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Executive Summary

As defense budgets among the industrial democracies stagnate or decline, two
contradictory tendencies will arise. The need for greater efficiency will argue for more
cooperative programs, national specialization, and offshore procurement. Arguments
related to security concerns, industrial base autonomy, and job protection will be used to
justify maintenance of at least some domestic defense design and production capabilities.
Data on defense trade that is accurate and detailed can help policy makers better analyze
what is happening at the macro and micro level and assure that the United States benefits
from defense trade and cooperation while avoiding some of the potential pitfalls of such
activity.

Currently there are several published sources of information on defense trade: the
annual Congressional Research Service (CRS) report entitled Conventional Arms
Transfers to Developing Nations, the Department of Defense’s (DOD) Historical Facts
Book and Foreign Sources of Supply, the State Department “Section 655 Report” to
Congress, and the annual yearbook published by the Stockholm International Peace
Research Institute (SIPRI).

In turn, databases involving defense trade in goods in services between the United
States and other countries are maintained by:

e The U.S. Census Bureau (with data obtained from the U.S. Customs and Border
Protection) and including data on both exports and imports.

e The Defense Security Cooperation Agency (DSCA) with respect to U.S.-
administered sales of defense equipment and services to other countries.

e The Department of State (State) with respect to licenses issued for commercial
sales of U.S. defense related goods and services.

e The Office of Defense Procurement and Acquisition Policy (DPAP) which
obtains data on DOD contracts and contractors that involve offshore
procurement.

e Additionally, both SIPRI and the United Nations (UN) Office for Disarmament
Affairs maintain extensive databases on defense trade of major weapons systems
between all countries.



Each of these databases has been constructed for the purposes of the collecting
organization and each, therefore, has strengths and weaknesses for conducting policy
analyses on defense trade and cooperation. Each organization also has its own system for
categorizing defense articles and services which are not compatible. Some count things
crossing borders, as does Customs; DOD agencies tend to focus on when financial
transactions take place; and the State Department is more concerned with issuing licenses
than ascertaining whether the licenses actually result in trade activity. Some data sets
include defense services as well as defense articles, others do not.

The bottom line is that it is difficult to compare one data set with another. Working
with current data, if the primary interest is the export and import of defense articles to
and from the United States, then the Census data is probably best for consistency and
granularity. If the interest is in total flow of financial resources between the United
States and other countries involving both trade in both defense articles and services, then
for imports the DPAP data is more inclusive. If State uses the electronic capability now
available to it to track the actual use of licenses, then the Foreign Military Sales (FMS)
data from the DSCA Facts Book plus State data would provide a good overview of all
U.S. exports of defense articles and services. Currently no organization collects data on
the actual transfer and use of technology to produce military products.

There are several steps DOD might take itself or urge on other agencies to improve
the data available to the policy maker:

e Review the process by which the Services and DSCA report on shipments of
FMS goods to Customs;

e Encourage State to move forward in using the Automated Export System (AES)
to improve its ability to produce data on the utilization of export licenses,
including differentiating between transfers to foreign governments versus
exports for use by U.S. government agencies;

e Take advantage of the executive branch initiative on export controls, including
creating a unitary export control list and integrating electronic data processing,
to improve the statistical capabilities of the list and the new system;

e Request that DPAP better filter reports on DOD contracts and contractor and
subcontractor reports on overseas procurement to differentiate between
purchases of goods and services that are primarily military in nature, versus
those that are civilian products and services;

e Create an electronic cross reference of the product and service categorization
systems currently in use by Customs, DOD procurement agencies, State, and
Department of Commerce (DOC); and



e Conduct an in-depth study of defense trade between the United States and two
or three representative countries, covering a period of two to three years,
including all significant transactions involving defense articles and services,
with the intent of identifying overlap and gaps in the current data collection
systems.
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1. DefenseTrade Data
Sour ces and Recommendations

A. Defense Trade and Cooperation

The issues of defense trade and cooperation have always generated a certain level of
controversy. Supporters argue that defense exports can strengthen the U.S. defense
industrial base and even keep certain conventional weapons lines open, particularly at
times of decline in the U.S. defense budget. Such exports can also insure that allies have
the ability to better defend themselves, as well as to fight alongside U.S. forces in
coalition operations, with comparable and interoperable equipment. Conversely, sourcing
platforms and components from abroad can provide U.S. forces with unique capabilities
not available in the United States, and provide competition to encourage U.S. firms to
improve quality and efficiency.

Critics are concerned that defense exports can allow adversaries or potential
adversaries to acquire sensitive U.S. technology, or at least become more aware of U.S.
capabilities. At worst, such weapons could be employed against U.S. forces if weapons
fall into the wrong hands. Similarly, critics of imports worry about becoming dependent
on certain capabilities from unreliable partners, and of hollowing out the U.S. defense
industry. Both supporters and critics need reliable data on which to base their arguments.

B. Defense Trade Data

There are perhaps three principal uses for defense trade data. The first is to quantify
the magnitude of the defense trade flows from one country to another country, region, or
world. Academics, politicians, policy makers, journalists, and polemicists all have an
interest in such questions as: Who are the largest arms exporters and importers? What
kinds of weapons are being exported by whom and to whom? How important are arms
exports to the general economy and to the defense industrial bases of the exporters? As
customers for defense products are almost entirely governments, and the capability to
produce and maintain weapons systems are seen as national security issues in the
provenance of governments, there is an interest in whether trade flows between countries
or regions are “balanced.” Wohat is counted and the accuracy of the count can be
politically, as well as substantively, important.



Generally, analysts interested in the quantity of weapons transfers focus on military
hardware, particularly major weapons systems. These are relatively easy to count, and
several databases are available with such data. However, the transfer of technology and
services may be of equal or greater importance, as such transactions may bestow the
capability to design or produce such systems, and/or to independently maintain and
upgrade existing systems already in inventory from previous sales. Similarly, while all
sales of defense articles and services will have a positive impact on the exporter’s balance
of trade and a negative one of the importer, the long term impact may be quite different.
In some cases, a sale of technology may reduce the long term need for a country to
import a particular defense product (or the consumables related to that weapon), while
conversely an import of a particular system might be only the beginning of a ten to
twenty year need for continual imports of components, upgrades, and consumables.
Simply adding disparate exports or imports together may obfuscate as much as enlighten
the policy maker.

A second use of defense trade data is primarily on the import side, in which
countries wish to gain insight into the degree of dependency they have on imports relative
to their own defense needs and defense industry. One difficulty in answering such
questions (to be discussed later in the paper) is that such dependency is increasingly
related to imports of components, particularly in the electronics field, that are primarily
designed for civil use and thus do not appear in defense trade data. Three to four decades
ago the defense sector was the primary user of advanced technology in computers, other
electronics, satellites, advanced materials, etc., while today the defense industry may be
only a marginal user of such products relative to commercial industry, and hence
obtaining detailed trade information on such products may be difficult.

Recent U.S. concerns have ranged from dependency on rare earths and first level
products incorporating such minerals such as magnetic cores, to off-the-shelf computer
chips which could conceivably incorporate features unknown to the consumer. Defense
trade data is not likely to provide insight into these questions, but sufficient granularity in
import data can identify particular defense related components and end items that seem to
be related to single countries or are increasing rapidly in volume of trade.

Finally, issues related to export controls, their effectiveness, and their impact on
exports and export earnings also require accurate and detailed defense trade data. The
ratification of defense trade treaties with the United Kingdom and Australia, and
implementation of at least some of the executive branch initiatives on export control
reform, will increase the desire for accurate data on U.S. defense exports to determine the
impact of such changes. Yet more than half of U.S. defense exports occur through
commercial transactions licensed by the Department of State (State) (see below for a
discussion of this process). However, until the past year or so, State has only kept data
on licenses it issues, not on whether those licenses are ever used. A U.S. Government



Accountability Office (GAO) study (GAO-10-952) released in September, 2010 notes
that State, while beginning to keep better track of hardware exports, makes no effort to
track use of licenses issued for transactions involving the transfer of military technology.

Section C of this chapter will review data publications that are readily available to
the public, while Section D will cover databases from which those publications are
derived, as well as other significant databases that are maintained by agencies that do not
themselves publish information on defense trade.

C. Current Data Publications

There are only a limited number of published data sources for defense exports and
imports. Each has strengths and weaknesses, and while trends measured by one
publication can be compared to trends measured by another, absolute numbers vary
considerably from one to another. That is because the data in these publications tend not
to measure the same phenomenon, depend on different data bases, and in some cases, are
simply inaccurate.

A complicating factor in analyzing data on U.S. exports of defense equipment and
services is that there are two different systems under which such sales and related exports
take place. Historically most U.S. defense sales take place through so-called Foreign
Military Sales (FMS) channels. In such cases, a foreign government agrees with the U.S.
DOD on purchasing a specific defense article and/or service, and the DOD negotiates and
contracts for that article or service from U.S. industry. In essence, the U.S. government
acts as a purchasing agent for the foreign government, and U.S. industry’s responsibility
is to the U.S. government client.

Alternatively, a foreign government may contract directly with a U.S. company for
a defense article or service. All such Direct Commercial Sales (DCS) must be submitted
to the State Department for an export license, and State in turn usually consults with
DOD and other relevant agencies before making a determination on whether to issue such
a license. While DCS is increasingly the choice of industrial countries with their own
sophisticated defense procurement agencies, even developing countries are using the
DCS option. For example, the recent $6 billion sale of F-16s (fighter aircraft) to the
United Arab Emirates (UAE) was a commercial sale, with only the related armaments
being sold through FMS channels.

Five of the most widely used data publications are noted as follows:

1. Conventional Arms Transfersto Developing Nations 2001-2008

This annual report by Richard F. Grimmett of the Congressional Research Service
(CRS) has been published annually since 1982. The most recent was released on
September 4, 2009 (www.fas.org/sgp/crs/weapons/R40796.pdf), and covers arms




agreements and deliveries for the calendar years 2001-2008. It contains an analytical
section and a number of tables on arms agreements and deliveries from major suppliers to
four geographical regions — Asia, Middle East, Latin America, and Africa. In spite of the
title, it also contains some tables on total shipments to the developed plus developing
world from the key arms suppliers. Appendix A provides an index to the publication, plus
a table on exports by the more important defense equipment manufacturing countries.

There are significant limitations to the study. One is that it only provides country
specific data for importing countries in the Middle East. There are no export-import
country specific tables for developed countries; thus, for example, there is no data on
cross-Atlantic activity. An additional significant limitation is that only FMS sales are
included with respect to the United States — DCS are omitted. This is primarily because
the State Department has in the past had no reliable data on actual exports resulting from
commercial sales — it only tracks licenses issued for such sales. The lack of data on DCS
in the CRS report means that U.S. sales are underestimated relative to other major arms
exporters, and thus, the tables on market share clearly understate the importance of the
United States as the world’s largest defense exporter. The GAO report (i.e., GAO-10-
952) asserts that over half all U.S. exports of defense articles currently move through
DCS. Overall, the GAO estimates U.S. sales of defense articles to have averaged around
$20 billion a year for the past five years; the Grimmett study suggests U.S. sales averaged
around $12 billion a year.

Another caution is that the U.S. FMS data includes contracts for defense services,
which may or may not be included in data for other countries, and in this case, may
somewhat overstate U.S. sales if other countries do not include such transactions. The
GAO estimates services, such as maintenance, supply management and training, account
for about one-third of FMS transfers.

2. Historical Facts Book: Foreign Military Sales, Foreign Military Construction
Sales, and Military Assistance Facts

This annual report, generally released in late summer by the Defense Security
Cooperation Agency (DSCA) of the DOD (http://www.dsca.osd.mil/programs/biz-
ops/factsbook/default.htm), covers agreements and deliveries of defense hardware and
services made available to foreign countries through the FMS system. Information is
provided on agreements signed and on deliveries made to every individual country that
has ever purchased defense goods or services through the FMS system. The most recent
report includes annual country data for fiscal years 2000-2009, country totals for fiscal
years 1950-99, and grand country totals for the period 1950-2009. Appendix B includes
an index for the most recent study, plus tables on FMS agreements, FMS deliveries, and
DCS exports. As noted above, the data lumps together contracts for both defense articles
and services.




It should also be noted that delivery data is based on financial transactions reported
by the services to the Defense Finance and Accounting Service (DFAS). DFAS in turn
reports the transactions to DSCA. DSCA logs in the reports based on when they receive
them from DFAS, so there will be a delay between the financial transaction and the
DSCA entry, but year to year these differences are not likely to be a large factor. Of
course, this report is strictly limited to U.S. exports, and provides no data on U.S. imports
of defense goods or any information on foreign defense exports. The information is also
provided by U.S. fiscal year (October 1 through September 30), and is thus not
comparable to most other publications that use calendar year data.

The report does contain a section on U.S. commercial exports, but the report makes
clear that such data is from the State Department and DSCA takes no responsibility for its
accuracy. The most recent report, which includes the fiscal year 2008, notes that State did
not provide information for that fiscal year in time for publication, so the commercial
data only includes up to fiscal year 2007. Appendix B shows tables for FMS agreements
and FMS sales through Fiscal Year 09 and DCS sales through Fiscal Year 08.

3. Section 655 Report

Section 655, Annual Military Assistance Report, of the Foreign Assistance Act of
1961, as Amended, (PL 87-195) requires the State Department to submit to Congress
each year a report by country of all licenses granted during a fiscal year for the export of
defense goods and services. That report is prepared by State’s Directorate of Defense
Trade Controls (DDTC), and is available online.* The report lists all licenses, first by
country, then by the twenty-one categories of the International Traffic in Arms
Regulations (ITAR) Munitions List (ML). Within each category, the number of items and
value of licenses issues are itemized by subcategory. It should be noted that the year a
license is issued is often not the year in which an export will actually occur — licenses for
defense articles are generally good for four years and on major equipment may be for
even longer periods. And of course licenses are issued for which a contract is never
consummated, and hence no export actually materializes. In the Fiscal Year 2008 report,
for the first time an aggregate value is listed for all actual shipments that were made in
the fiscal year to a given country. A sample of the 655 Report is included in Appendix C.

A critical drawback of the State data is that it includes licenses issued for
commercial shipments abroad that will be used by the U.S. Government, as well as
shipments of goods to foreign governments that have been temporarily imported for
repairs. These kinds of transactions may inflate the 655 Report by as more than 50

! see Section 655 Reports, Reports and Official Documents, U.S. Department of State,

www.pmddtc.state.gov/reports/index.html.




percent, as compared to simply recording licenses and shipments of new and used
hardware to foreign governments.

4. Foreign Sourcesof Supply: Annual Report of U.S. Defense Industrial Base
Capabilitiesand Acquisitions of Defense Items and Components Outside the
U.S.

This annual report to Congress summarizes the competitive and noncompetitive
prime contracts awarded by the DOD to foreign suppliers of defense items and
components. It is produced by the Office of the Under Secretary of Defense (Acquisition,
Technology & Logistics) (OUSD AT&L); Deputy Under Secretary of Defense (Industrial
Policy) (DUSD (IP)).

The report includes tables for purchases by country and by ten categories of defense
articles and components based on Defense Claimant Program (DCP) categories:
airframes, aircraft engines, other aircraft, missile and space, ships, combat vehicles, non-
combat vehicles, weapons, ammunition, and electronics. Note that these tables do not
include components of systems purchased from abroad by U.S. contractors to the DOD.
Appendix D contains the tables on defense items and components, and on countries from
which such goods were purchased.

5. Stockholm International Peace Resear ch Institute (SIPRI) Y ear book

The SIPRI signature publication is a Yearbook that contains extensive information
on armaments, disarmament, and international security. The recently released 2010
edition contains roughly 400 pages and twelve chapters, of which a forty-eight page
chapter is devoted to arms transfers. It contains a number of tables on agreements and
transfers, by major weapons category and by exporting and importing country. As noted
in the following section about the SIPRI database, its approach to quantifying arms
transfers is unique to the institution, and is not readily comparable to other data tables.
However, the basic trends its tables illustrate should be comparable to other database
trend lines.



Table 1. Summary of Data Publications

Report Description

Grimmett e Exports and Imports from major exporters to all regions

e Focus on exports to developing countries

e U.S. exports only FMS, no DCS
Historical e FMS agreements and transfers, including articles and services
Facts Book e Based on financial transactions

e State data on DCS transfers of poor quality

655 Report e U.S. DCS licenses issued by country and category
e Most recent report includes actual shipments by country

e Shipments include shipments to U.S. military overseas and equipment
returned to countries after repairs

Foreign e Major purchases by DOD of foreign systems and components
Sources
SIPRI e Agreements and Transfers of major weapons systems between all
countries
D. Databases

The publications discussed in Section C of this chapter, in turn, depend on data
collected by several institutions and maintained as databases that may or may not be
made available to the general public. As is the case with the publications, these databases
vary in the data that is collected, the sources of that data, and how it is aggregated in the
database. The key databases for defense trade information are enumerated as follows.

1. Department of Commerce, U.S. Census Bureau

The primary database on U.S. exports and imports is maintained and controlled by
the Census Bureau, a part of the U.S. Department of Commerce (DOC). The Census
Bureau obtains its raw data primarily from U.S. Customs and Border Protection, U.S.
Department of Homeland Security (Customs), which oversees the importation and
exportation of goods into and out of the United States at ports of entry and ports of
departure. An understanding of how that data is collected and categorized is important in
evaluating the strengths and weaknesses of the Census databases.

U.S. imports are categorized according to the Harmonized Tariff Schedule of the
United States (HTS), which itself is based on the Harmonized Commaodity Description
and Coding System (HS), a nomenclature system used worldwide to classify goods that
are traded. The HS was adopted in 1989 by nearly all trading nations. It was preceded by,
and to a degree based on, the Customs Cooperation Council Nomenclature (CCCN),



effective from 1976-1989, and by the Brussels Tariff Nomenclature (BTN), effective
from 1959-76.

The HS consists of four-digit codes that originated in the CCCN, known as
headings, into which all raw materials and manufactured goods are categorized. An
additional two digits further break down headings into more discrete categories known as
subheadings. These six-digit headings and subheadings are standard for all countries.
Countries may add additional digits to break the six-digit categories into discrete subsets
for tariff and statistical purposes. The U.S. practice is to add two digits for tariff
classifications and an additional two digits for statistical purposes. Thus, the HTS uses a
total of ten digits, six internationally determined, two additional for tariff purposes, and
two for statistical purposes.

In the United States, the statistical categories are determined by a committee
(known in the U.S. trade community as the 484(f) Committee) chaired by the
International Trade Commission (ITC) and including Census and Customs. That
committee meets twice a year to review requests for changes to statistical categories.

As noted above, while the first six digits of the HS are established by international
convention, the latter four are determined by individual countries. In many cases,
particularly with respect to aerospace, it is the statistical designations that separate
aircraft platforms and components into civil and military subcategories. In the United
States, while the importer and Customs will generally agree on the identity and hence the
numeric designation of a specific import, the State Department and/or the Bureau of
Alcohol, Tobacco, Firearms and Explosives (ATF) are the final arbiter as to whether a
product is a military item and needs to be treated as such under various laws governing
military and weapons imports.

A similar process is used in the categorization of exports. The U.S. nomenclature
for exports is known as Schedule B, with six-digit subheadings that match the HS and an
additional four digits for statistical purposes. While the subheadings match the HS at the
6-digit level, they may not match the HTS at the 10-digit level. There are, of course no
tariffs on exports, so those subsets are of less interest to many parts of the trade
community. On the other hand, knowing whether a specific export requires an export
license from State or Commerce is of critical importance to the Customs Bureau, as it is
the enforcer of the law at the port of export. If there is a question as to whether a license
is required, Customs may impound the export until consultations are held with the
Department of State and/or Commerce.

Customs has been steadily moving towards a paperless, all electronic system, which
would increase the accuracy of the data generated at the border, and the ability to
manipulate the data for specific statistical requirements. Customs is furthest advanced on
the export side, which is not surprising as exports originate inside U.S. borders. Since



February 1, 2009, exporters have been required to file Shippers Export Declaration
(SEDs) electronically through the Automated Export System (AES). The AES is a joint
venture between Customs, the Foreign Trade Division of the Bureau of the Census
(Commerce), the Bureau of Industry and Security (Commerce), the Directorate of
Defense Trade Controls (State), other Federal agencies, and the export trade community.
Export information is collected electronically and edited immediately, and errors are
detected and corrected at the time of filing. AES is a nationwide system operational at all
ports and for all methods of transportation. It was designed to assure compliance with and
enforcement of laws relating to exporting, improve trade statistics, reduce duplicate
reporting to multiple agencies, and improve customer service. With respect to exports of
defense and dual-use items, the system is designed to check the SEDs against appropriate
export licenses from the State and Commerce Departments.

A similar system is still in the development stage for imports, known as the
Automatic Commercial Environment or ACE. This system is intended eventually to
handle both exports and imports, and provide information on trade that can ultimately
meet the needs of multiple government agencies for statistics. However, according to
Customs officials, it seems at the moment to be behind schedule and over budget, and
limited to automating import activity

The bottom line is that Customs generates raw trade data that is passed to Census in
the Commerce Department. Different agencies have agreements, known as Memorandum
of Understandings (MOUSs) with Census to obtain access to that data for their own needs.

There are some concerns with the data collected. On the export side, while FMS
shipments are supposed to be reported to Customs, this depends on compliance by the
actual exporting entity. For example, if parts and components are being shipped on
military airlift assets, there is no formal customs clearance process, so that those items
may or may not be reported to Customs. Similarly, if U.S. or foreign military personnel
are ferrying FMS aircraft to the purchasing country, the flight may or may not be
reported. When FMS exports are reported to Customs, the value reported may include a
variety of U.S. Government surcharges billed to the customer, which are actually
services, rather than hardware.

On the import side, as will be discussed later in the paper, significant imports of
parts and components may be entered as commercial products, even though the end use
will be on military products. Engines for helicopters, large aircraft, and ships may be
identical to commercial products and entered as such. Similarly a large array of
electronics, automotive parts, etc. may be entered as commercial items, even though their
ultimate use may be for incorporation into military platforms.

Given those limitations, ten digit categories can be identified in the HTS and
Schedule B that represent most imports and exports that are military in nature. Appendix



E contains Commerce Department Census tables showing exports and imports to and
from the world and the United Kingdom by all relevant categories.

2. Defense Security Cooperation Agency (DSCA), Department of Defense

DSCA maintains data on FMS Sales, including agreements and shipments, which is
the source for its annual Historical Facts Book. It generates its own information on
agreements signed with individual countries for specific contracts to deliver military
goods and services. As noted earlier, the military services report on actual charges against
those contracts and the dates charged to the DFAS. DFAS, in turn, reports these
transactions to DSCA. The dates reported are approximately equivalent to shipments of
goods or completion of services (e.g., deliveries), and are treated as such by DSCA.
There may a time lag between those charges and the reports of those charges by DFAS to
DSCA, which, in some cases, might mean deliveries are recorded a month or two later
than actual completion of contract milestones. Data is maintained by quarter, so that
although DSCA publishes its annual reports by fiscal year, it would not be difficult to
retrieve the data by calendar year if desired by a user. It would be more difficult, if not
impossible, to separate data for hardware as opposed to services, as individual contracts
can provide for both.

3. Directorate of Defense Trade Controls (DDTC), Department of State

DDTC is responsible for issuing licenses for DCS. It has, over the years, slowly
moved towards all electronic submission of license requests, obtaining interagency
(primarily DOD) input to those requests, and issuing license approvals and rejections (or
return without action). It has been less interested in finding out whether and when those
licenses were actually exercised. From a compliance perspective, its other major
responsibility, it was more concerned about exports of articles on the munitions list that
did not have a license than in exports that conformed to the license provisions.

The data that State did provide on actual shipments was suspect for years as being
rough estimates as compared to hard data on exports that actually occurred for which
licenses had been issued. As noted, for that reason the CRS report ignored DCS
altogether, which of course itself led to a report with clear limitations. This situation
seems to be finally changing. Clearly the information needed now exists in electronic
form. Customs is able to match State license numbers on SEDs with a State database that
allows Customs to both insure that an export conforms to a license, and to “decrement”
the value of a specific shipment against the total value allowed in a license. Conversely,
State ought to be able to access that data through Census and publish data on actual
shipments by country and by category. However, in the latest 655 Report, State does not
differentiate between shipments that are actually going to the U.S. military or other
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agencies, versus to foreign governments, nor does it show actual shipment data by
individual weapons categories.

4. Defense Procurement and Acquisition Policy (DPAP), Department of Defense

While not a primary data collection agency itself, the Office of Defense
Procurement and Acquisition Policy (DPAP) provides procurement data on behalf of the
DOD to elements of DOD, the Congress, the GAO, and the public. Among other
procurement issues, it provides country specific data on foreign government procurement
of U.S. defense products and services, and on procurement of foreign products and
services by DOD and U.S. defense prime defense contractors and select subcontractors.

On the export side, DPAP obtains data on FMS sales and direct commercial sales
that is contained in the annual historic Facts Book prepared by DSCA. That data reflects
the strengths and limitations previously discussed in sections on those agencies. In
addition, when preparing country tables, DPAP generally lists FMS Agreements signed
during a fiscal year and adds them to DCS exports. The former are FMS cases agreed to
in a given year, not actual deliveries. The latter are DCS deliveries made in the same year
against previously issued licenses. Thus, even if the State export (as opposed to licensing)
data were accurate, and it seems to be getting better, the DPAP data is adding together
two different phenomena. It would be more consistent if DPAP were to add together
FMS deliveries with DCS exports (to record what actually happened in a given year), or
FMS agreements with DCS licenses issued (to project what will happen in future years).

On the import side, DPAP gathers its data from two different sources. First, it
obtains data on prime contracts reported in the Federal Procurement Data System — Next
Generation (FPDS-NG) for all goods and services purchased from foreign entities. That
information is submitted by DOD contracting agencies to the FPDS-NG in the form of
Contract Action Reports (CARs). All federal agencies submit data to the FPDS-NG,
which is maintained by the General Services Administration (GSA) (currently contracted
in turn to IBM on a five year contract). That system is unclassified and open to the
public. All contracts for goods and services are categorized by Federal Supply Group
(FSG) Code. For purposes of the aggregate country data of interest to DPAP, only the
first two digits are of interest (see Appendix E), which allow DPAP to differentiate
between purchases of inherently military products, and purchases of staples such as
petroleum, construction, power, and subsistence.

The second source of data on purchases from foreign countries comes from U.S.
prime contractors. Under the Defense Federal Acquisition Regulations (DFARS 252.225-
7005), all prime contractors to DOD are required to report on a quarterly basis all
subcontracts they have over $550,000 in value that are performed off shore. These would
equate to tier 1 subcontractors. Any subcontractors to DOD prime contractors are also
required to submit reports on subcontracts they might have for over $550,000 that might
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be performed abroad. These would equate to tier 2 subcontractors. Those reports,
submitted on DOD form 2139 (see appendix E for regulation and report form) should
provide information on the value, category of hardware or service contracted for, and
country in which such contracts or subcontracts were performed. DPAP records that data
which it can then sort by country, product category, etc. Of course, the reliability of this
data depends on the continued compliance of the contractors and subcontractors, and the
accurate entry of the data by DPAP. For FY08, DPAP data indicates that such tier 1 and
2 subcontracts for work related to military products totaled $8.7 billion (see Appendix F).

The contract data, combined with the DSCA Facts Book data, is used by DPAP to
produce country tables showing purchases by any given country from the U.S. on a fiscal
year basis, as well as purchases by the DOD or U.S. contractors from the same country.
As noted, procurement data is categorized so that DPAP can “back out” prime contracts
related to DOD purchases of strictly commercial items, construction, ores, natural gas,
utilities, petroleum products, timber, and subsistence supplies purchased from abroad.
Thus their country totals for “selected prime contracts,” plus “selected” subcontracts, is
roughly analogous to imports of defense articles and services from such countries.
Appendix F also contains a typical DPAP table for the world and for the United Kingdom
(UK).

5. SIPRI

SIPRI maintains three basic databases. One is a “Trade Register” which contains
information on individual transfers of military hardware from an exporter to an importer
(including non-state entities). Information is obtained on the weapons system, number
ordered, years ordered and delivered, and the value of the transaction, if available, from
open sources, including governments, press, the UN Register, etc. Information can be
accessed by weapons type, exporter, and importer. Appendix G shows the SIPRI arms
register for arms transfers between the U.S. and UK for calendar years 2005-2009.

Second, the database contains aggregate data on transfers of nine types of weapons
systems: aircraft, armored vehicles, artillery, sensors, air defense systems, missiles, ships,
engines for the above categories, and other (mainly gun turrets for vehicles and ships).
Each transaction is assigned a “Trend Indicator Value,” or TIV. This is an estimated
value of a transaction, recorded in 1990 U.S. dollars. Thus, even if equipment has been
donated by a country, or is used equipment sold at a discount, the TIV will be assigned to
the transaction based on the type system involved. The notion is that the TIVs allow an
analysis of the volume, not the value, of arms transfers of comparable major weapons
systems over time. As a consequence, while SIPRI data should show trends comparable
to other data sources, the actual numbers in SIPRI data attempt to show volume, while
numbers from other data sources will attempt to track value. Appendix G also shows the
SIPRI TIV data on U.S. arms exports and imports.
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Finally, SIPRI does maintain data on the financial value of total arms transfers by
country, based on official sources. However, in their 2010 Yearbook, they note that of the
five largest exporters of conventional weapons by volume (based on SIPRI TIVs), only
the U.S., France, and Russia had released figures on the value of total arms exports. The
UK and Israel had not, so SIPRI did not attempt to compile world totals for the financial
value of the arms trade. Appendix G also contains the table Financial Value of Arms
Exports from all Countries.

6. United Nations Register of Conventional Arms

The UN Office for Disarmament Affairs (UNODA) maintains the UN Register of
Conventional Arms. The Register depends on voluntary submissions from members and
collects information only on seven categories of weapons systems: battle tanks, armored
combat vehicles, large caliber artillery systems, combat aircraft, attack helicopters,
warships, and missiles and missile launchers. Other categories of defense equipment such
as noncombat aircraft and helicopters, thin skinned vehicles, communications gear, etc.,
are not covered, nor are services.

Information is collected on a country’s exports and imports of the seven categories
of systems, as well as a country’s own stock of such systems and its acquisitions of such
systems from national sources during the reporting year. With respect to exports and
imports, most countries provide data on the specific system and country for which there
was an export or import, while data on national holdings tends to be aggregated (and a
number of countries such as China and Israel provide no data on domestic inventories).
There is no information on the total value of export or import transactions, or of annual
domestic procurement of such systems.

The most recent year for data is 2008, for which eighty countries submitted some
information. Of those, only twenty-one provided data on exports, imports, and national
holdings of weapons systems. Of course, many of the smaller countries simply were not
significant exporters or importers of weapons systems. The Register does not publish
summary tables or any analysis of the data it collects; it simply makes available tables of
the national submissions on its web site. Appendix H provides examples of the kind of
data that can be obtained from the Register.
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Table 2. Comparison of Databases

Database Description

Census

Based on Customs records of U.S. exports and imports of defense
articles

No record of defense services
Some FMS exports may not be reported to Customs

Commercial products imported to be incorporated into U.S.
defense systems may not be included

DSCA

All FMS agreements and transfers
Data based on financial transactions, not border crossings
Articles and services combined

Focus on licenses issued for DCS
Just beginning to have accurate data on actual exports

Export data greatly inflated by including shipments to U.S.
services overseas and equipment being returned after repairs

No data on use of technical assistance or service licenses

DDTC

DPAP

Pulls together summary country data on U.S. exports & imports
using

— DSCA FMS and State DCS data for exports

— FPDS-NG data on DOD contracts with foreign entities

— DOD Contractor reports on subcontracts performed offshore

FPDS-NG and contractor data not adequately filtered to eliminate
non-defense articles and services

SIPRI

Trade Register on major arms transfers
“TIV” trend data on transfers of major weapons categories

Total value of arms transfers from major exporters that release
such data

UN

Register of major weapons exports and imports based on
voluntary country reporting

7. Comparing the Databases

There is considerable data available related to U.S. exports and imports of defense
articles and services. Unfortunately, data from one source is all too often incompatible
with data from another, which makes life difficult for the policy analyst whose interest is
primarily in accurately analyzing the movement of defense articles from one country to
another, or the total expenditures on defense articles and services by one country in
another country. There are several reasons for these inconsistencies.

First, each agency collects data related to defense trade for its own reasons, which
governs what data is collected, how it is recorded, and how it is made available. With
respect to exports, State and Customs/Commerce are primarily concerned with enforcing
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export control laws. State determines whether to issue a license or not, but is less
interested in whether the license is exercised. On the contrary, it is more concerned with
pursuing those that violate licenses or don’t get them at all. Similarly, Customs wants to
ascertain whether an export by a commercial entity has a license. It is less concerned
about FMS shipments; it assumes the DOD and the Services know what they are doing,
and hopes DOD sends appropriate data to Census to be passed on to Commerce.

DSCA on the export side and the operators of the FPDS-NG systems on the import
side are essentially concerned with financial issues — contracts and payments — rather
than the movement of goods or services themselves. DOD acquisition personnel also
have to assure that certain regulations and reporting requirements related to Buy America
provisions of the law are met (various laws require that goods purchased by DOD be of
U.S. origin or contain a minimum of U.S. content), as well as to examine the impact of
imports on the defense industrial base. SIPRI and the UN Registry are focused on
disarmament, and hence collect data on major weapons systems and have a minor interest
in the value of those systems or the large trade in services and significant categories of
defense equipment that are not lethal in nature.

Furthermore, data is categorized depending on an agencies’ primary focus.
Customs/Census uses a system based on international nomenclature (HTS and Schedule
B), State on the ITAR Munitions List (ML) categories, and DOD procurement agencies
on the government-wide FSG Code. DSCA has a country focus, and it does not
categorize its activities by product or service.

Finally, Customs counts defense articles, and is not involved in services or licensing
agreements for production offshore. DSCA lumps services and articles together if a FMS
contract requires both. State differentiates between the export of goods and any related
technical service, versus technical assistance agreements or manufacturing license
agreements, in which the foreign party pays for technical support, information, or
intellectual property which may be unrelated to a specific export of hardware. DOD
procurement agencies and subcontractors reporting to DPAP include both goods and
services.

The following two tables highlight those differences. Table 3 on imports shows
import data collected by Customs and enumerated by Census, and data from DPAP
representing data from the FPDS-NG on prime DOD contracts with foreign entities plus
DPAP data on the use by U.S. prime contractors of subcontractors that perform activity
offshore. The Census data is by calendar year and the DPAP by fiscal year. Averaging
the five years of data (2005-2009) ought largely to compensate for the differences in time
period. Yet the DPAP numbers for imports from the world are 3.5 times that derived
from Customs data (2.4 times for the UK.)
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Table 3. U.S. Defense Imports — Millions of U.S. Dollars

Agency Census DPAP
Period Calendar Year Fiscal Year
World
2005 2,494 9,998
2006 2,882 11,215
2007 3,878 19,115
2008 4,325 17,677
2009 4,966 7,000
Average 3,709 12,999
United Kingdom
2005 522 1,359
2006 712 823
2007 965 4,062
2008 1,139 3,532
2009 1,209 923
Average 909 2,140

The primary difference between the numbers is presumably the question of services
and what goods and services are included in the data. FPDS-NG and DFARS 252.225-
7006 reports both include services; Customs data does not. Thus, it would be anticipated
that the DPAP numbers should be larger than Customs numbers for the same period.
While the DPAP numbers are for DOD-Related “Selected” contracts (eliminating
construction, fuel, and subsistence articles and services), large numbers of categories for
goods and service are included, such as office supplies, base security, or motor pool
maintenance that are questionable if the interest is examining strictly defense trade.
Interestingly, both sets of numbers have some under reporting. As noted, Customs is
unlikely to include a variety of imports that are commercial in nature that will be
incorporated into military products, while DPAP numbers similarly will not include small
contracts at the sub-tier level that involve imports (“black box” components, for
example).

The export data is even more difficult to interpret. Table 4 shows two sets of
numbers. First, Census data for exports is shown alongside FMS delivery data and State’s
numbers for actual exports related to previously issued licenses. The Census numbers are
based on Customs data from the ports plus DOD reporting on FMS cases; the DSCA and
State numbers come from the annual DSCA Facts Book, except the FY 08 number for
State is from the FY08 655 Report — the first year in which State reported a number for
actual shipments. In theory, the sum of FMS and DCS deliveries ought to bear some
relationship to the Customs numbers for exports. They do not, primarily because of the
State numbers, which as previously noted, until recently were highly unreliable and at
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face value grossly exaggerated, in large part, because they include commercial shipments
of hardware for use by the U.S. military.

Table 4. U.S. Defense Exports — Millions of U.S. Dollars

Agency Census DSCA State
Defense Articles FMS Sales Defense Articles
Period Calendar Year Fiscal Year Fiscal Year
DELIVERIES

World
2005 12,175 11,184 30,100
2006 15,815 11,602 46,800
2007 16,215 12,566 64,300
2008 15,948 11,885 33,489
2009 14,149

Average 14,860 11,809 43,672

United Kingdom

2005 801 382 1,840
2006 712 294 2,331
2007 965 424 1,474
2008 1,139 303 3,104
2009 1,209

Average 965 351 2,187

AGREEMENTS LICENSES ISSUED
Articles & Services Defense Articles

World
2005 9,505 24,334
2006 17,970 19,811
2007 18,667 24,531
2008 28,985 34,191
2009
Average 18,782 25,717
United Kingdom
2005 497 2,242
2006 293 1,959
2007 371 3,184
2008 1,101 2,404
Average 566 2,447

It should again be noted that the Census data only counts articles exported at the
ports, FMS numbers include both articles and service contracts, and State data includes
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articles and some technical data charges, but not technical assistance or manufacturing
license agreements. One would thus assume that the sum of the FMS reports and those of
State’s “shipments” data should be larger than the Customs numbers, but only modestly
(one estimate is that roughly one-third of FMS cases are for services). In fact, for the
world, the State plus DSCA averages are about 3.7 times that of the Census numbers, and
for the UK about 2.6 times the Census numbers.

The second half of Table 4 shows new FMS agreements signed and State licenses
issued in a fiscal year. The former data comes from the Facts Book, the later from 655
reports. This information is primarily of interest in giving an indication of what future
trends will be for actual export activity. The FMS agreements data is more factual, as it
involves contracts signed, generally with some money on the table. State licenses are
more problematic, as licenses may not be exercised, or the actual contract performance
may be less than a license allows (the prudent company will seek as large a license
ceiling as possible so as not to have to request a license amendment from State to
increase the allowable dollar value). But in general, if the trend of agreements signed and
licenses issued is up, one should be able to conclude that exports will rise in out years,
and vice versa.

Given that all data sets have considerable limitations, the analyst is probably best
advised to determine what question he wishes to answer and then select one or another of
the data sources available. For exports, if the question relates to the U.S. defense
industrial base or to world market share of defense exports, then Census data is useful, as
it is more inclusive than just using FMS delivery data, and more accurate than including
State numbers. In the future, if State succeeds in using the electronic information now
available to it through the AES system, and filters out shipments to U.S. forces and items
being returned to owners after repairs, than summing FMS deliveries and State licenses
exercised data would be even better.

With respect to imports, if the issue involves trade balances with other countries
with respect to hardware, then Census data is again an appropriate source, and can be
contrasted to Census data on exports. If, on the other hand, the question involves the flow
of U.S. defense-related funds to a given country, the DPAP data provides a more
inclusive (and therefore larger) set of numbers. Those numbers would be comparable on
the export side to a total of FMS deliveries plus exercise of State licenses, if there were
any mechanism to track the actual exercise, not just of licenses, for commercial sales of
defense articles, but also the actual use of licenses for technical assistance and
manufacturing agreements. As such activities do not involve physical movement of
things across the border, State would be dependent on companies reporting on the
exercise of such licenses, and no aggregate accounting is kept of such activity. Thus,
while State’s 655 Report says it issued licenses for technical assistance and
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manufacturing license agreements in FY08 amounting to $71 billion, there is no data on
actual exercise of those or previously issued licenses for that year.
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2. Possible Actions to Meet DOD Data
Requirements

None of the agencies that currently collect data for their own purposes are likely to
make comprehensive changes in how they collect that data, or spend resources to make
life easier for policy analysts. However, there are relatively simple changes that could
improve the reliability, granularity, and comparability of data on defense trade. First,
DOD might review the process by which the Services and DSCA report on shipments of
FMS goods to Customs, to assure as complete reporting as possible. In addition, as State
has nearly completed the process of transitioning its licensing process to an all electronic
system, and as the AES system is fully in place, it should be possible for State data on the
utilization of licenses to become both accurate and more granular. To be even more
useful, State should make available data that excludes licenses and actual exports
involving articles for use by U.S. government agencies or are simply goods being
returned to foreign governments after repairs. DSCA ought to examine the feasibility of
publishing data that differentiates between articles and services.

Second, the current executive branch initiative on export controls envisions both a
combined ML with the commodity control list (CCL), and an integrated electronic
processing system for all export control administration. The DOD representative to the
interagency group overseeing this initiative might argue that the requirements for data on
defense trade might well be considered as new systems are created or at least legacy
systems are integrated. If a large number of essentially civilian technology-based items
that have been “designed or modified” for defense products are to be removed from ML
treatment and passed to Commerce, where they will likely be decontrolled, it may still be
advisable to create a statistical designation that could be affixed to Schedule B
designation so that there would be some record of exports that are defense related, albeit
not of a technological level as to warrant ITAR control.

Third, related to the above, an effort might be made inside or outside of DOD to
construct a “Rosetta Stone” for the various government classifications of goods and
services. An electronic cross-reference index might be created for HTS, Schedule B, ML
categories, FSG Codes, and perhaps CCL categories. While all classifications are not of
comparable granularity, at least it would be easier to compare defense trade data on major
product or service categories.
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Fourth, DPAP might review Product Service and Federal Supply codes at the two or
even four digit level to filter out categories of goods and services that appear to be
civilian in nature. While the current practice of removing fuel, lumber and utilities, and
subsistence is useful, there are many more categories of products and services that are
purchased by DOD and its contractors and subcontractors that are not inherently military
in nature. Eliminating those items from DPAP “select” contract and subcontract data
would provide numbers far more useful in comparing U.S. purchases of foreign defense
goods and services with U.S. exports of similar goods and services.

Finally, DOD might consider undertaking or sponsoring an in-depth study of
defense trade between the U.S. and two or three representative countries, covering a
period of two to three years, and examining all transactions over some threshold, perhaps
$5 or $10 million dollars. Looking at FMS, DCS, Census, and DPAP data, it would be
possible to see where there was significant overlap or serious gaps in the data produced
by one system versus another. As much of that raw data is business confidential, such a
study would have to be classified in some fashion and only conclusions made public.

As defense budgets stagnate, or more likely, shrink among the industrial
democracies, the production of defense equipment is likely to become more international
in nature, and increasingly, reliance will be placed on the civil sector to produce hardware
and software that will be critical inputs to the defense industry. More accurate and
granular data on defense trade and cooperation will be essential to help policy makers
determine both positive and negative aspects of such trade and cooperation. Some modest
improvements in the generation, collection, and processing of such data would assist in
that task

22



Appendix A.
CRS Conventional Arms Transfers to Developing
Nations

Includes:

e Repor