European countries to shift
capital and labour into sectors were they could be.
more profitably employed. Moreover, it is not
possible to argue that Europe would Invarlably be
reduced to some Efrm of industrial helotry (which in
any case can be quite ﬁ:ofitable). High-technology
firﬁs such as Rolls Royce, Marconl, and Martin Baker
currently enjoy a significanf coﬁpetitive edge over
their US rivals and could reasonably be expected to
prosper under free trade. While it is true that, over

the short-run, adjustment to rationalisatlion might

prove to be somewhat difflcult for the European

o .‘-FZN'."‘:’E"JW
: R
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allies, two conditions attach:to any sweeping prophecy
. of doom and‘gloom. First, however diastic the changes
associated with free trade, it seems highly unlikely
that Europe would be reduced to mere metal-bashing. _
Given the relatlively healthy condition of some sectors
of the European defence lndustry, it seems probable
that a significant level of military industrial
capacity would r£main located in Western'Europé.
Second, free trade would probably generate vast
improvement in the effidiency of the NATO defence
industrlial base. Competitive markets and cpm;;ratlvé
advantage, In additiqn to the scale and learning
economies associated with rationalisation, could
substantially improve productivity-- resulting in

- lower unit costs and significant increases in the

purchasing power of NATO member governments.

]

Turning now to spéclfics, exactly how would the
re-allocation of productive resources assocliated with
sectoral free trade improve the efficlency of
 defence-related production in the Alllance, and what
would be the extent of the associated savings? To
starF, 1f sectoral free trade meant that NATO demand
for a partlcular.good could be met by a single
high-speed proddction line, then the Alllance could
expect to obtaln savings as a result of lmproved

economies of scale. As Lawrence Hagen concludes,
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. The extension of data from civilian to military

products suggests that scale economies of five to

15 per cent are possible when production is

doubled from 50 per cent MES (minimum efficient

scale of production) to MES, with 10 per cent

being the most likely flgure.(22)
queed, some observers suggests-that.the:e are even greater
potential saﬁings. In this connexion, for instance, Trevor
Taylor argues that, with respect to the aircraft-industry;
doubling productién typica%}y results in unitléiice
reductions of up to 20 per cent!(23) Since‘ln 1980 total
NATO spending on defence equipment was approximately US$43
billioﬂ,(24i savings of this magnitude could reduce the
Alliance's equipment costs by betweegPﬁSSZ billion and USSé
billion per annum.

Second, additiona} savings could be realised :hrguéh
free trade as duplication and overiép in research and
development were reduced and ultimately eliminated. While
there is almost universal_recognitlon that avoliding
needléss duplication in R&D would significantly reduce
Alliance defence costs} thexre are a varlet; of opinlons

with respect to the exact degree of savings that caculd be

expected from this type of rationalisation. On the one

hand, for example, there are those who suggest that the

lotal European research and development budget can be taken
as an_approkimate theoretical measure of intra-Alliance

overlap and waste. According to this argument, NATO could

L
and should eliminate the equivalent of 100 per cent of

European R&D expendlture, thus generating budgetary savings



of somevhere iﬁ the viqinlty‘of US$2.6 billion per annum
(1n 1975 dollarsj.(ZS) On the other hend, there aie those
who argue that at least some transatlantlc overlap is
necessary or desirable, and that in any case not all
- Buropean R&D dAuplicates Ame;ic;n efforts. From this
perspective, ratiogalisation and co-ordination of research
and development would proéuceumore medest savings of about
US$l billion per annuﬁ.(zs) Whether one accepts the upper
or lower bounds, however, it is obvious that Alliance-wide
free trade would result in a more rational (ie; less
wasteful) allocatioﬁ of research and development resources,
and a substantial annu§l reduction in NATO defence costs.
Third, ratlonallsation ana-frée trade would lower NATO_
defence expenditures as a result of increased learﬂing

economies. In this connexion,

Learning curves, also called experience or
progress functlons, show.the extent to which unit
costs decline with increases in cumulative
output. The basic idea is that the more
frequently labour and management perform a
specific task, the more efficient they will
become at that task (ie. they learn by decing).
For example, an 80 per cent labour learning curve
is typlcal for the UK alrcraft industry. This
means that man-hours per alrcraft or per unit of
weight {pound, kilogram) will decline by 20 per
cent for each doubling in cumulative output. -
Thus the second unit réquires 80 per cent of the
man-hours for the first unlt and the 400th takes
80 per cent of the man-hours for the 200th
unit.(27)

Within the context. of the Atlantic Alllance, 1f free trade

meant that manufacturers cquld typically double their

output on each production line then savings in the order of
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10-15 per cent Wpuld be within reach.(28)

" Pourth and finally, comprehensive free trade in defence
goods would generate savings as a result of comparative
advantage and internatlonal exchange. Although it s
difficult to measure comparative ad&antagg, Hag;n and
Hartley have established the approximate level of savings
that NATO could expect tq realise under free-trade regime
in defence goods. Speciflically, the dlrect gains from free
trade (those resulting from the operation of comparative
advantage and exchange) would probably be of éhe same
magnitude as those associated with scale econoq&es-— that
is, somewhere in tﬁe fegion'of 10 per cent. In addition,
substantial cost reductions would result frbm-ghe abolitlon

of fa:iff and non-tariff barriers; potential Alllance-wlide

savings of 10-20 per cent are not unreasonable given

fﬁrrent levels of protection among NATO members.

In sum, then, it seems reasonable to suggest that the

adoption of a NATO fzee—trage area in defence goods would

reduce overall equipment procurement costs by approximately

20-30 per cent.(29)
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TAs outlined in Some detail in the previous cﬁapter, the
C military ahd"economic consequences of a daxo-wide o
free-trade arearip'defeﬁce goods would be highly | 5
| advantageous to member states faced with rapidly rising
defence costs and. frxed ox declrnlng budgetary resources. - ®
At "its 51mp1est, thlS argument suggests.that‘ under 1deal
condltlons, specrallsat;on based on comparative advantage
could be expected to ii%ce equipment commonality and
compatlblllty, and reduce the costs and uncertaintles_
typxcally assocxated wlth large defence-related development
projects-. - In short, Alliance-wide free trade in defence_
goods would allow dATO to.field more aod better military
j'forcee_(ground formations, tanks; warsoips, etc.) without
increasing the bodgetary resources allocated to militarg
' preparedness. _
As far:as NATO is concerned, however, it would seem \\4’\§‘
~  that there is decidedly littld possibility of achieving
aoything even remotely approximatingrsuch a free-trade
arrangemeht. while Allied qovernments éenerally
acknowledge that-specialisationjfnd;international exchange
are mutually advantageous, they{contﬁnue to argue that the

N
close relationship between military power and eovereignty
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puts defence-related trade in a unique and separate
category.l Moreover, especially in the case of the
high—techqoldgy defence industries, thére are substantial
Eﬁiqpean reservations regarding-tﬁe broade; economic
1hpiications of unrestricﬁedlcompgtition in the defence
market-place. It is part of the conventional'ﬁisdog; for
examﬁl;; that in an unregqulated trade environment whole
sectors of the European industrial base would fall victim B
to the coépet;tion of larger, ﬁore productive, American
firms. As Europe is counting oﬁ many of these threatened
-fndustries (particularly aerospace,:electronics, ;nd
1n£ormati§é) to assure its future international
competitiveness, it is not surprising that European
political léadecs evince little in the way of concrete
support for more liberalised trade arrangements within"the
Atlantic Alliance. 1Indeed, togetheirwith US congressional
oppdsition (basg? on fears of regiona} economic
disioca%ion) and the more or less natural predisposition to
defence industrial autarky, European economic concerns
 constitute something of an insuperable barrier to
specialisation through free trade;

The improbability of pure and unfettered free trade,
however, doe; not méan that NATO members have been entirely
unwilling or unable to undertake significént initiatives
aimed at enhancing,specialisation and rationalisation

within the Alliance. What it does mean is that NATO has

been forced to promote specialisation through politically

—
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negotiated industriai~co—ordination rather than simply
.relying on market forces. 1In this connexidh, the varibus
bilateral Memoranda of Understanding .(MOUs) and the’
"family-oflweapons“‘?ﬁgtiative (undertaken pursuént to Db@
'Directivé 2010.6) are but two examples of negotliated
arrangements that are intended 'to enhance the overall
gationalisation.and specialisation of the Alliance's
defence industrial base without violating the politlcal or
economic parameters established by governmeﬂts oﬁ both
sides of the Atlantic. It is important to realise,
however, that while_manaéed specialisation of this sort
promiseé to greatly enhance the military preparednéss of
the NATO allies, it also contains the seeds of disharmony
and conflict. All told, managed'specialisation 1; not a
risk-free remedy for the Alliance's defence indﬁétrial
ailéents. In facé, quite the opposite: While‘in principle
managed specialisation promises to substantially reduce
waste and duplication within NATO}S defence industrial
base, in reality the pre-conditions for such an arrangement
threaten to drive a pbtentially disastrous economic wedge
between the European and Amer%can allies, thus undermining
Aliiance cohesion and weakening the West's defences. 1In
other words, managed specialisatioh is not the panacéa
proponents would have us believe-- indeed, as a cure for
thé Alliance's defence industrial malaise it mig prove to
be considerably worse than the ailment itself.

In the politically charged context of the NATO
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alliance, a steady and equitable two-way flow of mxlltary
equipment is a necessary prerequisite for managed
specialisation and the more efficlent use gf’ =
defence-Iindustrial resources. In short,.tne European
‘allies are unlikelf tq negotiate any specialieati&n -
agreement that fails to sericusly address the current
imbalance in transtlantic defgnce trade. As. Lawrence Hagen
argues,

Europe will not consciously sanction the

continuation of a foreign sales pattern which saw

approxmately $13 billion in foreign sales go to

America in return for less than 10 per cent in
the opp051te direction. (1)

4
In other words, unless the Europeans are able to sell more

of their military equipment to the United States, the
-political entrails suggest that there will be decidedly
little movement toward managed specialisation and greater
defence industrial rationalisation within the NATO
alliance. .

In order to realise a more equitable transatlantic
‘exchange pattern, however, simple economic loglc dictates
that the varlious Eeropean defence Industries must become
competitive (in terms of both 2rice and quality) with their
American.ceunterparts; as 10 oae has serlously suggested
that the Alllance =should pay a cost premiﬁm, over an
indeterminate period,'on goods that are qualitatively
inferior, and that cannot be delivered in adequate numbers

-
or on schedule. Clearly this ls something of a consensus
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on both sides of the Atlantic. A US DoD report, for

]

example, summarlsed the % ican position as follows,

.-

No country in Europe can produce to an
intercontinental scale. Thus the economies of
scale the Allliance needs-- and the beneflts the
Europeans seek-- cannot be fully realized
'until...the European.nations organize their
defense procurement on "a united and collective,
‘basis". Europe's fragmented defense lndustrial
base also makes it difficult for lts lndustries
to develop and .produce weapons competltive in

quality, guantity and price with those produced
in the US.(2)

And, 1?}would seem, the sentiments and concérns
underpinning American thinking in this respect are also

reflected in the European defence community. In this

connexlon:

It has become commonplace to argque that Europe
must "get 1ltself together" before a better
balance can be struck across the Atlantilc
cooperation in mllitary development, production
and procurement. This theme runs through
meetings of the WEU and Eurogroup and was a major
reason for the creatlion of the IEPG....(3)

%

N

This, of course, has lmportant lmélicatlons for the
future structure of NﬁTb‘sJaefen;e'indhétrial base; for as
things stand, European c@méetltiveness is undermihed by an
Amer{can defence industrthhat (with a few notable
exceptlions) can produce'quélifatively superior defence
goods less expensivel;.than is possibie in Europe.. 1%
European industries ére_fé:have any chance of competing
with US firms it 1is essqn%ial that the European developnent

and production effort be reforganlsed in order-to match
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American capitallisatlon rates and_scale economies-- that
is, along continental rather than national lines.

Thefein, however, 11és the rub. The transformation of
the European défence industrial base from,a'collection of
competling national firms to a truly competltive continental
effort necessarlly involves a significant degree of state
intervention In "the military dgvelopmgpt and‘productiop
sphere-- including, inter alfa, various tariff and o
non-tariff barriers to American penetration of the European
:defenée market. As the loss of the lucrative European
market would almost assuredly result in substantial
American economic resentment and retaliation-- and as this
would Just as surel§ undermine Alllance coheslon-- it seems
.that there is an argument to be made that efforts aimed at
dnstituting managed-specialisation.within the Alliance are,
paradoxically, more likely to weaken NATO than.stfengthen
it.

The intent of this chapter, .then, is to demonstrate
that NATO efforts to improve ‘Alliance millitary
éffectiveness through standardisation and industrial
co-ordination are in many ways inherently contradictdry and
largely self-defeating. Broadly, while on the one hand
significant movement toward Alliance—wide rationalisation
réquires extensive restructuring of the‘Euzopean defence
industrial basg; on the other, such a restructuring

necessarily involves forms of state intervention that the

Americans are likely to find most intoleraBle-- precisely,
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the exclusion of US defence firms from particicpatlon in

" European defence projects. Moreover, 1t seems likely that

should US manufacturers indeed flnd themselves shut out of
the 1ucrativa European market, Amer}can pollitical reactlion
will be swift and telling. 1In the'final’analypis, alEhougH
one can only spéculate as to the outcome of such a érain of
events,.one cannot dlsm;ss.fhe éossibility that conflict
and competitlion over the Alliance's defence Industrial base

will ultimately result in a significant weakening-- i{f not

a partial dissolution-- of the Atlantic Alllance.(4)

Bolitical and Economic Limits o Free Trade

According to the precepts of liberal economic theory,
whenever one country has a comparatlive advantage over

another in producing some good, unrestricted £free trade is

the most effective means of encouraging internatlional
speclallsatlon and the efficlent use of each country's
productive resourcas. Basically, provided there are no
impediments to international axchange (ié. tarlff and
non-tariff barrlers), natlons willltend to speclalise in
those goods whicﬁ they can produce at a comparatively low
opportunity cost, and then trade for goods they produce
less efficlently. 1In theory at 1eas£, ﬁhis is supposed to
result in generallsed mutual advantage as all trading

parties can maximise the efficient use of their productive
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resources and lncrease their overall consumptlon of goods.

In connexion with the Atlantic Alliance, liberal
economlics have been used (1lmplicltly or explicltly) t;
demonstrate that the adoption of Alllance-wlde free trade
and specialisatlon based on comparative advantage could Be
expected t; signlficantly enhance the economic and military
efficlency of member natlonsl More speciflcqlly,_it has
been argued thaf 1f NATO were to ?llow market -forces to
deteimine the distributio; of productive resourceé within
thg Alllancg, cogfs wopld be reduced as a result
comparative advaﬁtége and ekchahge, and the- economies
associated with se{vicing a large ilntegrated market
(economies of scale,'etc.). Horgover, 1f a free-trade
regime in defence goods were té emerge, NATO could
anticipate significant alliance-wide standardisation (with
all the associated benefits) as all consumers purchased ’
their goods from the (same) most cost—efficienf producer.
In short, the implementatlion of Alliance-wide free trade l?
defence, goods could,be expectgd to produce a number of
rather mouth-watering military and economic pay&ffs for the
Atlantic Alllance.

As the arguments in favour of NATO-wide free trade and
speclallisation are so decidely appealling, one is moved to
ingulire preclsely why such a regime has never been adopted

by the Alllance. 1In an age of rapldly rilsing equipment

costs and limited budgetary rescurces, one might expect

Western governments to move rapidly and enthusiastically
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toward free trade in defence goods Y: such- a move promiﬁéd
;o substantlally reduce the cost of military preparedness.
* Such an expectation, however, wdﬁld be largely unreél!stiq;
for, though-gbvernments are properly concerned with
cost-efficiency, enthusiasm for free tiade.ls typically
moderated by consideration~o£ the‘broader political and
eqonohic objectives of the state. Put another way, states
have other—; often more impo;tant-- goals Ehan Simply
miﬂimizing the costs of preparedness;'and‘free;tiade
threatens to undermine these objectives Jjust as surely as

it pfbmises to promote the efficient use of the Alllance's

defence industrial resources.. ¢ . ———————
- . /_ )
The speclilfic, Lf complex, question that seems worth

addiessing in Ehis connexion relates to the oftenrhearxd
arguﬁent that NATO'could achieve greaterx efficency in
resource use 1if only member nations exercised greater
pollfical wili. To pose the question dlrectly, do the
"higher-level™ political and economié concerns of the state
constitute surmountable "obstacles" that may be overcome
through negquatlon.and compromise; or are they unavoidable
and insuperasle "constraints" that cannot be wished away
and must therefore be considered legitimate limitationg on
policy choice? The answer, it.seems, is that within the
Alliance mahy of the impediments to épecialiéation through-

— -

sectoral free trade are indeed quite substantial, and N

cannot be expected to yleld to thE€ logic of the

greater—efficiean-in-reqource—use argﬁment. Consider, for

¥
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example, the political reservations of the NATO allles

~.regarding free trade. To starf, on both sides of the

Atlantic there is a deeply-rooted reluctance to ..
institutionalise the. lnterdependence inherent in

speclalisation. On one level this likely_stemSQE}ngfhe

" fact that all states naturally place a premium on

' ¢

1ndependénce and autonomy: according to more traditlonal
notions at least, this is virtually the defiﬁitidn of the
state. Oﬁ a more immediate level, however, concerns -
reg§réing‘specialisation are more particularly“;elated to
European fears ©f abandonment and the traditional Amer;éan

preference for defence industrial autarky. .

——
— 4

At its simplest, the political argument against free

" trade suggests that such an arrangemént would threaten core

political intereéts in both Europe and America. For the

Europeans, the most obvious threat posed in this connexion
is the political lewerage that would accrue to the United
States as a result of spéciallsatidh and rationalisatlion.
Assuming--and this 1s not unreasonable-- that the
untrammelleé operation of market forceé‘effected,a
large-scale shift of productive‘reéouzces tc the US, Europe
would become highly dependent on Washington's goodwill for
the continuing supply of essential weapons and ‘
spa;e—parts—— leaving Western Europe vulnerable to American
pol?tical pressure and-probably resulting in a certain loss
of 1néependence in forelgn policy. Understandably, given

the often profound differences between US and European
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global interests, the possibility of this sort of £

:dependence and vulnerablllty is decldedly unappealing to

the majority of Western ?u:opean political leaders.
vsreover, guite apart from the sinéularly European fears of
dependence, there are a_number>o£-political concerns--
shared’by'both the US and Europe-- regarding the
fﬁplications.of greater interdependence. for eiample, £nll
specialisaéion would necessarily lnvolve the complete
integiafion of the varlous-Allied defence 1ndustzlesl1nto a
sipgle combined effort; with the US produéing,_say,
military alrframes while Euzope produced avionlics, engines
or ordnance. Under these condltions, should the
Edfopean-American connexion be severed at some future date
neither Europe nor America would be,capable of
independeptl; producing the full range of military
equipment required for national defence. Not surprisingly,
in a world of pervaslive competition and conflict (not to
mention the real or imagined Soviet military threat) both
tpe Europeans and the Amerlcans percelve this as an
unwsrranted‘and dﬁacceptable risk to thelir sovereignty and

secdrlty. -

Clearly then, tiiere are polltical impediments to

sectoral freée trade 'that are deeply-rooted in the nature of

"the intetmational state system, and that are probably not

amenable to political negotlatlion or compromise. j
In addition to the polltical reservatlons attached to

specialisation, there are a number of deep-seated economic

-
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concerns-- evident in both Washington and the Europeén
capitals-- that militate against Alliance-wide sectoral

free trade. For example, whlle it {s undoubtably truefthat
the Unlted States as a whole would would be én economic
winner under a séctorél free-trade reg{me, certalin reglonal
and sectoral interests (particularly elements of ﬁhe
Americ;n labour force, and a limited-- but not
insignificant-- number of first-.and second-tier industrial’
firms) could conceivably 1ncuf substantlial losses as a .
result of increased European competition. 1In’ this

connexion, the US legislative brénch, reflecting both

. traditional mercaritilist deslires to protect the domestlic

arms Lndustiy and the more ilmmedlate political concerns of - T .

its membership, has become the focus of a generalised and

<«

pervasive American resistance tc greater foreign
participation in the US defence procurément process. Thus,
in recent years Congress has evinced an intense-- and to
many Europeans, ‘growing-- concern regarding the economic
implications of greater American dependence on European
military equipment, and has put into place a number of
legislativefInstruments designed to protect the US
industrial base. Moreover, individual Congressmen,
sensitive to the partisan political implications of the
soclial and economic adjustments associated with sectoral
free trade, have responded energetically to growing

pressure from threatened US defence contractors and labour

organlsatlions-- partlicularly in,those regions_enjoying a;a'
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large concentration of defence development angd proddction

capaclty. 1In the words of Trevor Taylor,
Congressmen for whom a foreign order would mean a
loss of jobs [and corporate .profitl] in their
constituency inevitably oppose the order, almost
regardless of the military merits of the case.
Maine Congressmen fought a bitter battle on
behalf of the Mary Mount Company when the Mag- 58
was chosen despite the inferiority .of the Mary
Mount's product; the latter is reputed to have
had a much greater tendency to jam when f£lring

and had a lower rate of fire, among other

weaknessess.(5)
‘Given the representatlve nature of the American pollitlcal
system, of course, and the fact that according to some
estimates every $1 billion in lost export sales costs US
industry approximately 70,000 Jjobs, this reéction'to‘the
threat of increased European competition is perhaps not too
surprising.(6)

In response to the pe;ceived.economic threat (however
limlted) posed to the US defence industrlal base by
European com%etition, Congress has erected a substantlal
number of legislative barriers to European participation in
the American defence market.. While it is true that a
number of these Congressional hurdles have been overcome by
means of executive waiver and varlous Memoranda of
Understanding, the historxical record shows that the
operation of many:of these provisions (particularly as they
relate to competition and small business set-asldes) has

remained an integral part of the US procurement process;(7)

as a rule, US legislation has consistently discouraged or

-



precluded European. flrms from gaining access fa the
American defence markeﬁ-f despite the éécla;ations of‘many 
apologists for US government policy.(8) Listed below are .
three procurement-related acts.typiéal of US 1égisiative
‘_restrictions_on the import of forelgn defence good#r These
acis-— irrespective of ﬁhether or not they have been walved
in certaln instances-- aré in some measure indicative of
~the depth of Americah concern over the économic
1mplicati§ns of greater foreign barticipation in the

American defence market.

(a) Buy America Act: Originally introduced in
1933, this legislation requires the United States
government to procure domestically all goods
intended for public use, except where such a
policy would involve unreasonable costs or be
otherwise contrary to the public interest. This
act can be waived under the terms of the ‘
~Culver-Nunn amendment to the Defense
Appropriation Authorization Act (1976}, -but in
the words of one observer, remalns "one of the
largest obstacles to overseas procurements...
because it has tremendous internal political and
economic strength.(9)

(b) The Bexry Amendmenf Lo the Approprlations
Act: Under this legislation, the US government
is prohibited from undertaking substantial
puchases of food or clothing grown or produced
outside the United States. Although this
amendment was first introduced in 1942, it
remains in operation today; and has, in fact,
been greatly expanded over the years. With the
exception of chemical warfare clothing, the
provisions of this act apply to all NATO European
goods-- irrespective of any Memoranda of
Understanding.(10) ,
(c)

i : This legislation prohibits the
acquisition.of non-American defence goods where
such an action can be demonstrated to undermine
the mobilisation capacity of the US defence
industrial base. Under the provisions of this
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programme, FY 1974 saw forty¥six per cent of us

defence procurement protected from forelgn
competition (11)

- - . ' .%

.

it wbu}djseém,,then, that whi}e Alllance-wide free
trade in defence goods would bg millﬁariiy and economically
beneficial to tﬁe United States, there are\sufficient_
obsracles'inherent in the Amerlcan political system to
preclude any significant move toward that end.
Essentially, free trade i1s doomed by the fact that, outsfde
0of the Carter administration and some quarters of the
cilvilian hierarchy of the DoD (and then only In highly
abstract terms), .few in the US supbort greater forelign
particrpation in the Jmerican defence prpcurement process.
Indeed, Congress, business, and organised labour are all
vehemently opposéd to gréater European access. Nor should
this be pérticularly sﬁrprisiné; for, while the US and
Europe sgére a number of security-related objectives and
concerns;‘ln connexion with the defence industry
tranéatlantic Interests teqd to be mutuélly exclusive. One
US House Armed Services Committee report undérscored this
point In the followlng terms:
It is difficult to fault the Europeans' desire to
increase their defence markets-- as a goal for
Europeans. However... there is no evidence to
support the thesls that buying European i3 in the
best interests of the uUnlted states which is,

after all, an economic competitor of Europe as
well as a military partner (italics mine).(12)
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The Europeans, too, have‘historicaliy evinced a certain
dégree of apprehenslion with respect to thg potential
_economic implications’of Alliance—wide free trade in
“defence goods. While this uneasiness has been'dlscussed to
some degree above (see chapter 1), 1txis perhaps ;seful at
this point to restate the wvarious argumentg in somewhat
more depth and detail; .

At its simplest, the principal European objection to
sectoral freé¢ trade is concernea with the adjustment
problems that each.state would have to face as productiop
capltal was re-allocated thréughoﬁt the Allliance. The
conventional wisdom, of course, suggests that the various®
European defence industries would be rendered largely
redundant if ratlonalisation were to be carried out
according to the dictates of untrammelled comparative
advantage: exceptional products such as the karrier
jump-jet and the Roland nisslile notwlthstanding, European
industry as a whole s deeﬁed to be inefficlient and costly
in comparison with many larger and more productive US
flrms, and would presumably "wither away™ in the face of
unrestricted American competitibn. Given that the liberal
aemocrétié state is n§tura11y concerned wlith public and
corporate reaction to the major indicators o¢f national
economic health, it is perhapé understandable that sectoral
free trade, with its promiées BE greater unemploymeng},é
worsening balance of payments picture, and increased social

t

f
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unrest, is not a particularly popular policy option among
the Western European allles.

In mo?e sppcific terms, European opposifion to freerx
‘trénsatlantic defence trade is largely based on perceptlonS
that such an arrangement woﬁld inevitably resuit in large
scale economic and social dislocation within the Yerious
European countrles. On the one hénd} this probably
reflects a generél concern over the pdtentlal loss of tax
revenue and increased soclal securlty payments naturaily
asébéiated with capital fiight. Perhaps_at‘a more basic
levél, however, it also reflects a recognitipn that
European labour and‘production capital 1s relatively
1nf1éx1b1e; and that such rigidity Qnece:*;esarily renders any
atteﬁpt at industﬁ}al re-organisation and rationallsation
both econbmically diffiéult and polltically risky.
| In principle, if defence production within the Alllance
were to‘bé ;;-organised in accordance with the operation of
comparative advamtage, European industrial resources would
necessarilz/be re-allocated out of domestic defence
1ndustrie§\€nd into other sectors of fhe economy. In other
words, Eurgpean workers and plant would be transferred out
of those(sectors forced into decline by American ’
competit;on, and into areas in which Europe enjoyed
something of a comparative advantage. In practlce,
however, the sltuatlon 1s far from beling that
cut-and-dried. Fixed ana variable capital-- in any

economy, but particularly in the European context-- is not



easlly taken out of, say, fhe aerospace sector, and applied
to textile or automobile production. Plant-réquires ,
re-toollng, and people must be re-trainegd and often
re-located-- usuall? at great expense tp_the state,
H;reover; there 1s no guaiantee that "released" labour can
be profitably re~employed in other industries: despite'the
best efforts of the state, the hlstorical’recofd suggests
that.lncreased unemployment is almost certalin to attach to
even limted industrial contraction and decline. Thus, if
the Eu;;bean gllies were forced to wind down a'evén a .
limited portion of thelr defence industrial effort as a
result of sectoral free tﬁade, Eurbpgan goverqments quld
be faced with a _number of social and economlc problems--
precisely, substantia}ly higher-ievels_of unemploymenf and
the potentially exorbitant cost of converting idle'blant to
profitable production. In short, unless 1t proved possible
to gquickly and efficlently move caéital and labour out of
defence prodﬁction and into the civilian sector, the
adoption of a NATO-wide séctoral free-trade regime would
séverely tax the financial iesources of ﬁany Eurépean
governments while at the same time undermining the social
and political stability of the region.'

An additional source of_Europegn concern ovez-NATO-wide
free trade in defence goods is the possible impact of such-
an arrangement on the European balance of payments |
position-- that 15,'o§/the difference of value between

payments into and out of the respective Western European
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‘economies. In thiS\connexion, it is generally asserted

that a healthy and extensive defence industry can

, DN A
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. -contribute to the balance of payments through both- import ~

\ \

'savings ‘and export eafnings Broadly, the domestic

production,of military equipment,can be immensely . “K‘ -

4
.\' T

beneficial to a. nation s overall economic posftion in that .
-\-"f ~‘- ‘\\ .'. . )
. It allows the. state to. impo:t fewer “expensive defence goods
: LR
from abroad, whlle generating income\as a result of export

sales, production licensing agreements, and patent rights.

- \ -—

- In the European context, the various domestic defence .
industries do in fact seem to contribute gqulite -
significantly to the balance of payments of- the respective
Alllied states. This isnparticularlx true of major arms
producing. countries like Brltain and France, for whom the
sale abroad of military equibment is an important source of
foreign exchange. In this connexion, for.example, conslder
'that according to 51PRI estimates, 1980 witnessed French
arms sales abroad reach an astounding B8 p:r cent of all
French exports;. similarly, the Brltish figure for that
year, while representing a somewhat less stellar- 2.5 per
cent of total exports, amounted almost exactly to the
annual‘visible:trade surplus for 1980-- or approximately
1.2 biilion pounds.(13) 1f these arms sales were to be

~lost due to capital'flight, and lf one aiso calculates in
home purchases that would haQe to be sourced'elsewhere if

domestic development and productlon were to wind down, 1t

becomes obvious indeed that .the re-allocation of defence



industrial resduzces assoclated wilth sectoral free trade
would geﬂerate a substantial disequilibrium in the European

balance of payments position-- in the process serlously

thteatening the-économic health of precisely those states

that enjoy the greatest political influence among the
f .
European NATO allies.
TheSe problems, while they would doubtless prove

troublesome aﬁd disruptive to Eurbpean'governments

-~ ~

concerned with_pational economic_performancé and political
legitimacy, do not in themsélves necessarily constitute
1n$trmountable obstacles to defence free trade.-Taken
"indivlﬁually, ;hé fiscal and payments difficulties attached
tozlaréé scale industrial re-structuring would probably
prove manageable in the §§ce of a concerted and gpcused

effort on the part of national and regional govefnment.

When conéidered in the context of the broader economic

I'4

tpicture, however, these problems seem to acquire gargantuan

proportions. As Trevor Taylor argue;T

)

In ' isolaticn, none 9of these difficulties is
insuperable and the disarmament community,
including some trade unionists, has already done
substantial work showing how all defence
industries could be run down without toc much
economic dislocation....The final complication,

d however, is that' adjustments to defence
production do not stand alone. Governments in
the West already face an abundance~of adjustment
problems with which they cannot easily deal.
The rising price of 011, competition in
manufactured goods from newly industrialised .
~countries and the increasing automation of

. production have all helped to establish high
rates of inflation and unemployment in many NATO
states. (14) - -

» ) J
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Clearly, then, given conditions of general economlc
malalse and thé attendant neea for extensive soclal
adjustment, the European allies are not in a position t§
"negotiate away" thelr defence industrlies-- not even in the
pursuit of.a-mo:g¢§ationa1 Alllance defence Industrial base
or dramatically lower pzeparednesé costs. Put simply, to
enter into a sectoial free-trade agreement with the
Americans at this juncture would be to place a potentially
intolerable burden’on an already somewhat shaky economic
foundation. Moreover, in a world in which the traditional
European "smoke-stack" industries are increasingly unable
to compete with low-wage foreign rivals, the loss of
ﬁig;—technplogy defence industrles to US competition would
probébly be disast§ous for EBEurope's future international
competitiveness and ecdnomic health.- Consequently,
European governments have tended to shy away from the
creation of a competiﬁive NATO free-trade area, opting.
instead for a variety of economically sub-optlimal
development and productidn arrangements (éee Chaptez 1
above}.

In summary, and despite prStestations to tﬁe contrary,
there®is decidely little chance of achieving substantial
intra-Alliance specialisation and rationalisation by way of
freer transatlantic trade in defepcergooq§. European, and
ultimateiy American, reslstance to such an arrahgement ls
firmly rooted in the core economic and political Interests

of the various Allied states; and is not, therefore, an
i

Y]
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6bstac1e that can somehow be surmounted or ov:icome by
means of negotiation or political horse-trading. Clearly,
then, the search for more cost-effective means of
developing and producing military equipment Qlthin NATO ‘
must start with a realisatiéh thét opposition to free trade
is an integral part of the pollitical landscape-;~that is, a
legitimate and immutable constraint on policy cholce. 1If
the Alllance defence industrial bése is go be rationalised,
it will not-- essentially, cannot——Abe via the free-trade
route so popular in certain technocratic and Congressional
circlest Rather, rationalisgtion will have to be achieved
by other means. At its simplest, if NATO ls serious about
reducing defence costs if will have to dévisé an armaments
,polic& that ls more congruent with the "higher level"®

political, social, and economic goals of its member states.

Beginning in the 1970s, a consensus began tojemerge
within the Alliance that specialisation based on free trade
was essentially a political "non-starter,"™ and that
alternative approaches to raticnalisation and s
standardisation would have to be found if NATO were to

remain militarily effective in the face of rapidly rising

defence costs. The approach that ultimately came to
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underpin Allied efforts in ‘this; directlon-- as first
introduced by US President Foxd at the 1976 ﬁ&ro summlt--
suggested that, in ord%r to be politically acceptable,

speclalisation would have to be based on a co;oﬁerative

* US-European partnership in which both "pillaré“ would be

encouraged to develop ana produce militazy equipmenﬁ for
sale'withig an ihtegrated Alliance defence market. On the
surface at least, thils innovatlve "two-way street” approach
Seeméd (and in many clrcles; stlll seems) to be onlously
superior to free trade based on comparative.advantage in
that managed spectalisation poses less of a threat to core
economic and political interests within NATO: the efficient
institutionalisation of the two-way street neither
threatens the Europeans with the loss of their
high-technology defence industrial base, nor -subjects the
United States to significant regional and sécforal ecpnomic
dislocatlion of the sort most feared by Congress. Moréover;
under managed speclialisation there appears to be far less
risk of economic competiflon within the defence sphere
escalaginé into a full-blown trade war.

Below the surface, however, the inner loglc of
polifically dlrectéd rationalisation belies these
appearances: over the long run, managed speclallsation,
threatens to generate tensions that are every blt as
deleterlious to the long-term workabllity of the NATO-

ailiance as those associated with free trade. 1In short,

the two-pillar approach is not practicable because the
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*lmmediate pre-condlition for managed speclalisation--

15 . .

precisely, a.reaSonably competitive European defence

'ihdusfry--_&s imﬁoésible to establish without the use of

protectionlst economic measures-- measures that are llkely

.to result in the exclusion of US firms from the European

military eq&éyment market, and so cause substantial
American resentment toward NATO Europe. Undqr these
conditions, and contrary to the orlginal intent, attempts
to push the rationallsation of the European defence
industrial base are 11ke1y to result in a deteiioration-in
Alllance cohesion; and ultimately a reduction in the West's

military preparedness.

Despite its institutional genesis during the Ford

_1xgarstupanaged specialisation as an Alliance policy

éxperienced its most active period during the '
Administration of US President Jimmy Carter. While the
initlal Ai&ied responses to Ford's two-way street
lnitiétive had often been discbnnected and un-methodical,
within a relatively short period of time the Carter
Administration had managed to focus these rather disparate
efforts and to bring some degree of cohesion and purpose -to
Alliance policy. Carter initiated his campalgn for a more
equitable and efficient two-way street duringfthe 1977 NATO
summit in London. There, before the assembled NATO
ministers, the President suggested that rationalisqtion and
standardisation within NATO could only be éeally effective
i

By

d
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;f Aliiance defence industrlal pollcy'wefe to bg based on a
'solid foundation of negotlated co-operatlion between the US
and- Europe. Ihplicit in this, of course, was the
;ecognitibn that the chief historical obstacles to
raticonalisation were related to insufficient political
negotiation, and not, as was the previous orthodoxy, to a
surfeit of state intervention in the pfocuremént process.
In thi; connexlon, Carter re-emphaslsed the need for a more
open Ué dffence market, 3nd suggested that the United
States and éurope seek new ways to bring abou£ a "genuinely
two-way street™ in transatlantic defence trade.(1l5) |

President Carter's forpal deilaration of intent was

Eirst given operational substance in the form of DoD

,

Directive 2010.6, “Standardizati%p and Interoperability of
Weapons Systems and-EQuipment within NATO." Under the
terms of this directive,.thé Unlted States government was
commlted to three broad policles designed to enhance
transatlantic defence trade and greater rationalisation in
the development and production of militarf equipment.
First, the so-called "Dual Production" initiative_ attempted
to encourage member nations to enter intoc licensed
production or co-production agreements with respect to
systems already designed by anotheﬁ member. This -
rationalisation scheme relied on competitive and |
19dependent research and development; transatlantic
fhdustrial co-operation belng strictly limited to the

production and assembly . phases of any given project,

N
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second, the doors to greater transatlantlc trade were
to be opened via the medium of general and recxprocal
Memoranda Qf Understanding (HOUs) These instruments,
negotliated on a,bl-lateral basis between the Unlted states
‘and European NATO governments were intended to override the
appiicétion of a number of pqptectionist trade polidies; ;
and to admit greater Allied participatidn in the varlous
~national defence proeﬁrement processes. In the words of
* Dr. Willlam Perxry, US Undef Secretary of Defense. during the
QCaEter.years and a strong supporter oﬂ;;ationalisation and
standardisation: |
The purpose of the general MOUs is to open up the
defense markets of. each country to f£air
competition by NATO's defense industry. These

MOUs waive various "Buy National" restrlctlons on
v a reciprocal basis.{1l6)

Fl

In this respecﬁ ié is impdrtant to note that, although one
of the intended functioné-of the MOU was to enhance the
operation of the market system, broadly speakling that was
not their primary purpose-- at least not as envisagesd by
the Cérter Administration. Rather, as demonstrated below,
the réciprocal.reduction_of en;ry barrieré to national

ﬁ: defence markets was considered an gpﬁeg;al component of a -

- W ' |
. . {a < v .
more radical and far-reaching managed specialilsation

»

effort. o : : "

- -~

The third policy initiative articulated in DoD'ZOlg.G
recommendeg complementary development <of defence systems

- - Y g =
) {

within the context of a,politically negetiaggd division of
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labour (the so-called "family-of-weapons" concept). Put

anothexr way:

By inter-governmental agreement(s) (a serles
of Memoranda of Understanding), a particular
class of technologies would be sub-diwvided such
that each state has a responsibility for a given
weapon system....Bach state would then be
responsible for the production of its assligned
system, and weculd promise not tc compete with the
production pf other systems under the purview of
the other state(s) involved. Each state would

" also agree, at the approprlate time early on In \
the process, to acquire a given number of weapons
of each type from the family pool. Data packages
involved in each project would then be
‘transferred to the participants, and the
appropriate arrandgements arrived at for third
country sales. The end result would be a managed
specialisation of wfunctions: the benefits of
collaboration in the context of current
production patterns-- integration without
tears. (17)

p
In many ways this third leg of the triad represented

the most politica;&{jﬁ%%histlcaﬁed-— and_by far the.most
promising-- approach yet adopted by the NATO allliance with
respect to defence industrial rationalisatlio At its
siﬁplest, the famlly-ofiweapons initiative :S;resented an
aétempt on the part of the ps and its Eufopean allies to
reconcile the pressing goaliof achieving budéetary savings

within the defence sphere with higher national objectives

related to employment military and industrial prestiqe,

_and balance of payments con51deratlons, that is to say, it

.'was essentlally a political arrangement, the potentlal

success of which rested on its ability to balance the
military, social, and broader economic needs of states on

both sides of the.Atlantic.
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Managed speciallsation in the gqulse of the
-family-of—weapons.approach, however, while beling far more
attractive than free trade, was (and is) by no means a
partacea for the étructqral disarmament presently ,
threatening NATO. In fact, quite apart from the more
obvious and immediate difficulties associated with the
concept, (18) managed specialisation is faced with a number.
of obstacles related to the implicit reguirement that
European millitary equipment be competltive with that
producgd in America--_ obstacles that are not only
" insurmountable within the context of the Alliance as it Is
_presently cénfigured,'but that threaten over the long term

to seriously weaken-- possibly§even rupture-- the

Eurcpean-American military connexion. ] J%
. , )
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' K - AND THE EFAD

As demonstrated in the precedling chapters, an essentlal
pre-con&ition for-the succegsful rationalisation of the
NATO defence industrié} base is a significant increase 1ﬁ
thé level of European particlpation in the US defence
procurement procesé. To date, of course, Aﬁerican legal
and procedural barriers have tendeé to discriminate agalinst
European military goods-- effectivély excludling all but a
handful ‘of exceptional products from access to the US
defence.&arket. However, as there is little indication
that the Européahs are prepared to folerate this situatlion
indefinitely, it would seem that 1if Alliance-widé
industrial re-organisation is to become a reality Amerlcan
trade.legislation and ‘procurement practices will have to be
reformed to encourage a greater flow of traffic on the
westbound carriageway of the transatlantic two-way street.
This, however, has proven to be an exceptlonally eluslve
goal; for a variézx\pf reasons the US governmentehas
remained implacably hostile to greater European
particibati&w‘in the US procuremént process, particularly
in the form of politically negotiated faffirmative action"
programmes. While it is true that both Congzesé and the

Administration have articulated a well-massaged declaratory

policy in favour greater Allied access, 1ln practice thls

mas been superseded by an insistence that forelgn goods be

~
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commerclally competitive with those{produced by Us firms.
Put'simply, then, to the degree that\Europeanlgooda are
more expensive and of lower quality than their us
'counterparts, the American predeliction for formal
competitive procurement has effectively sﬁﬁ% them out of
the US market. '

This being the case, it_ha; become painfully clear co
.the European allles that lf they are to have any chance -
whatsocever of improving their military balance of trade
with the United States they must first of all reorganise
thelr defence industries along more commercially
competitive linec—— that is, they must consolidate their
regicnal deﬁence.market and increase their exporf sales.
Such a move, of course, would allow European industry/;o
achieve production economies and capitalisatupirates
similar to those enjoyed by American manufacturers--
presumably resulting in lower prlced and higher quality
European defence goods and greater participation in the US

procurement .process. In order to realisg this goal, -

n;weyer-- and this 1is the crux of the proolem—— it seems
that the European allies will have to take measures that
are likely to result in the effective exclusion of American
defence firms from the European market. As this is likely
"to generate substa*tial hmerican resentment toward'Europe,
1t seems that, contrary to the originai intent, attempts to

rationalise the European defence industry am8 perhaps move

toward some form of managed specialisation within NATO may

3
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well result in a further fractﬁrlng of the Alllanceadefence'

industrial infrastructure, and indeed gerierate a net

S

decline in the Industrial prepareénes; dfithe West.

‘The purpose of this chapter, then,'is to demonstrate

theidynamics of-this process in connexion with the Européah .

mllitary aerospace industrf, and particularly in connexion

with European Flghter Aircraft prbgramme. Aerospace and
the EFA were chosen for several reasons:

-2

{a) They illustrate the baslc conflict betweén.the
short-term requirements of a healthy European defence
industrial base and the long-term requirements of a
healthy Alliance defence industrial base.. -

(b) They demonstrate the lmportance of protectlonlism-
and expanded sales markets to European
competitiveness..

-(c) They illustrate the potentially diviéive tensions
that exist between Europe and the United States.

{d) They demonstrate the palitical imits to even
strictly European industrial collaboralion. “me ad

hoc nature of the EFA programme suggests that European

nations have other, more important, goals than simple
economic efficlency, and that. structural
re-organisation of the sort advocated by several EC
studies is not politically feasible at the present
time. (1) a—

Bt

Thus, a study of the European Fighter ‘Alrcraft

Ll

programme provideg evidence regarding the central assertlion

of this paper-- precisely, that the rationalisation (even

on an ad hoc basis) of the Buropean defence industrial base

is simultaneocusly pre-requi;ite to and incompatible with
the broader goal of Alliance-wide specialisation and

rationalisation. As we have seen in the precedlng




85

chapters, managed speclalisation (or, indeed, o
speciallsétion through free tradg) requires that_éurope’
begin producing'defence qoo@s thétlare.commercially
coﬁpetitive with those of thei; American rivals. What
remains to be demons??ated in,é concrete way is that ) )
policies and programmes aimed at achleving that goal are
moxe likely than not to undérmiﬁe transatlantic industrial
ratibnalisétion and contrlibute materlally to the
centrifugal forges already operating within the Alliance.

4

A starting polnt in thls connexion is a model of the
European aerospace industry that outlines both the,
importance of market consolidation and‘expanslon, and the

role of American aircraff firms in impeding this.

\

" The demand for competitive éerospace eguipment, of
course, suggests the need for substantial restructuring and
re-organisatign within the European defenselindus%fial
base; for as things stand, Europe's dlsparate natlonal
aerospace industries enjoy neither the market scale noxr the
capitallisation rates zequired to make them tzxuly
‘c&mpetitive with the American glants. Stripped of 1lts
déta](s, this line of réasoning suggests that if Europeah

firms are to have any chance of competing with US

. manufacturers it is essential that European development and
bt

e s
g
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production be organ&sed'élong contlnental, rather than

strictly national, lines. As many observers-- on both
sides of %he Atléntic-- havé noted, Europe must effectively
"get itself togethet" (le. co-ordinate demand and
co-operate on supply) before there is any genudine
possibility of realising .2 more equitable balance of
traffic on ;he two-way street,

Essentlally, the reallsation of a more competitive
European aerdsﬁace indusﬁry requires two Eu;damental
changes In the structure of the European market. Flrst, if
European firms are to produce airéraft and component
systems that are gualitatively c0m§etitive with those ofr
thelr American rivals, It is absokutely essential that NATO
Europevrefofm its highly under—g&ﬁitalised and
unnecessarily duplicative reseaféﬁ'and §§velcpment
infrastructure along American lines: §§:one team of
experts put it: _ " ot

The need for a consliderably greater effort in
research and development (R&D)... ls
self-evident... [Nlot only are the European ‘
members devoting considerably fewer resources to
it than the United States-- European publicly
funded R&D is only 31% that ocf its transatlantic

partner—-- but it is fragmented, duplicated and
thus highly wasteful.(2)

In short, the compartmentalisation and disaggregatlion of

ks

the European military aerospace industry {(particularly in
comparison to that of the US) has tended to undermine the
technological verve and vitality of the NATO European

allies. Combined with consistently low levels of capltal
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fgnding,(B) over time this has resulted in gene;ally:
inferior Europegn product and productlon gZChnoloéy-- and
an inability on the part of European f£irms to compete
gqualitatively with thelr American counterparts. Clearly,
this requires not only higher lefels of funding, but_ also a
bagié-re tructuring of the European R&D effort.

Secozh,'if the Europeans are to manufacture aerospace
' gooas that are commercially competitive with respect to
price, it is necessary t6 ze—a:range‘production so as to
secure the benefits commonly associated with'servicing a
large coégolidatéd’maiket. At present, of course, such a
market does not exist; the NATO European.défence indﬁstry
consists in a collection of_discrete'and disparate national
productlon efforts operating-within a largely
-unco-érdipated and dis-aggregated market environment. As a
result, European prices are high while productlvity tends
to relatively low. 1In sum, the limlted nature of the
national (and e;en the regional) market in Europe
effectively undermines Europe's ability to compete yith
_American firms. \

The key variable in this equation, of course, is the
relative lnadequacy of a European defence market that lacks
both the\sco e and capital intensity requdred to sustain é
truly efficlent and competitive aerospace industry. This
be'lng the_cése the most obvious solutlon to Europe's

current defence industrial malalse would seem to conslist

largely in a two-pronged policy of?(a) systematically
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consolidating and expanding demand for European aerbspace
goods (through the ha monisatian of natiohal procurement
schedules and a mor éggressiye extra-reglonal eiport
strategy);.and {b) rationalising the European research and
development efﬁort (thus reducing duplication and overlap
and allowing a greater aqgregatiqﬁ oflcapital in stport of
a dangerously &nderfunded industrial sector). Puthanother

way, a larger and less fragmented European defence market

4
would provide European industry with many of the advantages

‘currently enjoyed exclusivelf\by American manufacturers--

including, most importantly, a virile and efficient R&D
sector, and the pfoduction ecdnomigs associated with large
orders and long prodgction runs.

More preclsely, %his two-pronged apgro;ch would lmprove
European compeéitivehess in three wayg. First, joint
research and development would provide an effective means
of overcoming the limitations imposed by relatively small
national R&D budgets. Broadly, Jjoint ventures allow firms
and governments to pool thelr resources, resulfing in the
elimination of purely duplicative research (and the
diversion of saved rescurces to addltional research),

econom¥es of scale (the realisation of a critical mass of .

résearchers and equipment), and diversity (several

"approaches to the same problem).(4) Second, a less

fractured regional market would subétantially increase the
size. of the avé@hge domestic drder placed with European

firms. For example, whereas under the present structure a

~
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large European alrcraft order tends to be somewhere in the
nelghbourhood of 400 uhlts, in an integrated aerospace
market Ehe av?rage would more typlically be in the reglon of
800 plus. For a sophisticategecombat aircraft (sdy the
American F-18 or the European Tornado) the scale and
learning economies assoeiated with a production increase of
this magnitude translate into significant price reductions.
Indeed, glven an 85 per cent learning curve (not
unresonéble in the aerospace sector), doubling output from
400 to 800 units would -lower unit costs by as much as 15
per cent.(5) Third, an increase in extra-European sales
could also be expected to result in signlflicant cost
redﬁctions. Assuming the same learning ;ﬁrve as above, for
example, if an 800 unit Eurcpean effort were to be expanded
through export sales to 1200.u21t$, individual aircraft
costs would drop by 2 further 13 per cent. In short, under
ideal conditlons, a larger and less fractured European
defenée market promises to generate significant production
economies; resulting in shbstanﬁialiy lower prices, aﬁd
over the long run producing technologically superior and
more competltive goods. (6)

Tﬁis, Jt course, ls not to arqgue tha; the NATO European
allles would ever be able to reglise all the économies
assoclated with large orders and capital-intenslve
production arrangements; clearly;the often substantial
cost-ﬁremia ?éfgéhpd Eo ad hoc coliaborétive.efforts

threaten to preclude this (see chapter 1 abowve). It is,
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however, to suggest that European-dgfence{flrmﬁ—- {f they

are to become more competitive with thelr American rivals--
reguire access to a far broa§er markét than ﬁhéy presently;
enjoy. In connexion wilth the aerosﬁace lndust:y.(althouéh
the loglc applies to other sectors és welif, Trévgr Taylbr
offers perhaps the most succinct expression of this type of

economic léglc when he argues: 3

...there i1s little hope of aircraft manufacturers
in BEurope competing successfully *against an
American f£lrm backed by a large US government

‘order unless they too enjoy a large base
order.(7) -

-

In the final analysis, it seemg, Eurdpe's future
competitiveness In the aerospace sector h}nges laréely on

its abllity to beglin produqégg to a continental (even

" intercontinental) scale. 7
v .
The Role of US x, . .

Historically, theré appear to have been two majox
reasons for the collective inability of the various

European aerospace indus%ries to consolidate and expand

.-

their markets and so realise the scale economies reqguired
T . T - ™ K

® .
for commercially competitive production. On the one hand,

rationalisation was (and 'ls) impeded by Eyropeam concerns
- i . i R T. .
regarding the potential political and economic implicatlons -

of regional. industrial re-organisatlion. " In this connexion,

the conventional wisdom suggests that there are three

- ’ . f
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barriers tb a ful}—scale integration of the European
aerospace sgctor. Fi;st,lassuming-- and this is not \.
unreasonable-- that raticnalisation would result in a “
large~scale re-allocation of productioﬁ/éapltal within
Europe, all natlons would be faced with staggerlng,
pbssibly‘overwhelmlng, adjustment problems. Given the
relative immobility‘of European :;bour and capltal, 'thls
would mean greater unemployment, substantial loss of tax
revenue,.éﬁd a worsening balance of payments picture.
Second, as the aerospace industry %s characterlsed by
advanced technologies telectfonics, informatics, engines,
etc.}, there is a generalised fear that the loss of
hational aerospace capacity would underﬁine future economic
competitiveness. In a world in whigh Europe can no lohger
compete in certain laboui—inténsive industrial sectors
"commanding heights" industries such as aerospace have
assu%ed.a heightened signifléance, and European governments
have become particularly loathe to abandon them-- even 1In
pgrs;it of long-term regional development. . And thiéq,
national goveznmenté are naturally concerned@ that the loss
of a national aerospace capacity would leéve them at the\h
mercy of foreign suppllers, possibly leading leadlng %o
reduced political independence, higher life-cycle costs,
and inapproprilate weapons systems.

While it is true that these considerations will
probably continue to act aé constraints on.any movement

toward comprehensive sf:uctural integration in the
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aérospace industry, sufflce 1t to say at this polnt that
the-Eurcpeans have been aﬁie'to at ;eaét p§rtly overcome
‘these impgdiments by meahs-of ad hoc collaborative projects
and jolnt ventures. On the other hand, and perhaps more
importantly, efforts to enhance thé'competitivenegs of the
European aerospace industry have been undermined by the
active presence of the Amerlcan aerospace giants In Western
Europe. For a varlety of reasons this problem has proven
hless amenable éo political negotiation than intra-European
concerns, and continues to constitute the chief barrier to
_ the realisation of a commercially healthy European

EE;;;EEEE_Eector.

Essentlally, the actlve presence of US defeﬁce flrms In

" Western Europé'ﬁﬁﬁ%?hﬁﬁEE'Eﬁfﬁﬁéan competitiveness In two’

reépects. First, Ehe availability of émerican military

systems and sub-systems in Europe (ofteq o%figperior
quality and at relatively low prices) effectively "steals™
market share from European firms, preventing them from
realising the economies typically assoclated with large
orders and long production runs. 1In connexion with the
aerospace sector, for e#ample, Us designed and/ozx
manufactured aircraft account for approximately 35 pgr cent
of the wvalue of the combined NATO military fleets.(8)
While-in itself Ethe lass ;f nearly one third_of the
potential European regional market cohstitutes a serioug'

handicap for the European military alrcraft industry,

Americamr -market penetration further aggravates Europe's



93

5 v A

compétjtlve weakness In that it tends to'rélﬁfbrce the
already highly fractured and disaggrated structure of the
European aé:ospace market, resulting in additional
dis-eéonoﬁfés and eveﬁ highér prices. Thus, to cite one of
thé more obvious efamples offered by recent history, the
American sale o¢f F-16s to Belglum, Denmark, Norway, and the
Netherlahds (the so-called EPG nations) effectively shut.
European-designed aircraft (ie. the céllaboratively' -
produced Tornado‘anq thexFrench Mirage] ouf of almost 20
per cent of the Eur&peaq aerospacg market-- almost
certaiﬁly resuiﬁiqg ih uniealised scale economies and
higher* unit prices’.(9) Under éﬁeSe'conltions, }t.%ould.-—
seem-that even wﬁen the European allies enter lnpa
collaborative development and préduééioﬁ projeéés, Americ;n
competition means that éﬁzopean'firms are often faced with
the prospect of a reglional sales'mafket_that is too. small
to financially sustain eitheé gdvanced R&D or efficient;
capitai-{htensive productlbn arrangements.

| Second, the particlipation of US firms in the European *
aerospace market tends to undermine European gfforts to -
realise greater scale écopomies thraugh-inczeased foreign
sales. Exports, of course, are often an lmportant varlable
in determining the viability of any given industrial
project-- indeed, in the‘wsrds of .one European defence
1ndgs#;f executlive, they are "the 'swing £actor' between a
profitéble and an unproflﬁhble arrangement®.(10) American

participation in European aerospace projects, however,
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almost lnvariasly resulqs in a fallure to explolt-potential
export markets. Broadly, to the degree that European firms'
produce or utilise American designéd systg@s or
sub-systems, European export sales are .subject to the
-extra—territorial application of US t:éae and
e#pozt-control legislatioh-; that is, to political
reqgulation by the American governmeﬁt. "While this is
clearly offensive to the European allies on political
grounds (it is often perceived as an unwarranted violation
¢f national and regibnal‘érérégétives to contrgl and
regulate damestic econonmic Qﬁfairs), EurOpean"éévernments
alsco find it loathesome in that, to the extent that it can
be ﬁsed to undermine European)export .Jdnitlatives, American
trade and technology control legi;latldq clearly has a
pqrely commercial application.(1l1l) As Joseph Rallo argues,
US export control legislation can be used to limit the

Western European share of the global market, in the process

‘-severely undermining Eurocpe's "ability to maintain an

efficient domestic "Industrlal base," and ultimately
combromising the capacity of European firms to "compete on
equal terms with American MNEs in global commercial
competition."(12)

The active presence of US defence £irms in Europe,
then, can be seen to constitute a serious impediment to the
development of a truly efficent and competitive European
aerospace industry. At this point it 1s perhaps useful to

examine a particular European aerospace project, with the
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ébjective of identifying some of the more salient features

of the European responsé to thls threat.

To view the issue In terms of European co-operatlon to
megt a US economic and technological challenge, rathez than
simp%y as a Qilitary matter, the European Fighteﬁ Alrcratt
programme would appear to have t:5 principal objectives.

Oon the one hand, the programme is quite clearly intended to
‘support a more technoiogically robust and cogt-efficlent
Europeanlaﬁrospace sector, enhancing the intefnational
competitiveness of thé vaiious aerospéce-related Industries
(including,‘infer alia, avionicé, informatics, airframes,
and engines), and helping.to minimise the European milltary
preparedness. burden. To this é;a: the project is aimed at
co-ordinating demand and rationalising supply 1n ovrder that
R&aD costs can be shared and scale economies zéalised. On
the other hand, and equally importantly, the programme
appears ta be intended to promote a nquer of national
European'bolitical and economic goalé, including support
for domestic high-technélogy industries and job
preservation. In this connexlion, edul#ﬁ_often seems to

f

take precedence over efficiency as each partlcipating

natlion attempts to maximlse the benefits assoclated with

collaboration while minimising the costs. Thus, in any

———
¥
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study of the EFAP (or indeed any other collaboratlive
aircraft venture) it is impoitant tb recognise that there
are sign;}icant limits to the scope for raticnalisation
and integration within the Eurﬁpean aerospéce industry;-
limits that should not be viewed as surmountablé obsﬁecleg
but rather as legitimate and unavoidable constraints .on
"policy. . ' - o

At this Jjuncture, of course, these limits would appearx
to preclude the pﬁrsuit of structural reform{(l3) as an
approach to European. defence industrial rationalisation,
primarily because no Europeén government 1s willing to
sacrifice jobs and high-technology indusfrial capac;ty for
the seemingly rather distant benefits associated with
regional economic development (from which they may derive:
1ittlé‘immediate penefitd. «Far more likely is the type of
ad hoc co-operativé approach emplo&ed'in connexion with the
Tornado project; for this:approach pr&mises a reasonably
satisfactory trade-off between the commercial objectives
related to cost and quality and other national objectives
related to jobs, technology, and industrial prestige. Ad
hoc collabdration, ﬁowever; is far from being a perfect

-~

' solution to the Alliance's defence industrial problems. To

be gure, it allows competing and conflicting European
‘interests to be managed satisfactorily, reduciné costs
through relatively painless co-operatlon and work-sharing.
The problem is that American economic interests cannot be

introduced into the equation without rendering it

L]
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unworkable. In short, even within the context of ad hoc

‘collaboration, it seems to be lmgossible to accomodate.both

Buropean and American intergsts. This,. of course, .suggests

currently confygured. If thls 1s so, NATCO would seem.to be

4 point in its history at which a décision will
have to be made regarding the structure and directlion of
the Alliance-- particularly as these relaie to.

transatlantic armaments .co-operation and defence industrial

rationalisation.

Physically, the EFA can be described as a

...canard delta, twin-engined fighter optimlised
for the alr-to-air ccmbat role with a "secondary
mission of alr-to-ground and air defence. The
design parameters-- alsodcalled cornes values--
agreed to by the Natlonal Armaments Directors ln
August 1985, call for a basic mass empty of 9.75
tonnes, thrust' (re-heat) of 90 Kn per engine.and
a gross wing area of 50 square metres.(l4)

Despite the disafmlng simplicity of thls descrlptlion, the
EFA 1s unguestionably the most sophlsticated and |
technologically advaﬁced aircraft yet to be attempted by
European industry, pationally or collonrativeiy.
Essentlally, the EFA is what is known as an aétive control

technology oz fly-by-wire (FBW) alrcraft-- z%%g is, it 1=
g a

an aerocdynamically "unstable" design requir
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. computerised £11ght control system In order to £ly. Put

srmply, the EFA is dependent on sensors that menitor
internal and external conditions and relay this information
to an onboard computer, which then adjusts the control
surfaces so that the aircraft remaina in stable flight.

The chief advantage of the FBW eystem is that it can
achleve higher levels of manceuverablility than is possible
£or conventional aircraft-- presumably resulting'in(

~

superior combat performance- .
‘At +he heart of the EFAE Is an avionics system that
necessarlly stretches the current atate of the art to its
limits. The Eurofighf%r has been ccnceived a; a fully FBW
system wirh no mechnlcal back—up--ﬁhat'is, the alxcraft 1ls _
entirely dependent on its hardware angd software packages 7
not only to enable it to fly, but to ensure that no matter.
how the control column is manipulated the aircraft ‘never

exceeds its cleared f£light envelope boundaries. Also’
inciuded in the avionics system are a rerelutionary new
"intelligent" fuel management system, an advanced
three-dimensional tactical displayt and possibly an
integrated multi-purpose aircraft and weapons management
processing unit Suilt directly inte the aircraft's
structure to maximisexrhe efficient use of space and
cooling resources.(lS) Similarly, the new power plant for

the Eurofighter will also be at the cutting edge of

; aerespace high-technology. While the new engine will not

be ready in time for the £irst prototype aircraft (Lo be
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‘rpoweﬁed by elther a ﬁoils éoyce RB199 or a General électric
_; F404) upon completion it\wili Incoxrporate Qome of the
\\1atest developments In aexo enqgine Eec?noiogy lncludlhg{
inter alia, single crystal turbine blaées,.pbwderiruxk
metallurgz, and ﬁull authority dlgital engine'coﬁtrol.fisa.
Overall, the new engine design,'advancéd avionics,
innovative construction matgéials, and sephisticated
fly-by-wire techniques Incorporated intoc the European
’Fighter Aircraft represent a gquantum leap forward i;
aerpspace and related teggna{9gies.

Organisationally, the EFAP is very similar to the
collaborative MRCA project, the intent beiqg to draw on the
Tor;ado experience foi guidance and direction, and so avoig
somé of the sportcomings associated with the Panavia/NAMMA
management structure.(1%) The govgrnﬁent steering
organisation for the Eurqfighteé, f;r_examﬁie, has been
modelled on NAMMA (the Tornado state management agency).
Called simply the ;nternatioﬁal'Programme Office (IPO)},
this agency represents the governments involved in the EFA
and is charged w&th the task of overall project management
and supervision, particularly in connexion with the
allocation of development and production responsibilities.
The IPO has a multi-national staff (including a manager,
deputy, technical director, and commerical dlrector)} which
is responsible to a Board of Direc£ors comprised of senior

officlals from each of the participating countrlies' defence

ministries (Eoughly equivalent to NAHMO)ﬁk\EEi‘Office is
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headguartered in Munich and will share existing facilitles
with NAMMAX. _ . _ _— |
Parallelling the government organisation, the four
pafﬁitipatlng aerospace firms-- AIT, CASA,.BAe,‘éggm
HBB/Dor:ier—— have formed a jeint company knownlas_
Eurofighter-Jagdflugzeug GmbH (liﬁ;§ed liability c?mpany)
éo act as the prime éoﬂtractor'for alrframe, é&ound and
avionics equipment. Work-sharing and develdpmept costs for
o :

the initial production of 800 units are to be shared 33 per

cent each for the UK and FRG, 21 per cent for Italy, qnd 13

per cent for Spain,. reflecting tbe.prdﬁBItion of initial

output each country will take. Engines are to be produced
on a similar bgsis by another internatiocnal £irm known as.
Turbo Eurojet Engines GmbH (Eprojet). This company--
formed‘by Rells Royce of the UK, Métoren-ﬁnd Turbinen Union
fMTU) of\?ermany, Fiat Aviazioﬁe of. It¥ly, and Sener of
Spain-- has been'estab;ished specificaliy to develop and
produée the power piant for the EFA. The.alpogtLon:of
development and- production work-will correspond to that on
the airframe side; with each industrlal partner responsible

for research, design and production of specific engline

-

sub-systems.
!

In establlishing the industrial ozrganisation for
]

Eurofighter, the'participating firms attempted to integrate
the best featdres of MRCA management while avoiding some of
the more ;erious errors. In this connexion,-elements'of

continuitylare apparent not only in the organisational

-
L . .

~

-
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Sttucture of the EFA programme, but aiso in "the management
and research personnel assocclated Eith Euroflighter GmbH and
Eurojet. For example, many of the project.manage:s
(including-= aﬁonq.others-* the managing dlrector of
BEurcfighter GmbH, Gerrie Willox of BAe, and @epartmental

~directors Plero Scarafiotti of AIT, and Martin Friemer of

L1

~MBB), have'h;E\a long professional association with tne
Tornado project, and p:esumably will bring to the EFA some
of thelr experience regarding the vagarles and caprices
peculiar to international collaborative ventures. Thus in
some sense, Eurofighter can be sald to be\Explolting the
advantages-assoclated with instltutional learnlng. To be
sure, the Tnrnado and EFA pr:prammes have'been kept
Lnstxtutlonally distinct (although at one point there was
talk of merging the two). However, the epnt:nulty in
personnei (amongst other things), means that the
organlsatzonal experlence gained on the Tornado -project ?as

" been targely transferred to the Eurofighter, sparing the
latter the need to "ze—invent the wheel" in connexiqb with
collaborative'aerospace development and production.
Ceteris parlbus, this can be expected to reduce the number
of delays typically assoclated with jexnt ventures,
resulting in fewer collaboration premla, lowez unit costs,
-end ultimately a more price-competlitive final.pzaduct.

Building on the Tornado experience, the Eurcfighter

programme also involves a numbexr of practlces that diver§e

sharply from the MRCA modelk-partlcula:ly in connexion with
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{a) the level of .concern regardlng-product support and
maintenance, and (b) ,the level of American. participation 1n

-

the programme. Unl-ike the MRCA, Eurofighter GmbH has a ~
produot support director responsible for the maximisation
of the aircraft's maintainabllity during the design and -
development phases, and for product supportlat the time of
introductlion into service. The product support group lis
functlonally similar to FFV Marntenance in the Swedish
Gripen programme, and is xntended not only to enhance the
combat effectiveness of the Eurofighter (the alrcraft can
be serviced, refuelled, and re-armed in 30*m;nutes), but
also to improve export prospects py lowering life-cycle and
maintenance costs (resulting in fewer aircrart belng
\required.for;a particular\task). -Perhaps more‘importentlg,
the EFA also differs from Tornado in that, whereas Tornado ~
involved significant American participation at the
sub-systems level, (18) efforts are being made to exclude - ,//l
American firms from any pErtigrpation in the Burofighter
programme. While not mentioning the United States

explicitly, the EFA consortium wants firm guarantees from
sub-contractors that the alrcraft can be .scold to any buyer, ‘
and has established .bidding rules that insist on freedom to
export all component bystems and parts. As US government

—

export and technology controls oEten prohxblt American
firms from making such a commitment, there is little
éuropean enthusiasm for Us.involvement—- and the likellhood
of Americen firms participating in the Eurofighter

TN . -
-
,// -



103 i R

programme is near nil. ' . | _—
SR o AN
Having described both the phisical characteristics of
the EFA and the management'and organisational structure of
the Eurofighter programme, it ié necessary at this point to
sﬁow how, aﬁé to what extent; the project will enhance the ‘ *
international competitiveness of the European aeroSpace ‘
industry. Flrst, as_demonstrated-above,‘collaborat1Ve
ventures of this type have an important and positive }mpacﬁ
_on the technological competitiveness of participating .
firms. While it is true that international collaboration
tends to result in hlgher overall. research and development
coé@s, so-called "collaboration prémia“ are often
spbstantially 1ess‘than 20 per 'cent and have been falling-
és Europeans havg become EE}e experienced at joint .
ventures!(lS) In return £of this extré expendltu:e{:joint ‘:
projects qllow“Eurobean firms to aggregate "scarce"
investment capital in support of the historically
.underfunded.aerospacé sector, improving both productivity \;
and technological quality.- Moreover, this aggreéation is
likelg Lo produce more research than would several discrete
p:pjeéts totalling the same expenéitu:e, simply pecause
duplicecion and o?erlap are reduced and a critiical mass of
researchers can be assembled. )
A chargg commonly made by those opposed to joint

ventures is that full speclalisatlion of, R&D 1s never

realised (ﬁheze are invariably duplicate testing facilitles-



104

-

and too many expensive prototypes), and tha‘t‘:“ this
necessarily regults iﬁ higher costs and 1ess-bang for the
research buck. As was the case with the Tornqdo, the
Eurofighter programme is particularly open to such charges
in that 1t dges indeed involve several flight test centres
and a number of expensive developmental prototypes.
However, .1t ;hould Se noted In thls respect that whereas
the Tornado project iavolved fifteeé development
alrcraft,(20) the EFA will require only eigh§~— pfesumably.
resultinglin less cost inflation.(21) Moreévez, it would
appear that the Eurcfighter programme, bullding on the
experience gained during the MRCA project, will in fact
lnvol&e little if any duplication of R&D Qork. From the
initial ;tages of the programme, both Eurcfighter and
Eurojét have assigned each participating firm
responsibilit¥ for a particular set of tedhnological
problems and for the developmen?,‘design, and produﬁtion of
specific sections of the airframe and engine (The Spanish
firm CASA, for eiample, is exclusively responsible for the
EFA's twin tall segment(22)). This ﬁeans that during
teséing there will be little in.the way of duplicate-rigs
or tooling, and that both consortia can éxpect to exploit
the gains associated with specialisation. WNor should it be
forgotten that-- as is often the case—; in the aerospace
induétzy, time equals money. Thus duplicate test res,
to the extent that they facilitate the zapid\év§?<::?::%bf
new product technology, may actually Egduce oqeéall R&D

o

-
D
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‘costs. In the final analysis, then, it would seem that
duplipaté test faclilitles ;ould appear to be a natural and
beneficialrfunction of specialisation, qnd not-- as s;me
have argued-- simply an "unnecessary" financial burden
imposed by politicians and bureaucrats in pursult of thelr
own-parochial interests.

Overall, collaborative R&D work can be said tc result
in é‘technologically superior final product at marginally
higher totalncésts. Contrasting a comSﬁrable independent
national aerospace effor£ to the EFA, tﬁe empirical
validity of this assertion i1s at least partlally
substantiated. 1In short, it seems that because of the
expense of advanced R&D a national European aerospace
venture simply cannot even begin to approéch the overall
technoiogiéal vit;lity éf the Eurofighter. Thus for
‘example, the best that can be hoped for in connexion wlth
the BAe P.120, Britain's nationally developed active
control technology aircraft, is a design the incorporates
off-the-shelf radar aﬂd Rolls Royce RB199 engines (the same
engines that are in the Tornado). RAF cfficials géve
expresséd some concern that,,because Britaiﬁ cannot
independently afford R&D of the scale required to develop
én advanced, state-of-the-art aircraft, in the P.r;o they
would be getting an product with substantially inferlor
performance to the Euroflghter at about the same price. (23}

It seems clear that only through the sharing of the R&D

burden can the Europeans begin to consistently challenge
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Aamerica's technologlcal domlnance in the military aerospace

market.

—_— Supporters of collaboratlien also claim that joint
ventures improve competltiveness'in that they reduce
production costs by exploliting the scale and learning
ecénom;es associated with 1arge‘orders. In this connexion,
the Eurofighter programme has two objectives. 'On the one

_ hand, the programme is designed to consolidate regional
demand by geﬁerating a base order app;oachiné the scai;
componly enjoyed by US firms. Qn the'EFA, as on the
Tornado, each firm specialises in the manufacture of
specific parts for all 800 aircraft,(Zé) allowing companies
to'emplby laﬁour and capital more efficiently, and Eg_ |
sp:éad the costs of R&D, physical plant aﬁd admlnistratlon.
over morxe units than if they were.building to a national
scale. Usually, this allows £irms to move "further down
their learning and unit cost curves and tofEEhieve cheaper
production. Moreover, large. base orders mean that the most
efficient and capital-intensive plant and machinery can be
installed, reducing unit costs even further. Drawing on
evidence provided by the Tornado experience, this suggests
that’a base order of 800 aircraft could result in unit
savings of 10 per cent £or the UK, 15 per cent for the FRG,
and as much as 30 percent £or Italy and Spain.(25)
According to this logic, of‘cou:se, savings would be
increased substantially if the Euroflghter'consortium ..

managed to further co-ordinate demand with other European

\
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nations,'larggly explaining recent European efforts'to
persuade Belgium and other EPG nations to Joln the venturze.
Collaborative production, of course, is not without its

cost penaltlies; all four partlicipatling natlons plan to

. establish theilr own final assembly lines, and thls wlll

necessarily tend Fo reduce the benefits derived from
specialiéafion. However, as final asigmbly ﬁypically
accounts for only about 10 pexr cent of European production
costs, (26) the collaboration premia associated with
duglication can be as little as 1-2 per cent of f£inal
production expenditufes.(??) Considering both the benefité
derived from scale and learning economies and the penaltiés
associated with duplication, it would seem that a base
order.of 800 units for the EFA programme could be‘expected
to reduce unit costs by as much as 30 percent of the cost

of a national programme (although 15-20 per cent i perhaps

' a more reasonable estimate).(28)

——

A second objective of the Eurof}ghter programme 1s to
reduce production costs even fgrthez by securing ;tabie
export markets. " Assuming the sams'learning curve as ébove;
if an 800 unit Eﬁropean effort werk to be expanded through
export sales to 1200 units, individual alrcraft costs could
be expected to drop by a further 13 per cent.(29) This
clearly indicates the significance of foreign sales; in

fact, 1t suggests that, at least In connexion with Europe,

extensive and sustalined export sales are centrally

important to the competitiveness and profitability of any

Y
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collaborative venture; .

The importance of exportability teo the Europeans, of
COursé, means that they have tendéd tec resist Amerlcan
efforts to participate in the EFA programme, inslsting that
the incorporafion of US technology could potentially impose
sﬁriqﬂ Ebnstraints on future foreign sales.(30) Although
to date no firm decisions have been made, it appears likely
that this wlll result in at least two 1m§ortant instances
- of US firms beiné denied sub-contracts on the Egrofighter.
First, it 1s unlikely that Hughes Aircraft Co. will be
succeséful in its Dbid for qbrk on the new radar for the
EFA. Hughés has teamed with AEG cf Germany andiGEC of
B:ltéin to produce'an upgraded version of the US-designed
" AN/APG 65 radar (known as Multl Mode Silent Digital radar,
or MSD) for inclusion in the éurofighter. The other
competitor for the contract is ;n all-European conscortium
led by Ferranti of the UK (and including Inicel of Spain
and FIAR of Italy). The Ferranti team is‘proposing a
derivative of the Marconl Blue Vixen radar (the ECR-S0)
which, it is argued, would bring greater technolpgical and
commercial advantage to Europe. While it 1s true that the
FRG and Spain are thought to prefer the existing AN/APG 65
in order tc control costs, maintain interoperability within
their respective airforces, and (in the Ge:mén‘case)\
because AEG is to be the prime contractor on the Hughes'

project, (31) Eurofighter's strict bidding rules are likely

to mean the all-European radar will be chosen-- simplj
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because of 1lts greater potentlal for export sales.(32)

Second, the American designed F404 engine is 11kely-to‘
be excludgd from the EFA programme on simllar grounds. The
long-term plan of the Eurcfighter consortlum 1s that later
prototypes and production aircraft will be powered by a
jointly developed engine based on the Rolls Royce XG40.
Until this power plant is available, howeve;, Euroflightex
has to rely on an existing Interim design-- either the
RB199 or \the General Dynamics F404. European fears that,
once included, tﬁe F404 would be retained in later
production models (and that this would impede export sales)
has inclined the consortium members to favour the Rolls
Royce RB199 until the XG40 is ready.(33)

as/Trevor faylor has afgued, the Eurofighter has placed
the Europe;ns in a positioen of "giving elther contracts or
offence to the US".(34) Considering the importance of
exports to the European aerospace industry, it is difficuit
to imagine that contracts will be offered to the Americans
as long as US government export restrictions remain in
élace. Considering further the importance of the European
market to the US industry, and in particular the fact that
the Eurofighter radar and engine contracts are worth a
total of $US 1.5 billion,(35) the offence offered will be
serious indeed. It remalins to be assessedlgzgcisely how

this will affect future European access to the American

market, and how it will affect the future development of

the Atlantic Alliance.
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Initially, éff&rts’to rationalise the various Europeanw
defence industries were conceived with the intent of
improving Europe'’'s international competitiveness and so
generating a more equitable flow of traffic on the Ewo-way
street. As a regional goal, of course, .rationalisation was
importént to the Europeans as a means of redressing the
increasingly unacceptable transatlantic defence-related.
trade imbalance and generally strengthening Europe's
industrial infrastructure. As .an Alliance goal, too,
European rationalisation was considered important,
prima:ilywpecausé it allowed the European allies ﬁo play a
larger role in their own defence (thus reducing the US
burden) and also because it allowed for greater armamengs
European co-operation with the Uni;ed States.

Increasingly, ﬁowever, European efforts to rationalise
their collective defence industrial base have beé&he‘\
sémething of an irritant to Ehe Americans. What has \.
changed in- this respect is not so much the logic
underpinning the European efforts, butl rather the effect
those efforts are havlﬁg (or threatening to have) on the
Ame:;can deféhce 1ndustry-- particularly in connexion with

the military aerospace sector.



Perhaps the most pressling American‘concerns regarding
the Eﬁngightér programme are related to the poteﬁtially
delete;ious effect Eurocpean collaboration and protectlionism
'-gill have on US aerospace exports-- partlculérly.to Europe,
bué also to bthe: £zaditional American customers outside
the NATO European market. Forelgn mllitary sales (FMS), of
course, are impoxrtant to the US for a variety of reasons.
First, while it. is true that the US economy as a whole is
not appreciably.dependent. on arms..exports, certain key
indicators of economic health are indeed influenced by the
balance of defence trade. For example, a Congresslonal‘
Budget Office study tabled in 1976 concluded that for every
$US 1 billion in FMS 42,000 US jobs-were created.(36) If
we apply this rule of thumb to the-five top DoD ae;ospace.
contractors, we £ind that in 1978 forelgn milltary sales
generated more than 125,000'Amezléan jobs.{37) Given that
1ibéral demociatic governments are naturally concerned with
the political ramifications of such.gross econcmic
statistics, some idea of the national (and partisan
political)(38) importance of aerospace exports begins to
emerge. Second, foreign military sales are ilmportant as a
means of reducing US DoD budget expenditures. -Im thils
regard, 1t has been estimated that for every $US 8 billion
-"in arms exported by Amerlcan firms, the US DoD reallses SUS
560 million in budgetary savlhgs-- primarily as a result of

recouped R&D outlays and production economies (resulting in

’
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cheaper weapons being avallable 1ln the US).(39) Moreover,
savifigs may be even gfeate: in connexion with the aer;spa%e
sectoi. To quote a second CBO report, the most substantial
budgetary savings accruling to the DoD can be expected in
the area of "recently developed, hiéh technoliogy systems--
particularly fighter aircraft and missiles."(40)

And third, fo:eign-militazy sales are important to fhe
US in that certain secdrfty—actiﬁe firms rely heavii;'on
exports foxr Both revenue, and the’ large base orders that
generate production economies and underpin the
international competitiveness of the US industry. 1In
connexion with the aerospace sector, while it true that the
exporE market typilecally accounts £or.1ess than one haltf of
the military sales éf American aerospace firms, a number of
companies f£all into this categorf—- that 1is, they‘aze
dependent{on foreign orders for a substantial proportion of
their total military sales. For exaﬁple, no f£ewer than
five of the top ten US ae:ospace.firms derive 20 per cent
or more of their defence-Xelated business f:om-foreign
military sales, with some (notably Textron and Northrop)
deriving almost 50 per cent of thelr business Zrom this
source.(41) Nor should one underestimate-the importance of
export sales in malntaining the ;Lternational comparative
advantage eﬁjoyed by US aerospace firms. 1In this respect,
the CBO is again enlightening and instructive, suggesting
that foreign military sales are a siénificant contributing ~

factor to the commercial competitiveness of the American
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industry, aﬁd citing four sources of potén£§a1 savings in
this connexion (these being: recouped R&D, learnlné curve .
effects, economies of scale, and production line’
stabil;i}).(qz) .

At its simplesf} then, it would seem that £foreign
military sales are of constderable interest to both the us
government and the American aerospace lndustry. Not only
do exports improve corporafe cémpetitivéness and
profitability (by ge;erating prﬁduction ecénomies), they
also impzove.the cost-éffectiveness of the Department of
pDefense (by reducing procurement costs) and promote
national economic stability (by maintaining employment
levels and helping with the balance of payments). Glven
the‘importance of FMS, then, (an appreciation of which is
shared to some.extent by‘cOngress; the Aéministration, the
bgreacracy, and indust;y) it Is perhaps not too surprising
to find the US government vigSrously opposing foreign
efforts to restrict and regulate US imports. ﬁor is it
particularly surprising that ;he US is f£inally waklng up to
the transatlantlc economic implicatlions of sucessful
European armaments co-operation; £for, Euzope, 6nce largely
an American dominated market, 1s lncreasingly becoming
hostile to US defence goods. In the context of an American
‘detence budget tﬁét is unlikely to grow substantially In
the next few years, the possibility that armaments
co-operatlon among the European allles could significantly

reduce US exports to Europe and elsewhere naturally bodes
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Ail for American interests. Understéndably, Us pollcy

. makers are béginnlﬁg to react to the perceived threat. 1In

this connexionp the'Eu:ofighter programme-- and the

" American response-- providé an Interesting case in point.

-~

Given the political and economlc importance of
aerospace exports to the Americans, -it ig‘diffi;ult to see
how a programme like the Eurofighter (with its promises of
greater protectionism and increased international
competitioﬁ} could not generate significaht conflict
between Washington and the Europeaﬁ capitalsf All told,
the Americans see the EFh:proﬁect as posing a three-£01d

threat to US fnterests. First, the Americana feel -that,

Jbecause of the Eurofighter consortium's bidding rules, US

manufacturers will be ‘excluded from participating in-the.
p:ogiamme itse}f and will not thereforé have a shazg in a
project that should sell well in Europe and beyond.
American fears in this respect, of course, have been
reinforced by the apparent failure of Hughes Alrcraft and
General Electric to secure up to $US 1.5 billion worth of -
engine and ‘ionics cont-zacts, and by the European refusal
to accept Secretary Weinberger's suggestion that the US
contribute to EFA with a share of about 10 éer.cent.

Should the Americans fail to gain access to thé Eur;flghte:
programme, they 3re concérnéd that they will-be permanently
shut out of the fighter alrcraft market in the four

EFA-consortium nations.
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Second, the US feels that if the Eurofighter is
comme;cially successful (that ls.c;mpetitive {n terms of
éricé and quality with US products) there ;s a sttoné
possibility that they will eventually be éxclud@h from the

brocader European mllitary aerospace market. Naturally

enough, this concern is partly underpinned’by ongolng
Eﬁgbfighter efforts to persuade the EPG (F-16) natlon; to
enter Fhe EFA-consortium as full partners;- e££0r£3 that
may prove irresistable to European natibn% dissa£is£led
with licensed production'dnder American export
controls.(43) If Eurofiqﬂter GmbH proves successful in 1ts
bid to attract more European participan;s, then US firms do
Yndeed face "being ﬁrozen out of ;he vital Europgfn export
market."(44) As some calculations suggest_fhat by the turn
. 0of the century as many as ZOOO:US—d;signed European ‘
airciaft will be approaching fhe end of their operational
life-cyéles; and that thelr replacement value wlii be )
around 5SUS 30 billion,(45) such a development would be a -
substantial blow to US industry. . .
A third American fear regérding the Burofighter
programme is that a comme:cially-competitive European
éircraft might well challende the US stranglehold on the
globél (non-Soviet) military aerospace market. Currently,
~US designs account for alfout 85 per cenflof-the alrcraft In
service outside of NATO, whlle the European share is closer
to 5 per cent.(46) ﬁowever,‘if—ﬁuropean collaboration and

protection succeed in producing a ;ombat alrxcraft that lis
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1s reaSonabf& priced, of go;d quality, and not sublect to
US export centrols then there is a good chance that
Eurcofighter might sell 200 plus alrcréft to forelgn buyers.
-To be sure-- glven the magnitgde~o§"the numbéfs‘involved¥-
the sale aSroad of 200 alrcraft will not apﬁreciabl} alter
'existing European mgrket;§hare {at least not over nigﬁt)..
That would regulre far more exports than are cursently .
projected. However, a successful EFA, incorpora;ing
exclusively'Euroﬁean technology and know-ﬁow; maytprove to
be the first step toward.establishing not dnly a moze
balanced two-way transatlantic étreet,.but also a hore
equitable divis}on'of the global aerospace market.

" The US poliFical response to the Eurofighter threat has
thus far been ambiguous, although there are indications
that the Americans are digging in for a protracted battle
with the consortium over access to the project for US

i

firms. On the one hand, £or;éxample, both thg
Administratlion and Congress have re;Eted to European
ﬁro?éctloniﬁm by attempting to persuade and entice-thé
Euioﬁean allies to participate in more transatlantic
armaments programmes. In this connexion; Ué Secﬁetary of
Defense Weinberger, US hmbassador'to_NATO William Abshire,
and US Deputy éecretary of Defeﬁse William Taft have
spearheaded American efforts to convince the European

allies that NATC needs to make the best use of its

available defence resources, and that .industrial teéming is
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the most effectlive means to that end. Similarly, the.

. legislative branch has responded to the EFA by-pursuing a

cdnst:uctive, non-confrontational, policy designed to briné
the-geropeans'back into the Amerlcan fold by means of
1ncent1ve rather than threat. 1In this respect, for
example, Congress amended the 1986 Defense Authorisatlon
Act in oreder to furﬁher reduce some of the formal legal
barriers to European partlcipatlon in the US market and to
make available $US 175 mzll;on for US-European -
co-development projects (part of a policf\known as the Nunn
Inltlative).( } Since then Cong:ess has sweetened its
offer by appropriating a further $US 3 billion” for

collaborative transatlantic research and development. (48)

On the other hand, however, the US government has
' [ 4

' periodicaily assumed a less congenial posture toward the

Eufopeéns and has threatened to respodd to the Euroflghter

'biddihg rules with political pressure and retallatory

legislation-~- perhaps demonstrating the limits to US
tolerance. On March 2, 1987 £for example it was reported
that DoD had issued a note to the EFA countrlies declaring
that protectlonlst measures undertaken in connexicon with
the Euroflghter programme were in—wtolation of the ‘
Memoranda of Understanding that existed between the Us and
NATO Europe. The note further indlcated that £fallure to
amend the EFA bidding requirements so that US £flrms could

partlcipate ln the project would result in addltlonal

. restrictions being placed on the transfer of American
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millitary technology to Europe and a loss'of European
procufement~opébrtunities in the American defence |
market.(49) The ambiguous nature of the overall American
~position waslundérscored by the fact that the note was
withdrawn shortly after it Jas issued.(50)

while it is still too early to predict with any
certainty which direction the US will eventually ‘take'in
thls regarxd, it seems ine&it;bie that the American decision
will ultimately be influenced by the Eﬁzopean reaction to
ﬁhe so-called Nunn Initiative. Broad f, should‘the
Europeans accept the US offer of-égg;i;r transatlaﬁtic
co-development, then Washington will obv}ously be only too
happy to refraln from taking retallatory or punitive action
agalinst Europ;. Conversel&, however, should the initlative
fall, and the Europeans continue to pursue regional defence
industrial development'at the expegse of American industry,
then it is clea; that the US will feél constrained to begin
pzdtectbng its own econoﬁic interests-- at the very least,
undermining the potential £for further industrial
collaboxation betyeen Europe and America. As 1t appears
unlikely that Europe will accdmmodate the US at the expense
of its own economic'future, European cfforts to strengthen
‘their pillar of the Alliance defence industrial base would

seem destined to geﬁerate conflict and disharmony within

NATO for some time to come.

“-
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" CONCLUSION

The central argumen£ of thisrpéper Is that efforts to
rationalise the European defeﬁce industrial base are both
pre-requisite to and incompatible with the broader goal of
Alliance-wide specialisation and rationalisation, at least
within NATO as it is presently configured. Broadly, the
contention is that rising weapons costs in the context of
stable or shrinking defenge budgets are moving the NATO
alliance inexorably toward structural disarmament-- that
is, to the point at which the trend curves for national
defence budgets and the cost curves for military équipment
intersect. 1In response to this trend, the Allianée has
been fofced'to consider means of reforming lts duplicative
énd highly wasteful defence industrial effort so that l
development and production costs can be controlled, and the
price of military preparedness can be kept within
reasonable-limits. From a simple economic perpective, of
course, the creation of a NATO-wide free—trade'reglmé in
defence goods would seem to be the optimal approach to this
problem as it promises the most comprehensive
rationallsation and the most effective cost reductions.
Free trade, however, is fraught with political haiézds that

make it largely unacceptable to most Alliance governments.
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An apparently attainable glte:hatibe to free trade in
this® connexion 1s "managed speciallsation", or
rationalisatlion accordling to a politically negotlated
division of labour. As demonstra;ed;—Ln the late 1970s
the:e was considerable enthusiasm within NATO for this type
of approach; particularly in the form of the
"family-of-weapons" concept so heavily favouéed by the
Carter Administration. Within Alliance circles managed
speﬁialisation was considered more realistic--and therefore
more possible-- than free tra@e because it minimised Allled
fears that industrlal re-organisatlion would be palnful and
traumatic; in short, .&s Lawrence Hagen polnted out, "it
offered the benefits of collaboration in the context of
current pﬁoduction patterns-- integration without Fears."

Managed spécialisétion and thF family-of-weapons
céﬁcept; however, proved not to _be the panacea many had
expectedt.#:purrent productlon patterné“, heavily favouring
the US, were considered largely unacceptable to a.Western
Europe that was increasingly inclined to economic
competitign, as well as mllitary co-operation, with the
Americans. Consequently, the European allles made 1%t clear
from the start that any specialisaﬁlon within the Allliance
would have to be based on the prlior realisatlion of a more
equitable flow of traffic on the transatlantlic two-way
street. 1In short, the "Europeans established as a
bre-condition for NATO—widé'defencg industrlal

]
rationalisation greater access for their goods to the US
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.domestic defence market. ‘ .

This pre-condition--unavoidable and perfectly
legitimate from a European pexspective---has proven in
large méasure to be at the root of the Alliance's current
defence industrial dilemma; for 1f the Europeans want to
enter th; American defence market, US trade and procurement
legislation requires that they do so on thé basis of
commerclal competitiveness, not political horse—tradiﬁg.
Essentlally, then, 1f Europe desire; greater access to the
Us market, it must first of all "get ‘itself together"\and
begin producing competitlive equipment at competitlive
prfgésJ ’In order to achi;ve this, however, Europe must
reform lts owg domestic market in order to realise US-scale
production economies and capitalisatlon rates. The crux of
the problem is that thls necessarily requlres greaterr
European collaboration and p:otectionisﬁ, and ultimately
suggests that Eurcope will begin to offer the US more global
competition. As this is unlikely to sit well with the
Americans, it would seem that-- contrary to the original
intent-- European rationalisation seems destined to result
in more, not less, fracture within the Aillance defence
industrial base. .Although the verdict is not yet Einal,

the Eurocfighter programme would seem to confirm this

hypothesis.
In the final analysis, it is perhaps going too far to

suggest that conflict and competition over the defence

industrial base heralds the ultimate demise of the Atlantic
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‘Alliance; NATO has weathered too many potentially divisive
crises in the past to suppose that it will not prove
capable of "muddling through" thls time as well. It does
seem reasonable, howeyer, to suggest that-lf NATO s to
surﬁive into the twentf-first century it must undergo
something of an economic and political'zeconfiguration.' As
things stand, the Alllance does not pe:m;t the.US and X
Europe t§ pursue the common goal of defence industrlal
rationalisation simultaneously with thelr respective-- and
increéslngly divergent-- regional and national econemic '
goals. This clearly implies that a structure is needed -
that would in some.sense allow the Allies to accommodate
one ancther without sacrificing efficiency in weapons |
production. While it is unclear at present precisely how
NATO should achieve such a goal, it is nevertheless obvious
that some movement Eust be made in this direction; for, lA
the context of skyrocketlng defence‘qosts and limted
industrial and budgetary resources, the present conflict
over the defence industrial base serves only to further

diffuse and fracture thé Alliance's collectlive prepdredness

effort.
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