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CHAPTER 12

DEFENSE SPENDING AND ARMS TRADE 
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The Asia-Pacific region’s past economic growth afforded opportunities for increased defense spending and military modernization.  The ongoing economic crisis in Asia places a significant burden on further military development, the extent of which will be determined by the scope and duration of the economic crisis.  This chapter examines Asia’s historical military spending trends and the arms trade.  While there is no arms race in Asia at the present time, the People’s Republic of China and several other nations are modernizing their forces.  Thus, there is a continuing need for prudence in arms sales, increased transparency, expanded security dialogue, and American military engagement to discourage any disproportionate buildup.  This perspective is consistent with the United States Security Strategy for the East Asia-Pacific Region
 and the Presidential Decision Directive, Conventional Arms Transfer.

Asia-Pacific Spending Trends
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The world’s six largest armed forces operate in the Asia-Pacific region.
  China has the world’s largest force (2.8M personnel in 1998), followed by the United States (1.4M) and Russia (1.2M).  Three Asian countries come next - India (1.2M), North Korea (1.1M), South Korea (0.67M) - followed by Turkey (0.64M), Pakistan (0.59M), Iran (.54M), and Vietnam (0.48M).  (See Figure 12-A.)


Many Asian governments embarked on military modernization programs in the decade up to the 1997 Asian financial crisis.  Nevertheless, total defense expenditures were stable or only modestly increasing when measured in real, constant dollar terms.
  (See Figure 12-B and Appendix C.)


Total Asia-Pacific defense spending exceeded that of the Middle East and almost matched expenditures by Western Europe.  Yet, when measured on percent-of-GNP basis Asia’s economic wealth allows it to spend less than the world average.
  (See Figure 12-C.) 

From 1990 to 1998 defense spending in East Asia increased 2.1% annually (in real, constant dollar terms), South Asia 2.6%, and Australia 1.0%.
  In contrast, other regions in the world decreased spending over the same period, with US spending decreasing 4.6%.  In particular, Asian countries with high long-term real growth in defense expenditures over the period from 1990 to 1998 were Singapore (6.6% annual increase), India (3.6%) and, on [image: image4.wmf]ARMS IMPORTS
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an official budget basis, China (3.3%).
 


China’s defense spending is by no means transparent.
  For many years, much of the reported annual increases in China’s official budget was absorbed by high inflation rates.  However, the largest problem in estimating defense spending arises from inadequate accounting methods by the Peoples Liberation Army (PLA).   Budgeted functions are hidden under construction, administrative expenses, and under state organizations such as the Commission on Science, Technology and Industry for National Defense (COSTIND), which mix PLA and other state activities.  Further sources of income outside the national defense budget include official local and regional government expenses for local army contributions, pensions, militia upkeep and off-budget income from PLA commercial enterprises and defense industries, as well as income from international arms sales and unit-level production (e.g. farming).  For 1995, the official Chinese defense budget was one-fourth the International Institute for Strategic Studies’ (IISS) estimate and one-eighth the US Arms Control and Disarmament Agency (ACDA) estimate.
  (See Figure 12-D.)  RAND Corporation offers significantly higher estimates.  Therefore, according to some estimates, China is the biggest spender on defense in the region. 

Japan has the second highest level of defense spending in the region, even though it is politically committed to maintaining its defense spending at no higher than 1% of GNP.  This parameter is not to be confused with Japan’s year-to-year increase, which averaged 1.4% annually from 1990 to 1998.

North Korea, with the fifth largest armed force in the world, is an unusual case, with extremely high defense spending in comparison to its overall economic production.  North Korea devoted 27% of its GNP to the military sector in 1997.
   Such high levels of spending create internal economic and social pressures that further stress North Korea and the region.


India and Pakistan, which spent $13.3B on defense in 1998, are the seat of significant ethnic and border tensions, recently made notorious for their nuclear posturing.


Southeast Asia spent $15.8B in 1998 on defense, with an annual increase of 3.3% this decade.
  Spending patterns have changed from 1980s-era spending increases as tensions have subsided after the assimilation of Vietnam into ASEAN in 1995.  However, new tensions have been created over increased military activities in the South China Sea and civil unrest in Cambodia and Burma. Vietnam saw a significant decline in spending during the 1980s, but shows an annual 14.9% increase since 1990.  Even during the regional prosperity of the mid-1990s, Vietnam had the tenth largest armed force in the world.  Vietnam’s defense share of GNP declined from 19.4% in 1986 to 7.7% in 1998, but was more than double the 3.3% average for Southeast Asian countries. 


Impact of the Asian Economic Crisis

Beginning in 1997, currency depreciation and budget austerity slashed the money available for defense purposes.  Most Asian countries slowed or cancelled arms purchase plans.  Hard-currency buys were put on hold to improve the balance of payments.  If the crisis persists, some nations could choose to buy cheaper weapons and accept less modern capabilities than originally envisioned.  Such shifts in purchasing patterns will continue to unfold as nations across the region re-slice their economic pie among national priorities.  Austere defense budgets led to reduced operations, re-organization, and fewer engagement activities among friends and allies. Typical budget priorities accentuated personnel and readiness while reducing exercise and operational levels.

Figure 12-E
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Most elements of regional armed forces recognize that their cooperation in times of austerity is essential to meet domestic economic and security goals.  The basic role of the military has been to provide security while government policy-makers sort out economic problems.  However, Asian militaries are anxious to re-start modernization programs.  Many of the factors fueling earlier arms purchase decisions remain validmilitary forces continue to need modernization; there are the new EEZ protection missions to perform; and the geopolitical future remains uncertain.

Figure 12-F

Crisis Impact on Asian Defense

Indonesia took severe cuts in budgets, reducing both exercises and modernization.  It cancelled purchase of Russian Su-30K fighters and Mi-17 helicopters and German Type 206 submarines.  

Thailand cut back arms purchases and operational budgets, while reorganization and downsizing help to increase efficiency.  It continued some modernization purchases, notably the cheaper, used Alpha jets from Germany. To help Thailand avoid a $130M contract-cancellation penalty for 8 F/A-18 fighters, the US assumed in 1998 a $250M Thai contract with Boeing.  RTG already had paid a publicly controversial $75M for initial program costs, mainly to the US firm Boeing for its “sunk” costs.  The US-Thai Cobra Gold exercise was cut by 40% for FY98.  Thailand receives both US IMET and Foreign Military Sales (FMS) assistance.

Malaysia postponed air and submarine procurement, curtailed some exercises, but continues surface vessel purchases.  It did not participate in the 1998 Five Power Defense Arrangement (FPDA), but did in 1999.  

Philippines has downsized its ambitious 15-year Modernization Program, although it is still seeking new equipment.  Budgets are supplemented by the sale of military assets such as Fort Bonifacio.

Singapore, hurt less by the crisis, continues air, surface and submarine modernization.  Re-engineering is a prominent practice.

South Korea seeks defensive security in the face of an aggressive neighbor while compensating for an austere budget climate.  US and Korean governments arranged to recalculate the costs of US burdensharing and Foreign Military Sales.  The ROK is pursuing ROK-US co-production of KF-16 fighters and the purchase of KILO-class submarines from Russia.

Japan underwent a mild cut in its ’98 defense budget and reduced the scale of exercises.


Asian Arms Trade
The world’s largest arms market in 1998 was Asia (with a 41% share), followed by Europe (28%) and the Middle East (24%).
 (See Figure 12-G.)  This sizable Asian arms market is driven by a variety of supply-side  and demand-side motives.  

Supply-side Pressures:  Pressures to sell arms arise from surplus inventory of equipment after the dissolution of the Soviet Union; from selling equipment to obtain hard, foreign currency; from the need for a large market to finance high technology items; and through the promotion of interoperability of military forces for coalition humanitarian and combat operations.  The United States became the dominant supplier of arms to the world, with its share increasing from one-fourth in 1986 to over one-half in 1996.  US exports in 1996 were nearly four times those of the next largest exporter, the United Kingdom. The United States is the dominant supplier to East Asia, while Russia and China have been primary suppliers of arms to South Asia, although their shares have decreased in recent years.  In the face of budget austerity, Asian forces may turn to cheaper systems sold by Russia and China.
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Demand-side factors. The need for arms purchases is affected by: economic growth and availability of resources for defense; the pursuit of increased prestige and international recognition; uncertainty over the future of US military presence in the region; modernizing conventional self-defense capabilities; anticipating the potential rise of competing regional powers; increased likelihood of conflict from regional tensions (territorial disputes, competing sovereignty claims, challenges to government legitimacy, and historical animosity); surveillance and protection of Exclusive Economic Zones (EEZs); economic issues (protection of sea lanes, marine resources, and fishing stocks), and environmental issues (pollution, deforestation, and oil spills). Asian efforts to modernize have focused on high-tech equipment for naval and air defenses; command, control, and communications (C3) systems; strategic and tactical intelligence systems; multi-role fighter aircraft; modern surface combatants and submarines; anti-ship missiles; electronic warfare (EW) systems; and rapid deployment forces. 

Trends.  A decline in arms imports in the mid-1990s paralleled global arms markets, but then imports rose again only to be stymied by economic crisis.
  (See Figure 12-H.)  


Prudence in arms sales


Descriptions of defense spending in the Asia-Pacific region have characterized the situation as either a dangerous arms race or as the benign pursuit of defensive weapons modernization.  Neither extreme seems to capture the complex nature of Asia’s arms market, which is influenced by the broad range of supply and demand factors. To prevent the region’s acquisition programs from evolving into an arms race, several measures are being pursued.

US Policy. Prudence in arms sales and technology transfer enhances regional stability and US security interests.  The US Conventional Arms Transfer policy of February 1995 promotes restraint by both US and other suppliers in transferring weapons that may be destabilizing or dangerous to international peace.
  At the same time, the policy supports transfers that meet legitimate defense requirements of our friends and allies, in support of our national security and foreign policy interests.   

Dialog. Expanded opportunities for regional security dialogue are taking place at both the official level and the non-government level.  The ASEAN Regional Forum (ARF) is an official process established at the ASEAN post-Ministerial Conference in July 1993.  The Council for Security Cooperation in the Asia-Pacific (CSCAP) is a non-governmental organization (NGO) that promotes regional confidence building and security cooperation.  (See Appendix A.)

Transparency. Efforts towards transparency of military capabilities, intentions, and arms transfers are being established.  ARF seeks publication of official defense white papers and the establishment of a public registry on arms acquisitions.  Confidence building measures also are discussed in ARF.  The United Nations Register of Conventional Armaments was established in 1992 to collate data on the import, export, and production of conventional arms while taking into account the legitimate security needs of states.

Economic Crisis and US Engagement
During the Asian economic crisis US military presence has benefited the United States and the Asia-Pacific region through its strength, flexibility, and forward-looking programs.  The persistence of peacetime military-to-military relationships between the United States and nations in the region is prudent for several reasons:  it helps to establish trust and rapport; enables a freer flow of information between the nations; and it contributes to understanding and appreciation of military intentions and capabilities.  Further, continued US leadership and military engagement in the region discourages any disproportional arms buildup.

Strength. US forward presence provides a security umbrella and helps stabilize the region by “watching the store” while economic conditions are reformed. 

Flexibility. The US Pacific Command has actively adjusted to the economic crisis by the resizing, reshaping, and timing of its peacetime military-to-military engagement activities.  

(
In Southeast Asia, US engagements have been affected by both economic and policy issues. A key US- Malaysian exercise was cancelled in ’97 and ’98 due to budget austerity.  Thailand’s Cobra Gold exercise saw fewer flying hours in ’97 and ’98.  However, many other cutbacks are due to policy issues.  US government cutbacks with Indonesia ostensibly were driven by human rights considerations. Activities with the Philippines stood at a standstill while the legal status of in-country US forces was negotiated.

(
In Northeast Asia, US activity levels in Korea and Japan are being maintained while compensating for budget austerity. To provide temporary help, US – South Korean negotiators recalculated the costs of bases’ burdensharing as well as Foreign Military Sales.  

Forward-looking. Given that the economic crisis has highlighted the importance of transparency and good governance, US advocacy for defense reforms is especially pertinent.  The promotion of professionalism, efficiency, and effectiveness offered by US programs such as International Military Education and Training (IMET) directly address the need for institutional development at a low-cost.  In fact, it has been argued that restrictions on US military engagement with Indonesia helped encourage use of unprofessional methods among hard-bitten factions within its military.  In Thailand, which was especially hard-hit by the economic crisis, IMET programming has remained strong, although decreasing from $1.9M in 1998 to $1.6M in 1999.

Finally, the role of high level US government visits demostrates Political-Military-Economic support, especially during times of economic and social upheaval.
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