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The U.S. arms sale modeof “Direct Commercial Sale”influence on 

Taiwan Military Industry development 

 

Outline 
 

Introduction 
In the U.S. foreign arms sale, there are two modes, “Foreign Military Sale (FMS)” and 

“Direct Commercial Sale (DCS)”. DCS is the mode that foreign government deals with 

U.S. military suppliers directly, with the permission of the U.S. government. DCS arms 

sale involves sub-system like jet engine and other technology. Normally, DCS is used 

to help foreign countries to develop their own systems.  

 

Since 1949, the U.S. has been supporting Taiwan in military. But the U.S. also controls 

the weapon development of Taiwan, making sure that it will not provoke China. 

Therefore, the U.S. usually uses FMS (sale of whole system, e.g. a Tank) as the mode 

in the arms sale with Taiwan, keeps Taiwan away from using U.S. military technology 

in her own program.  

 

However, in the wake of China’s growth, the U.S. is getting more and more difficult to 

sell weapon to Taiwan. As DCS is a much more low profile mode, the U.S. would like 

to use more. Once Taiwanese get the technology, they may develop their own 

weapon with no limit. The DCS is actually helping Taiwan to develop her own military 

industry and may change the military balance between the cross-strait. 
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Foreign Military Sales (FMS) 

 

The US DOD will negotiate with the Customer on behalf of the Vendor.  

 

The US DOD assumes contracting risk and is responsible for ensuring that the Vendor 

meets cost, schedule, and performance requirements.  The US DOD guarantees 

payment by the Customer.  

 

This is a government-to-government transfer, so the export process is managed the 

US DOD. No involvement by the Vendor is required.  

 

Any required notifications to Congress are jointly sponsored by the US DOD and the 

State Department.  

 

US DOD procures the defense articles under the same contractual provisions used for 

all DOD procurement. The Customer pays an additional 3.5% of the total price to 

cover the contracting and administrative services provided by US DOD.  

 

The initial deposit required is usually somewhat lower than commercial contract 

down payments.  This facilitates payment by the Customer.  

 

Availability of Foreign Military Financing Program (FMF) Funding: U.S. financial 

assistance, through the Foreign Military Financing Program (FMF) may be available to 

the Customer.  If FMF funds are available, they must be processed through FMS 

(except for the ten countries granted an exception).  
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Direct Commercial Sales (DCS) 

 

Customer negotiates directly with the Vendor. 

 

U.S. Government (USG) is not involved in the transaction, and does not act on behalf 

of the Customer or Vendor should complications arise. 

 

The Vendor must obtain export approval from the U.S. State Department. The 

Vendor is responsible for submitting a completed DSP-83. 

 

Congress must be notified by the State Department of a decision to issue an export 

license if the sale includes significant defense equipment valued at $14 million or 

more.  (Basically, both DCS and FMS require the same type of notification) 

 

The Vendor negotiates with the Customer.  The Customer assumes management 

responsibility. These activities represent overhead management costs to the 

Customer. The size and skill of the Customer contracting staff may be a limiting factor 

during procurement. 

 

Direct commercial contracts generally require a relatively large down payment, 

payable at the time of contract signature.  This may create difficulties for the 

Customer. 

 

If the Customer wishes to use FMF funding, DCS is not an option.  Ten countries are 

granted an exception that allows them to use FMF funding to pay for DCS contracts: 

Israel, Egypt, Jordan, Morocco, Tunisia, Turkey, Portugal, Pakistan, Yemen, and 

Greece. 

 

Notes and abbreviations: 

U.S. DOD – U.S. DOD refers to any U.S. military office. There are various DOD offices 

involved in the FMS process. 

Vendor – the Vendor refers to the U.S. defense company seeking to sell their product 

overseas. 

Customer – the Customer refers to the Foreign Government purchaser of the U.S. 

defense products.1 

 

                                                      
1
http://lmdefense.com/foreign-military-sales/fms-vs-dcs/ 
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The Change of the modes of the US arms sale to Taiwan 
 

1950-60s 
Taiwan was lack of budget for weapons procurement, the US aided Taiwan with the 

surplus World War II weapons. It is not arms sale at all. The US did not want Taiwan 

provoked the mainland China, therefore the US would not supply the advance 

weapons to Taiwan. 

 

1970s 
The US was still aiding weapons to Taiwan even Taiwan’s economy was better. It was 

because the US still have official diplomatic relation with Taiwan and the mutual 

defense agreement was still effective. Meanwhile, the US did not want to give any 

military technology to Taiwan, avoiding Taiwan having any capability to fight back to 

Mainland China. As the US was negotiating with the PRC for the establishment of 

official diplomatic relation, the attitude of the US to Taiwan was started to change. In 

this era, the US still want to limit the military industrial capacity. Therefore, the arms 

sales to Taiwan were mostly carried out under FMS since 1960s. 

 

1980s 
The US was still willing to provide weapons to Taiwan although it already established 

official diplomatic relation with the People’s Republic of China. But Taiwan has to pay 

for the weapons. But this era was the height of the mode of Direct Commercial Sale 

being used. In this era, the US wanted to ally with the PRC to counter the Soviet 

Union. It was hard to sell weapons to Taiwan under the PRC pressure, but the US also 

couldn’t cease selling arms to Taiwan due to the security needs in East Asia and the 

pressure from the pro-Taiwan political power inside the US. The US provided 

essential technology to Taiwan for developing Taiwan’sown weapon system, such as 

the Indigenous Defensive Fighter (IDF). 

 

1990s 
After the Tiananmen Square incident and the collapse of the Soviet Union, the 

US-China relation was not as close as in 1980s. The US did not have to use DCS 

anymore. Therefore, the FMS was mostly used in the US-Taiwan arms sale again. 

 

2000-present 
As the PRC economy has been growing rapidly, the US-China bilateral relation is 

getting more and more important. The US is facing more and more pressure from the 

PRC to cease arms sale to Taiwan, especially in the main battle platform, like fighter 
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jets. The US adopt the mode of DCS in the arms sale to Taiwan again. The US used 

the DCS in upgrading Taiwanese F-16 A/B instead of selling 66 F-16 C/D to Taiwan. 

 

Effect of using DCS 
The DCS is a low profile method for the US to conduct the arms sale to Taiwan, it will 

be used when the pressure from the PRC is really matter. As the DCS is actually 

helping Taiwan to develop its own weapon system, it is a method which enhance the 

capability of Taiwanese military industry. Therefore, the growth of the Taiwanese 

military industrial capability is the direct result of the DCS arms sale. 

 

Conclusion 
The US did not want to enhance the military industrial capability of Taiwan and put 

the limitation on Taiwan’s military power. However, as the US-China bilateral 

relations become more and more important, the pressure from the PRC to stop the 

US-Taiwan arms sale is greater and greater. The US has to use DCS instead of FMS. 

But the DCS will enhance the capability of Taiwan’s military industry, Taiwan may 

develop its own weapon system without any limitation in the future. If Taiwan could 

develop weapons like ballistic missiles and submarines without any limitation, it may 

be an unstable factor in the cross-strait relations in the future. 


