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Executive Summary
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2.

The UK Government is committed to an ‘ethical’, responsble arms trade policy
that in practice hasfailed to live up to expectations.

There is some evidence that this has come about because of concerns, on the
grounds of national security, to maintain a defence industria base of some form
through the encouragement of exports and the likely impact on jobs, industry and
economy of export controls.

The ams indudry, in the UK and internationdlly, has undergone wholesde
redructuring snce the end of the cod War, leaving it much smdler, more
concentrated and more internationdised. It is therefore difficult to tak
meaningfully anymore about a purdy naiond defence indudrid base. The
importance of the defence indudry to the economy as a whole is likewise
diminished.

In 2001, around 27.5% of the totd vdue of Single Individuad Export Licences
(SIELS) granted by the government were for ams sdes to ‘Highly Sendtive
destinations, principaly countries involved in conflict and those with a grave and
consdstent patern of human rights abuses. These would be most likdy to be
targeted by a more responsible ethical policy. A further 30.4% were for sdes to
‘Intermediate  Sengtivity’ dedtinations, induding countries with serious  human
rights problems or high levels of tensgon with neighbours.

There is a great ded of evidence that arms exports receve a substantia net
subsidy from the UK Government, even taking into account countervaling factors
such as possble lower procurement prices afforded by exports through longer
production runs. Estimates vary, however, and one recent sudy shows a smdl net
saving to the Exchequer from arms exports.

A recent sudy by Chamers et. d. (2002) suggests that a 50% reduction in arms
exports would lead to modest one-off adjusment costs to the UK economy, of
around £2-2.5 hillion, and would lead to an initial loss of 49,000 jobs but the
eventud creation of 67,000 new jobs as the economy adjusted.

This suggedts that a more redrictive ams export control policy, such as banning
ams sdes to highly repressve regimes and countries in conflict, the ‘High
Sengtivity’ degtinations, would have an effect on the economy that was too smadl
to be detectable.

There ae therefore no economic arguments agangt a more responsble arms
export policy. The government should give serious condderation to implementing
amore redrictive regime.



1. Introduction

In 1997 under Robin Cook, the UK Government committed itsdf to an ‘ethicd’,
responsble arms trade policy. This was a commitment that went beyond any previous
legidation and has had a clear impact on the pattern of arms exports. However, the
new policy has not prevented the export of military equipment to many highly
dubious dedtinations, including repressive regimes and countries involved in conflict.
A number of high-profile cases have led NGOs and campaigners to question the
ggnificance of the new regime, and the depth of the Government’s commitment to an
ethicd arms export policy. There have adso been suggestions that the policy has been
eased snce September 11, adlowing more sdes to sendtive destinations such as India,
Pakistan and Isradl. (Mepham & Eavis, 2002).

There is some evidence that this has come about because of concerns for security and
the belief that future UK security will need the maintenance of some form of defence
industrial  base, together with a recognition that this will need to be supported by
exporting ams. The discourse has, however, mainly been an economic one, focusng
on the likey impact on jobs, industry and the economy of cuts in military pending
and/or the impostion of controls on exports. This has been made explicit in the new
Defence Indudrid Policy (DTI, 2002), which sees the defence industry as important
to the UK economy and makes a strong case for the support of the industry through
helping it export. The implications of this pergpective are that imposing controls on
exports, through a responsible arms control policy, would be economicaly damaging.
This is not, however, a consensus view and a number of dissenters argue that it is
unlikey that the economy would suffer as a result of the impodtion of a responsble
ams policy. Indeed, in some cases it has been argued that the economy would benefit
from amove away from arms production (Dunne, 1994).

This paper condders the likdy economic effect of introducing a responsble ams
control policy on the UK economy. It complements the recent report by Saferworld
(Mepham and Eavis, 2002) by providing a more detaled anadyss focusng on the
economic issues. To do this, firg of dl section 2 congders the current policy adopted
by the UK and its implementation. Section 3 then examines the context of the policy,
by looking a the restructuring of the arms industry and procurement that has taken
place, firg internationdly and then in the UK. Section 4 then assesses the impact of a
tighter policy. First, an analyss is conducted of the destinations of UK arms eports.
From this, the possible impact on arms exports of imposing a responsible arms export
policy is assessed. The economics of arm exports is then congdered, with a survey of
a number of gtudies that seek to estimate the net subsidy provided by the government
to ams exports. A results of a recent authoritative study that looks at the wider
economic effects of a 50% reduction in ams exports is then combined with the
previous andyss to provide a rough estimae of the economic effect of a more
rigorous responsible arms control policy. Findly some conclusons are presented in
Section 5 and some policy recommendations in Section 6.

2. Exports, Ethics, Industry and the UK Government

The arms exports policy introduced by the Labour Government in 1997 stated that
ams exports should not be licensed if they might leed to violations of human rights or



international  humanitarian law, might undermine sudainable deveopment, or might
be used for externd aggresson or compromise regiond dability. This has snce
become the Consolidated EU and Nationd Arms Export Licensng Criteria — often
referred to as the ‘Consolidated Criterial. There are 8 criteria in totd and the
government would not issue a licence if any of the firg four goply, namdy if there is
an embargo or concern for the proliferation of weapons of mass dedtruction, if there
are human rights issues, if there is ongoing armed conflict, or if regiond dability is
threstened by the exports. The government would aso condder issues around the
another four criteria, namely any negetive impact on UK national security, terrorism,
the likely diverson of wegpons to areas where exports would not be licensed directly,
and any negative impact on sudtainable development). There is dso a caveat. A
category ‘Other Factors is designed to dlow the UK to ‘take into account the effect
of proposed exports on economic, socid commercid and industrid interests, but
these factors are not to ‘affect the gpplication of the criteria in the Code. It dso
dlows licenang decisons to ‘give full weght to the UK’s nationd intered,
including...economic, financid and commercid interedts,...collaborative  defence
produgtion with dlies,...(and) protection of the UK’s essentid drategic industria
base.’

While these Consolidated Criteria do seem to provide a vauable way of applying a
mord dimenson to arms export controls, in practice their application seems to be
vaiadle. While the commitment in principle remans, any potentidly controversd
licenang decison will dways end up as a judgement cal made by Minisers and there
have been a number of what might be considered extremely questionable decisions®.
There are dso 9gns that the number of licenses to countries of greatest concern, such
& India, Indonesia, Isradl and Pakistan has increased since September 11" 2001.
(Mepham & Eavis, 2002). There is aso some evidence that ethicd criteria are relaxed
when serious defence industry interests were at steke. For example, in May 2002
Trade and Industry Secretary Patricia Hewitt was reported to have stopped arms
exports to India and Pekisan due to increasing tenson between the nuclear rivals.
This would have threatened a planned £1bn sde of Hawk trainer/ground attack
arcraft to India, and Downing Street was quick to deny that there was an embargo,
even accusing the DTI of “posturing” in media briefings*

It is very difficult to assess the overdl impact on the levd of ams exports of the new
policy. UK arms exports have dropped since 1997°, but this is mostly related to the

1 The Consolidated EU and National Arms Export Licensing Criteria (26 October 2000 — House of
Commons Hansard Columns 199-203W), available at URL
http://projects.sipri.se/expcon/natexpcon/UK/uk_criteria.html

2 Asabove.

3 Recent examples (in 2002) include. The sale of amilitary air traffic control system to Tanzania, seen as
unnecessarily expensive and ill-suited to civil aviation needs,, variousexportsto Indiaand Pakistan when the
situation in Kashmir was on the verge of all out war, head-up displaysfor USF16sfor onward saleto |sragl etc.
Other cases are discussed in Oxfam (2002), and in  Fanning the flames’, Saferworld Update, Autumn 2002, and
CAAT News, Campaign Against Arms Trade, Jan/Feb., 2003.

“ Brogan, B., “No. 10 accuses DT! of ‘unhelpful posturing’ over arms sales check”, Daily Telegraph,

28 May 2002.

® According to the UK Defence Statistics (MOD, HM SO, various years), the sales value of UK arms
exportswas £6.7b in 1997, £6bn in 1998, £4.2bnin 1999, £4.4bnin 2000, £4.2bn in 2001- SIPRI

figures (SIPRI, 2002), which measure the volume of exports, irrespective of the actual price paid in
particular deals, shows UK exports of major weapons systems dropping by more than one half in 1998
compared to the previous year, then remaining at afairly steady level up to 2001.



gradud taling off of mgor ams deiveries to Saudi Arabia (the Al Yamamah ded),
and the indbility of many traditiond British dients, such as Indonesia, to buy mgor
new weapons due to economic problems. Any specific effect of the new palicy is hard
to separate from these other factors. While the proportion of refusals of arms export
licenses by the Government has incressed dightly, it is ill less than 3%°. This does
not, however, give a vaid messure of the rigour of the policy. The low refusds figure
may smply indicate that companies are not seeking export licenses they know will be
refused. What is interesting is the reaction of the defence industry to the new palicy.
While there have been some complaints about the process of granting export licenses
taking too long, there have been few, if any, complaints that the criteria themsdves
are too redrictive, or that they are damaging the industry. Job losses and other
problems in the industry in recent years have been blamed on a number of factors,
such as the restructuring of the indudtry, the decline in globd demand and government
procurement policy. References to the government’s ‘ethicd’ arms export policy as a
factor, however, have been rare to non-exisent. Overal, it would seem that there is
little evidence that the new policy has had a dgnificant impact on the levd of UK
arms exports.

There is, however, evidence that the dominant reason for this inconsstent application
of the ethicd policy has been increasng Governmert concern for the impact of ams
export controls on UK defence indugtry and the implications of this for the economy
as a whole, with a particular concern for loss of employment. As noted, the ‘Other
factors category dlows the Government to take into account the effect on economic,
socid commercid and indudrid interests, and both the Prime Miniger and the
Foreign Secretary have strongly defended what appear questionable sdles in this way.

When the PM was chdlenged on sales to India/Pakistan and Isradl, during a televised
press conference, he responded by saying ‘I do not want to shut the industry down’

and for the case of Iradl, ‘if we don't sdll it, somebody ese will’”.

The recent publication of a Ministry of Defence paper on Defence Industrid Policy?
makes explicit what has dways been implicit. That the Government sees a ‘thriving,
innovative and competitive defence industry as essentid for the defence of the UK
and that they seek to maximise the economic benefits from defence expenditure
through mantaning a globdly competitive defence industry. They dso see the
defence indusry as important for high tech manufacturing. An important change in
policy is that they now see the UK Defence Indudrid Base (DIB) as including both
local and foreign owned suppliers. What is important is that the outputs are produced
in the UK and not who owns them. The paper dso dates that the Government will
continue to strongly support defence exports and will set up a new defence exports
and market access forum ‘to address export promotion and improved access to for UK
industry to foreign markets. They will dso am to maximise the exploitation of civil
technology for defence and target invetment in areas of ‘military importance in
which the UK can be globd leaders .

® UK Govt., Annual Report on Strategic Export Controls, various years, HM SO.

"It isworth noting, that on 27 August, aDTI memoto Israel wasleaked to the press. Thisindicatesthat licensing
practices have been changed as aresult of theintifada, continued Israeli incursions and the breach of Israel’s
assurance that UK originated equipment would not be used in the Occupied Territories. ‘Asaresult, wehavenot
approved licences for equipment that would have been licensed before.’

8 See: http://www.mod.uk/industrial _policy/




This would seem to represent a move away from the concerns of an ethica foreign
policy and the judtifications would seem to be economic ones. The Government has
made clear its am to asss the loca defence industry by improving market access and
support exports, arguing tha this will lead to reductions in unit production costs and
help other exports. Yet the economic effects of military expenditure and the arms
industry is, as we shdl see, an area of consderable debate and it is not clear tat the
governments assumption of economic benefitsis a reasonable one to make.

To evauate the likdy impact of a responsble ams export control policy it is
important to see the context of an internationd arms market that has changed
markedly since the end of the Cold War. The large cuts in procurement and the
changed nature of security threets has had a consderable impact and any evauation
can only be undertaken with an understanding of the present Structure and nature of
the market. The next section looks a how the internationa industry has changed.

3. Restructuring of Arms Industry

With the end of the Cold War hiting economic congraints and the increasing need to
use resources for other purposes there led to huge reductions in military spending. At
the same time the arms trade reflected the decline in procurement expenditure. The
Stockholm International Peace Research Indtitute (SIPRI) provide data on the volume
of trade in mgor conventional weapons. Their figures show that, after a very high
level during the last years of cold war (1984-88), ams transfers went through a
trangtiona period of steep decline between 1989 and 1994 and now seem to have
dabilised but & a much lower leved than that achieved in the late 1980s. Overdl
military spending followed dmilar trends, but is now rigng agan, with especidly
large increases in the USA®, and pressure from NATO and the new US administration
for Europe to follow suit. It is however, unlikdy that we will see anything like a
return to Cold War levels of military burden (SIPRI, 2002).

3.1 Globalisation

The Cold War defence industry was very dealy higoricdly specific, and very
different to what had gone before it. It was very much a modernist industry with its
clugers of inventions and technocratic culture. It was aso a conscioudy planned
product of the nation states, who wished to have the capability to produce and develop
a comprehensve range of wegpons, to creste a nationd Defence Industrid Base
(Lovering, 1998). In this way it was the product of particular structure of national and
internationd relations, markets and technologies underpinned by a superpower ams
race. It should be no surprise that the end of the Cold War saw such profound
changes.

The reaulting redtructuring has left world ams production highly concentrated. In
1996 the 10 largest arms producing countries account for amost 90% of production:
sdes aout $200 hillion (not incuding China and Russa). This declining trend has
sopped, though restructuring cortinues in the USA and the EU. In the USA

° The 2003 US defense budget, approved in October 2002, is for $355bn, a 12% increase on the
previous year. E.g. “US Senate approves defence increase”, BBC News Onling, 17 October 2002,
http://news.bbc.co.uk/2/hi/americas/2336079.stm.



concentration peaked in 1998 when 4 huge arms companies absorbed more than 20
others and further concentration has been blocked by anti trust concerns and some
problems with the integration of the different companies. Western Europe seems to be
heading towards cross border integration but cross Atlantic links remain important
(Skoens and Weidacher, 1999).

This raiondisation in response to declining demand saw no red converson to civil
production and the internationdisation has not crested the truly globd companies
expected. What is clear is that the old 'spin off' of technology, as the benefits of
military technology for civil industry were cdled, is no longer important. Instead 'spin
in', the increasing use of civil technology and products in military good has become
prevaent. In the UK government research facilities seem to be moving to a support
role for procurement rather than the basic research establishments.

The mgor defence companies have dso changed. They have moved away from being
manufacturing companies over a range of products to become systems integrators,
putting the products of other contractors together (Markusen and Costigan, 1999).
British Aerospace, reinvented as BAE Systems, is the obvious UK example which in
achieving profitability and becoming the gpple of financid capitds eye shed hdf of its
workforce and alot of its production facilities.

In this way subcontracting has become increasingly important for the defence
contractors, as they outsource. This has dso led to more non-traditiond companies
being involved in work for defence companies. It is dso clear that the supply chains
have extended internationdly. This is nowhere clerer than in BAE Systems moves
into South Africa Batcheor and Dunne, 1999). There have adso been numerous cross
border equity swaps and purchases, the development of joint ventures, licensed
production, technology transfer, which are clearly a drategy of internationalisation by
the companies. These developments by the companies were well ahead of the nationd
governments  willingness to dlow control over their naiond DIB to wane. (Skoens
and Weidacher, 1999).

This has led to networks developing across the world and makes the existence of a
comprehengve production capability within any country other than the US an
imposshility and even in the case of the US unlikdy. In addition finance capitd
became of growing importance for survivd of companies and had a hand in
determining the form of redructuring of the industry. The companies have not
globdised, however, in the sense of becoming transnational and losng ther home
base. They remain tied to their nationd bases, despite some BAE Systems dlaims™.
They require the support of naiond governments as mgor customers and nationa
orders are important in getting export orders. In addition, they get consderable
support from the government in exports.

19'1n 1997 a British Aerospace director at a UK aerospace trades union conference said "We want to be
seen as British in Britain, German in Germany, Chinese in Chinaand so on". Thiswas an attempt to
redefine BAe and there have been an extension of networks etc.. but BAe remains a UK based
company and still seesthe UK MoD asits main customer, as Evans and Price (1999) affirms. The
change in nameto BAE Systems was to remove the reference to British and make the company seem
moreinternational.



There were clear changes in the nature of the companies as they became more like
avil companies and took on the corporate governance structures of civil companies.
They 4ill retained cdose links with procurement executive, however, so there were
dill some differences, but they recognised the importance of their customers
perception of them in a way they had not before (Evans and Price, 1999). One
interesting change was a recognition of the importance of therr different stakeholding
groups. It was no longer only the government that was important and the other
gsakeholder groups could assst the companies in lobbying for date support and
orders.

There have dso been changes in employment relaions. Companies have shed large
numbers of employees and as companies moved away from production they have
retained an increasing proportion of engineers and scientists. There are aso a range of
subcontracting companies dependent on them, many of these not obvioudy producers
of military goods, asincreasing spin in of civil technologies.

With the cuts in procurement trade became increasing important to the mmpanies and
they pushed to achieve exports. At the same time the subcontracting and crestion of
networks has led to an increase in trade within companies and within therr networks.
This could lead to less vighility of the aams trade in future and make it difficult to
control

3.2 Changing procurement relations:

In the post Cold War world countries have moved away from a planned nationd
defence indudrid base (DIB), in which companies perceived themsdves as the
workshop of the Defence Ministry and were awarded cost plus contracts. There has
been a degree of privatisstion and with this a change in the regulation of the industry
within countries both & a forma and an informa levd. In the UK the mid 1980s saw
more commercia environment introduced with compstitive tendering, contracts
awarded with reference to market prices etc.

These changing procurement relations and the decline in orders led to a marked
restructuring of domestic companies. In many ams producing countries it dso led to
the creation of monopolies for particular components and systems. With competition
came falure and the losers were taken over or closed down, leaving the government
facing sngle suppliers. With the credible threat, however the Defence Industrid Base
became much less successful in capturing the government. (Dunne, 1995). They soon
saw the need to find ways of lobbying government and darted to identify the most
useful channds. This led to a very different reldion to government than these
companies had had in the past. Financid capitd came to play an important role as the
companies resructured and look for dternative support to government, while
internationdisation of the companies dlowed them to be involved in procurement
contacts in other countries, though they still remained national based.

In attempts to support the loca industry and reduce its costs the governments export
policy was extremdy important. It did, however, lead to now wel known scandds as
governments supported encouraged, subsidised, and took rather questionable



actions'?. Offsets became incressingly important for foreign sdes and this increased
the links with government who were providing support (Martin, 1999).

These changes can be argued to represent a reinvention or ‘recongtruction’ of the DIB
in a more informd, internationd, and a less vigble form. The mgor defence
contractors are no longer the workshop of the MoD, but more commercialy based
firms, with large numbers of contractors, that have to use lobbying to influence
government. They do this usng ther subcontractors and trade unions loca
government and development corporations, paticularly in aress where they ae
important to the loca economies. Companies need locad sdes as they provide a solid
base and help them to sdl abroad. They are more international and so can use the
threat of losng domedtic jobs a home, as well as being able to influence domestic
procurement through their links &oroad, by pressuring host governments to put
pressure on their home government. Companies are aso involved in determining the
threat and the response to it with the changes in procurement. Smart procurement,
proposed by the UK government in the Strategic Defence Review provides them with
such opportunities.

In addition, the increesng use of cvil technology in wegpons sysem, the
development of dua use technologies, and the increase in intra company trade make
trade less visble. Despite the companies remaining dependent upon their nationa
governments, there could be problems of control. The regulation of the arms industry
and trade at locd and internationd level is becoming an important issue.

It is cdear that the internationdisation of the industry requires an internationd
approach to arms control.

11 Asthe Scott report showed for the UK. See also James (1996) on the experience of Astraand Leigh
(1993) on Matrix Churchill.
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3.3 The Changing UK Arms Industry

To illugrate the redtructuring that has taken place in the UK defence industry we
consider the changes that have taken place in the UK defence contractors reported in the
1989 Advisory Council on Science and Technology (ACOST) report on defence R&D
(1989), as making up the UK DIB. Clearly there have been dgnificant changes in the
defence industry and the speed of change is quite remarkable. It is important to recognise
this as studies of the industry can become outdated very quickly.

Table 1

Company Change

British Aerospace Becomes BAE Systems
Chloride Military business smdl
Dowty Takeover by Tl 1992
Ferranti Went bust

GEC Exited defence

GKN

Hunting Inds Exited defence 2001

Lucas Aerospace Merger to form Lucas Varity 1996
Filkington El. Opt. Defence business sold to Thomson

Plessey Takeover GEC/Seimens

Racal Takeover by Thaes (was Thomson)

Roalls Royce

Short Brothers Takeover by Westland/GKN

Smiths Indudtries Merged with TI to form Smiths Group 2000
Thorn EMI Exited defence

Vickers

Westland Aquired GKN 1994

Moving closer to the present the UK Defence Indudtrid Base the sample in Table 2
provides data on sdes and employment for defence companies that survived from 1990
2000, together with the sales for adl companies in the economy and for dl indudrid
companies. What is driking is that this is dearly an industry of declining importance to
the economy. The share of sdes of these companies fdl from 7.6% of total sdes to
45%, while employment fel from 10.9% to 4.7%. There is condderable variation
across the sample, but it is worth remembering that not dl of the sdes of these
companies are military and in some cases it is a minority of ther totd sdes. Many
companies have responded to reductions in demand by shifting more towards ther civil
aress, though some have focussed more on the defence sector and have developed their
range of products through merger and takeover, such as BAE Systems.

< Insert Table 2 here>
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So we see that the defence industry has been in decling, that there are a few mgor
players dependent on the arms business, and that the number of jobs provided by these
companies has declined dramdticaly.

3.4 Developments

To summarise, the changes in the defence industry since the end of the Cold War have
led to the incressing globdisation of arms production, with both arms companies and
paticular wegpons sysems becoming multi-nationa enterprises. Nonetheless, the
traditional ‘domestic’  market remains of condderable importance for mgor arms
companies such as BAE sysems. These companies face, however, an increasingly
competitive market where they are no longer assured government contracts smply by
virtue of thelr datus as nationd ‘champions. They are, therefore, more dependent on
arms exports to keep prices down.

As wdl as becoming more internationd, the nature of companies has changed, in
amilar ways to pahs taken by large civil companies They have become more
‘hollowed out’, maintaining core desgn competencies at their centre, but devolving a
great ded of subsdiary functions, and even actud manufacturing, to subsidiaries and
sub-contractors, frequently overseas. Another result of globdisation is the changed
reaionships with natiiond governments of thar countries of origin. While they dill
have influence over procurement decisons, they have much less formd input to
government procurement decisons than in the past. Another important change
concerns the nature of military technology, where increasngly the pace is st in the
civil sector. Wheress in the past there was much tak of civil ‘spin-offs from military
technology, much more important now ae ‘spin-ins of commercidly avalable
cavilian technology into military sysems.

The notion of the nationa ‘defence indusrid base has therefore changed
dramaticdly, so that it now condsts of a trans-nationd network of militay and
cvilian companies rather than a highly concentrated and naiondised group of
nationd champions. From the point of view of this report, the key fact is that the
defence indudtry, due to reductions in Sze, increesng reliance on high technology,
and globdisation of production is much smdler than a the time of the Cold War. It
employs far fewer people and is of greatly reduced importance to the economy as a
whole,

4. Impact of Controls

To evduate the impact of any controls on arms exports it is import to ded with a
number of issues. Fird, the importance of the defence industry as a whole to the
economy needs to be consdered. As we have seen, it has declined since the end of the
Cold War, though it ill represents a not inggnificant volume of output and
employment. Secondly, the role of exports within the defence industry. This in itsdlf
includes a number of specific factors, such as government subsidy to arms exports, on
the one hand, and, on the other hand, the benefit to the exchequer from exports by
reducing domestic procurement prices. Thirdly, the margind effect of a reduction of
exports of a given size, both on the industry and on the economy as a whole needs to

12



be assessed. An ethicd export policy would be unlikely to involve the closng down
of the industry, but would certainly reduce the volume of exports Findly, wha a
more rigorous ams export policy might involve needs to be consdered and how it
would affect the volume of UK arms exports needs to be assessed.

The next subsection considers the impact of possble, more rigorous ethica policies
on the volume of arms exports. Subsection 4.2 then looks at the different ways the
government subsdises ams exports, with the next subsection discussng a recent
dudy that estimates short and long-term consegquences to the economy as a whole
from a reduction in ams exports. Combining the economic analyss of te effects of a
cut in ams exports, with estimates from subsection 4.1 of what proportion of exports
might be affected by a more ethicd policy, dlows an esimate to be made of the
economic effect of such apolicy.

4.1 The effect of a tighter policy on the volume of arms exports

There are many ways in which the Government's draegic export control regime
could be tightened to give greaster weight to ethical consderations. However for many
of these it is difficult to estimate the amount of lost business to the arms industry. The
amplest type of criterion that could be agpplied is excluson of a wider range of
degtinations of arms export on the grounds of human rights abuses and/or conflict
potentid. This would replace the government’s current ‘case-by-case’ approach to
export licensng to most destinations.

It is possble that a tighter ‘case-by-case’ approach could be adopted. For example,
indead of refusng licenses where there is a ‘dealy identifisble risk’ that the
equipment might be used for internd represson or externd aggresson, the criterion
could be strengthened to exclude equipment that could potentially be used for interna
represson or external aggresson. However, the Government’'s Annual Report on
Strategic Export Controls gives only very basc detals of the type of equipment
licensed, and none as to the value of individua licenses. Therefore, it is not possble
to esimate the volume of business that would be lost through such atightening.

Taking a practical approach to try to evauate the possble impact of a responsble
ams export control policy, we fird consder the countries that ae likedy to be
excluded and what the likdly loss of exports will be. The obvious starting point is the
Government’s Annual Report on Strategic Export Controls. This gives details on the
type of equipment licensed, but no information as to the vaue of the individud
licenses. It does, however, list the totd vadue of Single Individud Export Licenses
(SIELs) approved, by country of destination. Taking the Annual Report for 2001 and
condgdering whether the dedtinations are likely to be conddered a risk of faling to
meet likdy ethicd criteria dlows a rough estimate of the likdy impact of tightening
controls. The dedtinations were divided into three categories, namey high sengtivity,
intermediate sengtivity and low sengtivity, before adding up the vadue of SELs
approved to countries in each category. Where the total value of SIELs was recorded
as ‘lessthan £250,000' the country was excluded.

The criteria used to dlocate the countries to these categories were as follows:

High Sensitivity: A country wasincluded in this category if:

13



a) It was an undemocratic regime with a grave and congstent pattern of human rights
abuses (based on Amnesty Internationa’s 2002 report);

b) It was involved in a high levd of internad conflict and/or severe represson of
minorities,

c) It was involved in extend conflicc with another country and/or military
occupation of disputed territory;

d) Itwasaknown trandt point for amstrafficking.

€) Some combination of the above factors individudly faling short of grounds for
exdusion but callectivey judifying a Highly Sengtive dassification.

Intermediate: A country was included in this category if it was not in the ‘High
Sengtivity’ category but fulfilled one of the following conditions

a) It had an undemocratic regime (without a high degree of human rights abuses);

b) It had a grave and condstent pattern of human rights abuses (but was nomindly
democratic);

¢) It had highlevds of tenson and conflict potentid with neighbours.

d) It hadlow levd interna conflict or violent political conflict.

Low Sensitivity: A country was incdluded in this category if it was not included in the
other two categories. The United States was classfied as Low Sengtivity despite
being involved in conflict with Afghanigan, as the UK was actudly participating in
this conflict dongside the US™2.

The Tables in the Appendix list al countries to which more than £250,000 of SIELs
were approved for each category, together with the value of SIELs approved and, in
the case of the High and Intermediate categories, the reason(s) for incluson in those
categories. Thisleads to the following totas for each of the categories:

High Sengtivity, £527m (27.5% of totd),
Intermediate Sengtivity £581.5m (30.4% of totd),
Low Sengtivity £806m (42.1% of totd).

These categorisations dlow estimates to be made of the proportion of the UK ams
export business that would be logt if the highfintermediate categories of destinations
were excluded. There are of course problems with these figures. On the one hand, not
adl ams export licenses go through SIELS many go through Open Individud Export
Licenses or Open General Export Licenses. It is reasonsble to suppose that the more
sendtive a dedination, the more likely exports are to require individua gpprova
through SIELs rather than the more loose control of an OIEL or an OGEL. If this is
S0, then these figures overdate the proportion of sdes going to Highly Sengtive
degtinations, and underdate that going to Low Sengtivity dedinaions. On the other

12 Therefore, the point of controversy was not arms sales to the US as such, but whether the UK should
infact beinvolved in thewar. If Britain had opposed the war in Afghanistan, then the issue of arms
salesto Americawould have been problematical, but it would be perverse for the UK to participatein a
war itself, but then refuse arms sales to the US on the grounds of participating on the same sidein the
samewar. Also, refusal of licenses for components to be incorporated in complete systems by a second
country to be exported to athird, sensitive, country, might lead to knock-on effects whereby British
companies would not be selected as suppliersin the future. It is not possible to estimate this effect with
currently available information.

14



hand, excluding High Sengtivity detinations could prevent sdes of components and
subsystems to other arms producers, such as the USA, if they were to be incorporated
into equipment sold to excluded degtinations. This would tend to reduce the reported
sdes to Low Sengtivity dedtination. As these two effects are in opposite directions,
the figures quoted above may not be too far from the truth. However Government to
Government sales should aso be taken into account, but they are not listed in the
Annua Report. This would include the huge Al Yamamah ded with Saudi Arabia a
“high sengtivity’ dedtination, though that is nearly complete.

If we repeat the classfication exercise, usng the figures in the Annud Report for
actua exports of equipment in 2001, as opposed to SIELS issued, the figures are quite
different. Highly sendtive dedtinations have 19.1% of sdes, Intermediate ones 9.8%,
and Low ones 71%. That is we get a much lower proportion of exports to the more
sengtive degtinations. The figures used in this exercise are based on EU Tariff codes,
which do not include dl items on the military li. In particular, they dont seem to
indude things such as military communications, software etc., i.e. equipment that
wouldn't be so readily classed as a weapon or part thereof. It is possible that the more
sendgtive dedtinations tended to get more of this less sendtive type of equipment,
which would imply that these figures understate the proportion of exports going to
more sengtive destinations.

Ovedl, while these figures understate the proportion of exports going to high
sengtivity countries, the figures based on SIELs probably overdate the picture, as
they would be less likdy to get OIELs. The true picture probably lies somewhere
between the two.

SElLs Actud exports
High Sengitivity, 27.5% 19.1%
Intermediate Sengtivity 30.4% 9.8%
Low Sengtivity 42.1% 71.1%

Therefore a moderate tightening of the policy, excluding exports to countries involved
in war or savere and systematic repression, and to those known to be involved in ams
trafficking, would lead to a cut in arms exports of somewhere between 19 and 27%,
while a very rigorous policy that excluded dso the ‘intermediat€ destinations would
lead to a fall of between 29% and 58%. Of course it is possble to imagine other
policies, such as an excluson of the high sengtivity dedtinations and more rigorous
controls on exports to intermediate dedtinations, especidly relaing to the types of
equipment most likely to be misused.

There is, however, another issue. The Defence Manufacturers Association of Grest
Britain, in ther Memorandum to the Defence Sdect Committee of 25 November
1999, argues tha "The UK especidly demondrates grest drength in the high
technology sub-systems sphere, where it has a particularly strong record in most
sectors. In consequence, a condderable proportion of defence export contracts won
each year have been for subsystems, components, spares etc. and there are very few
mgor Western high technology programmes which do not have some leved of British
subcontractor  participation.” This means that excluson of ams sdes to cetan
destinations might have a Sgnificant secondary effect on the sde of components to
ams manufacturers in other countries, where it was known that they were to be
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incorporated into complete systems which would then be exported to an unacceptable
dedtination. This issue came to the fore in 2002 when it was reveded that the
government had approved the export of components to the US for F16s to be sold to
Isradl. Dunne and Perlo- Freeman (2003) discuss thisin more detall.

It is difficult to edimate the magnitude of this secondary effect. It may be possible to
get some idea by considering exports to the US, for which £349 million worth of
SIELs were granted in 2001, around one third of the totd to ‘low sengtivity’
destinations. Data from the Federation of American Scientists website'® shows a total
vadue of US arms exports in 2000 (the most recent year shown) of around $12 hillion,
of which around 30% was to countries in the ‘high sengtivity’ category, principaly
lssael and Saudi Arabia. Data from SIPRI (2002) show that the totd arms sdes,
domestic and foreign, of US companies in SIPRI’s lig of the top 100 arms producing
countries, were worth $94 billion. Taking this as a lower bound for totd US ams
production, this means a most 12.8% of US arms production in 2000 was exported, of
which 30% to high senstivity dedinations, so that around 3.6% of US production
went to these dedtinations. If this is representative of the find dedtination of UK
equipment exported to the US (most of which is components), then this suggests a
rather smal secondary effect. However, it is possble that a refusal to supply
components, say for F16s destined for Isradl, could lead to UK companies no longer
being used as suppliers of components for F16s dtogether.

Such an effect is peculative and could dso be mitigated if more efforts were made
towards international controls on arms exports and if the implications of an export
policy were made clearer in advance, as opposed to the ad-hoc, case-by-case,
approach taken a present. However, it seems reasonable in the light of this
condderation to use the higher figure obtained from congdering the vaue of SEELS in
edimating the proportion of UK ams exports that would be affected by a more

rigorous policy.
4.2 The economics of arms exports

Export prices are not smply a caculation based upon the baance of supply and demand,
rather they are influenced by a whole host of drategic, politica and economic factors.
They are thus a complex amdgam of a whole range of subsdies by government and
cross subsidisation by government and companies. In many cases the cost of R&D and
even production facilities are covered by governments and the cost of export production
to the companies involved is amply the margind cost of production. In addition, ther
governments will often provide further assstance. As a reault the fact that arms exports
are profitable for the individua companies involved does not mean that they ae
profitable for the country as awhole.

The sarvices and financid assstance provided by the government which are often
ignored in discussions of the value of the arms trade to the UK economy are:

Export Credit Guarantees: Through the Export Credit Guarantee Department the
Government provides interest rate subsidies for buyers of UK exports. It aso
provides insurance cover to compensate exporters in the case of defaulting by the

13 www.fas.org
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importer (up to a maximum of 90% of the total, but usualy 75-89% for defence
sdes). It dso provides unconditiona guarantees to UK banks, covering. There
has been a tremendous increase in the support this procedure has given to arms
exports and there have been questions raised over the judgement of the financid
risks made. As Ingram & Davis (2001) point out, the cost of this is not Smply
that payouts to companies receiving ECGs for defaults have been greater than
premiums pad in the military sector, but that the capitd used to guarantee
exports is faling to receive a commercid premium, as would be expected of
other uses of government capitdl.

DESO: The Defence Export Services Organisation (DESO) was created from the
Defence Sdles organisation in 1985. It remains part of the MoD and acts as a
focus for the various sources of government support for defence exporters,
advises minigers on drategy, assgts industry in regiond marketing, oversees
offices, market research, exhibitions and military support facilities. It is aso
involved in intergovernmental negotiations. Its marketing and much of its
military support services are provided free 1 industry, but charges are made for
Navy and Army equipment exhibitions, loans of equipment and demondrations
(NAO, 1989)

Other promotiona support: Aside from the activities of DESO, defence atachés
to UK embassies frequently engage in the promotion of UK arms exports. In
addition, the armed forces themsdlves are used for export promotion, for example
a amsfairs.

Digortion of procurement: Many andyds argue that certain procurement
decisgons by the UK government have been distorted by the desire to support the
export efforts of the ams industry, so that more expensive systems have been
bought because this would enable a system designed for export to be brought to
production. A frequently-cited case of this ‘tall-wagging-the-dog’ phenomenon is
the procurement in 1995 of the EH101 helicpoter. A mixed US Chinook and
Anglo-Itdian EH101 package was chosen over a superior al US Chinook
option, to maintain UK producer Westlands (Ingram and Davis, 2001).

Use of ad budget: With the end of the cold war and the dedine in  military
goending, has come a decline in ad budgets. The level of military and non
military assgtance has fdlen. This suggests a close link between aid and arms,
gpectacularly illugtrated by the Pergau Dam scandd, where a rdatively wedthy
country, Madayda, was given a huge proportion of the aid budget for an
undeserving project, againg the wishes of the ODA. The reason for this was the
tying of the aid to a large defence contract. Large increases in aid have tended to
coincide wth large ams sadles. This use of ad not only acts as a hidden subsidy
to ams exports, it dso has an opportunity cost. If it had been used for civil
purposes it may have increased economic growth more. While, the practice of
linking ad to ams sdes was officidly banned by the incoming Government in
1997, a ded druck with Thaland in 2002 appears to undermine this. This
involved an offset arangement as pat of a £1bn ams sde, whereby BAE
Sysems would invest in the Tha agriculturd sector, while the British
Government would promote Thai food exports. Britain aso agreed to help
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overturn an EU ban on the import of Thai chickens™. Although this is not strictly
goesking an arms-for-aid ded, the involvement of the Government in the offsat
dedl clearly represents a hidden subsidy to arms exports.

Support for research and development (R&D): The UK arms industry benefits
from the funding of most militay R&D by the government. This was
esimated as being worth £570m by Ingram and Davis (2001). It is, however,
difficult to assess how much of this would be spent in any case, purdy for the
development of wegpons for domestic procurement, and what the margind
cogt incurred as a result of exports is. The margind cogt is certainly not zero,
as some sysems are developed specificaly for export and export models
frequently differ from those for domestic procurement. However, because of
the difficulty of estimaing this most dudies have exduded this item from
their estimates.

On the other hand, there are dso bendfits to the exchequer from export levies and licence
fees on arms, though this is sometimes reduced or waived. Cooper (1995) reports an
MoD egtimate of 30m for levies from private correspondence. In addition, the MOD can
benefit from the provison of spares ammunition and training that follow on from the
export of a mgor wegpon system. There may aso be some benefits through the export of
dua use technology products. A more important benefit to the MOD claimed for ams
exports is that, by lengthening production runs, they spread out fixed costs and thus
generate economies of scale, enabling the armed force to obtain wegpons at lower prices.
However, the sgnificance of this is disputed by defence economidts. Ingram and Davis
(2001), for example, ague that in practice, supposedly ‘fixed’ cogts tend in the long run
to expand with the volume of production and that, as export models of wegpons are
frequently different from those for domestic procurement, additional development costs
ae incurred. Thus, they argue that the economies of scade generated by exports are

largdly illusory.

Apart from the matter of subsidies, there are a number of aspects of the contemporary
internationa arms market that tend to reduce the vaue of ams exports to the UK
economy, and specificaly to the job-creation potentia of exports. These are:

Offset agreements. With many large arms contracts there are offset arrangement
where the purchasers gets a commitment from the supplier to buy other, often not
defence goods, and can include a requirement to produce locdly or transfer
technology. In some cases this is barter or counter-trade. Officidly offsets are
discouraged, but the payment in oil arrangements of the Al Yamamah package
and the agreement for technology transfer and offsat purchases and even landing
right a Heathrow to the Mdaysan government, shows that they exist. Apart
from making a ded look better than it is, there are disadvantages. Small and
medium sized suppliers, who have less scope for their own offset arrangements,
may have their supplies of components replaced by foreign offsets, or may suffer
through dumping of offset civilian goods in the home market. Clearly such
arrangements will reduce the impact of the contract on the domestic economy
and hence limit the number of jobs supported™®.

14 Barnett, A., “UK forges £ 1bn secret arms deal with Thailand”, The Observer, 10 Nov. 2002.
15 Batchelor and Dunne (2000) discuss some of these issues for the case of South Africa. See also
Martin (1996).
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Technology transfer/licenang: While money can be made through licensed
production, the licensees are usudly interested in the technology to develop ther
own production capability. In the long run this can mean lost orders and new
competitors. It aso means that fewer jobs are created in the UK by the export
order.

Component sourcing: In order to compete in the internationd market, firms may
use lower cost components from abroad (they may have to as pat of offset
arrangements). Thiswill diminish the positive impact in the economy.

Commissions and bribes. The higory of the arms trade is a higory of intrigue
and corruption. Getting lucrative defence contracts has dways involved double
dedling and large commissors. In some case up to 30% of the contract can be
such payments (Sampson, 1991). According to Transparency Internationd’s
1999 Bribe Payers Index, the defence industry is second most likely to involve
bribes. Usng ther consarvative etimae of the leve of commissons pad of
10%, gives gpproximatedy £600 million in bribes (Trangparency Internationa,
2002). Such corrupt practices creste serious economic digtortions.  Until
recently, they have dso been entirdy lega and, indeed, tax-deductible as
expenses, representing a measurable cost to the UK treasury. However, the
payment of bribes to foreign officids was findly outlaved by the UK Anti-
Terrorism, Crime and Security Act of 2001. Nonetheless, Transparency
Internationdl argue that the nature of the arms business means that a greet ded
more effort is needed to properly tackle the problem. (Transparency
International, 2002). Indeed, the UK Secretary of State for Internationa
Development, Clare Short, commenting on BAE Systems sde of an ar traffic
control system to Tanzania, a& a conference in April 2002, said that she found
it “very difficult to believe that a contract like that could have been made
deanly” 1°

Taken together dl of these suggest that there is a clear cogt to the arms trade that is dften
ignored and that this will dragticdly reduce any clamed benefits. While ams sales are
highly profitable for the exporting companies, this may not reflect a benefit to the
country as a whole. The government may gain some benefits from lower procurement
prices and from the provison of traning and spares etc., but, overdl, estimates that
have been made by many researchers suggest a rdatively large net subsidy: An
important exception is Chamers et. d. (2002), which is discussed in more detal in the
next section.

It is difficult to estimate the hidden costs and subsidies for obvious reasons and there
have been a number of attempts a measurement, but it is worth atempting to get
some bal-park figure based upon the avalable information and guesses. Table 3
below compares a number of estimates of different categories of direct and indirect
subsidies to arms exports by the UK government, dong with, in some cases, savings
resulting from exports. The Matin study incorporates an esimated saving to the
government of £163m per year through lower domestic procurement prices generated

16 Murphy, J., “BAE anger over Short’s bribe claim”, Daily Telegraph, 28 April 2002.
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by ams exports Otherwise, the differences in these figures mainly reflect the
different trestment of R&D, but they dl support the finding that exports are heavily
subsidised.

This suggedts that the UK being an arms exporter is subsdised by the state. This does
not mean that reducing exports will be costless. The reduction in demand is ill likdy
to impact on the companies, their shareholders and workforce, and the locd
economies in which they operae. The likely economic effects of this reduction in
demand are the focus of the next section.

Table 3 Comparison of estimates of net subsidy for arms exports by UK
Government.

Source: Martin WDM  CAAT ORG/Saferworld
1999 1995 1996 2001

Digtortion of procurement 120 30 30 60

DESO 17 21 21 16

Service ataches 8 9 9 16

ECGD cost 239 303 303 227

Overseasad 42

Other Promotion 5 21 21 37

Tax breaks for bribes 64

Subtotal 431 384 420

R&D -40 650 <570

Other -163

Total 228 384 1034 420 million
(1995 prices)

1995 UK arms exports 2.0bn

1996 UK arms exports 3.5bn

Sources. Figures for arms exports for 1995-96: UK Defence Statistics (1998) Estimates: Martin (1999)
WDM (1995), CAAT (1996) ORG/Saferworld: Ingram & Davis (2001).

4.3 The Likely Economic Effects of Restrictions

From the figures in section 4.1, the remova of high sengtivity exports would mean
reducing arms exports by around 27.5%. If we add the intermediate category this
suggests a reduction of 58%. This does, however, represent a maximum, one that it is
extremdy unlikely would be achieved by any likely arms export control palicy.

We have seen in subsection 4.2 that there is a great ded of evidence to suggest that
such policies would leed to a net benefit to the Exchequer, as they would
correspondingly reduce the amount of subsdies to ams exports. However, in
consdering the consequences for the economy as a whole, we aso need to look at
issues, such as the number of jobs involved, the effect on demand in the economy, and
other costs of adjusment of the economy to a lower levd of ams production and
export. It is important to note that these costs are largely short-term and one-off. Jobs
and output lost in a paticular sector do not mean a permanent loss of economic
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capacity. Nonetheless these short-term costs are red and need to be taken into
account’.

In conddering these broader economic effects resulting from reductions in ams
exports, we are fortunate to have a recent report, Chamers et d (2002), in which two
Ministry of Defence economists and two academics consder the economic costs and
benefits of UK defence exports and provide estimates of the economic impact of a
50% reduction of arms exports. They estimate that such a reduction would lead to a
net financia loss to the Exchequer of between around £40m and £100m a year on a
continuing basis. It would aso involve a one off cost of adjusment of between £0.9m
and £1.4bn. Including possible erms of trade effects increases this to between £2 and
£2.5bn, the bulk of which fdls in the fird couple of years The net loss to the
Exchequer is in contragt to the results of other studies, such as the ORG study, which
uggest a net benefit from the ending of subsdies The difference arises from a
number of factors. Compared to the ORG sudy, for example, Chamers et a do not
count the foregone return on capita from Export Credit Guarantee support, and
edimae a higher vadue to the Minisry of Defence in lower procurement prices
resulting from arms exports. The one-off adjustment costs are not consdered by other
Sudies.

To provide some context, Chamers et d (2002) point out that the estimated cost of
economic adjusment is much less than some other economic adjustments that have
taken place in recent higtory, such as coa mining. Mogt of the costs would fal on the
workers in the defence industry. There would be some severe loca effects, but
defence workers are genedly highly skilled and ae likdy to find dternaive
employment. In the medium term, subgtantid reduction in defence exports would
divert quaified scientists and engineers to other parts of the economy, it may reduce
ovedl R&D activity —if there is no replacement with civil- but unlikey to have any
ggnificant effect on the economy. If anything, the effect is likely to be pogtive. They
edimate that 49,000 jobs would be lost as a result of the reduction in exports, but that
these would be offset by the creation of 67,000 new jobs in nordefence employment
a the economy adjusts. There would actudly be a medium-term increase in
employment. It should aso be pointed out that the short-term costs can be minimized,
and long-term benefits maximized, by government efforts to re-train redundant
defence workers and support demand and investment in affected regions.

Overdl, these results suggest that the economic costs of reducing defence exports are
rdaivedy smdl and largely one off. This leads them to conclude that the baance of
aguments about defence exports should be based on manly non-economic
consderations'®.

There ae suggestions that these edimates are on the high dde. Other sudies,
discussed in Section 5.1, certainly estimated the cost of exports as higher—through
subsidies and other such factors. But it does provide a carefully undertaken and
authoritative statement with the slamp of gpprova of having MoD participants. It has

7 previous studies such as Barker, Dunne and Smith (1991), have shown that cutsin military
expenditure with reallocations to other forms of government expenditure would benefit the economy,
but in this case we are not anticipating compensatory spending.

18 This study would, however, seem to have been ignored by the DTI in drafting their Defence
Industrial Strategy document: http://www.mod.uk/industrial _policy/
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aso been published in a peer reviewed journa. What is important for this study, is
that the highest edimate of the effect of a responsble ams control policy on arms
exports is just above the 50 % cut assumed by Chamers et d (2002), while the effect
of excdluding only the mogt sengtive dedtindions is just over hdf that, with a 27.5%
cut being a farly maximd edimate. Combining the adjusment cos and jobs
esimates of Chamers et. d (2002) with the annual cost/benefit to the Exchequer from
this and from the ORG/Saferworld sudy, this suggests the orders of magnitude in
Table 4 below:

Table 4 — summary of economic effects of possible arms export control policies

Scenario Cut in| Annud cost to | Annud Adjustment | Initid Eventual
exports | govt. saving to | cost jobloss | new jobs
(Chamers) govt. (ORG)
ghgmers 50% | £40-100m £210m £2-250 | 49,000 | 67,000
HE’i‘gcr']“de 275% | £22-55m | £1155m | £1.1-14b | 27,000 | 37,000
Only 0
low Low 58% £46-116m £244m £2.3-2.9b | 57,000 78,000

Notes. The three scenarios are those of Chalmers et. al. (2002) of a 50% cut in arms exports; the
exclusion of exports to ‘high sensitivity’ destinations, and the exclusion of exports to high and
intermediate sensitivity destinations. Annual cost (Chalmers) refers to the annual cost to the exchequer
estimated by Chalmers of a 50% cut in arms exports, applied pro-rata. Annual benefit (ORG), is based
on the total net subsidy for arms exports estimated by Ingrams & Davis (2001), and assumes this leads
to pro-rata savings when arms exports are cut. The one-off economic adjustment cost, and the initial
job losses and eventual job gains, are based on Chalmers et. al. (2002), again applied pro-rata.

It is unlikdy that an arms export control policy more dringent than the lower of our
esdimates will be imposed and this suggedts that it will have no ggnificant impact on
the economy; one-off adjussment costs of between £1.1-14 hillion, an initid loss of
27,000 jobs offset by the eventua creation of 37,000 new jobs, and an effect on the
exchequer ranging from a £55m annua loss using the upper range of the Chamers. €.
ad. Edimate, to a £115m saving usng the ORG edimate. Effects of this magnitude
would not even be detectable in the broader economic picture.

5. Conclusions

This study has conddered the likely impact of a responsible ams policy on the UK
economy. It is clear tha the Government has so far applied such a policy
inconsgtently a best and it would appear that the reasons for this are largdy
economic ones. There are, however, a number of problems with the argument that a
more responsible policy would have negative economic consegquences.

Firgdly, the ams industry has undergone condgderable redtructuring and is both
different and smdler than it was during the Cold War. There has been some increase
in defence spending, but this is unlikey to match the past excesses of the Cold War
period. There is ds0 no evidence that a defence indudtriad base has a positive impact
on the economy and it is cdealy an industry of declining importance to the UK
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economy. In addition, it is clear that defence exports are subsidised by the taxpayer
and are not as unequivocdly beneficid to the UK economy as the Government would
lead us to believe. They cannot be judtified on economic grounds except as a means of
mantaining a defence indudria cgpacity in the UK, which itsdf cannot be judtified
on economic grounds. Even the report commissoned by the Minisry of Defence
concludes that “the baance of argument about defence exports should depend mainly
on non-economic considerations’ (Chalmers et d, 2001, p33).

Furthermore, when we condder the effect of a reasonable tightening of controls, to
prevent sdes to some of the world's most repressive regimes and to countries
involved in conflict, our findings suggest that this would lead to a fdl in ams exports
of just over haf that consdered by Chdmers e d., and which they found to have a
minima cogt to the UK economy. It is clear that any argument agang imposng a
regponsible arms policy cannot be reliant on economic arguments.

It is worth noting that the defence industry in the UK dill uses considerable expertise
of skilled manpower and tekes up a dgnificant share of private and public R&D
expenditure. This leads one to wonder why the cost of arms production per se is not
being questioned and why the potentia benefits of usng these resources in the civil
sector are not being consdered. There is a clear opportunity cost to successve
Governments' fixation with bolstering the UK defence industry.

6. Policy Recommendations

Mepham and Eavis (2002) provide a detalled list of proposds that are consstent with
the analys's of this report. We would emphasise:

The increedang internationdisation of the ams industry and the growth in the
importance of less vidble inter-company trandfers means there is a need for
international control. There is a need for internationd agencies to edablish
internationd standards on the supply of arms, based on international humanitarian
law and human rights, as contained in the draft Arms Trade Treaty, and to include
components within the regulations.

At andaiond leve the government should:

Apply the Consolidation Criteria in a conggent manner, not sacrificing these
criteriato political expediency or narrow economic interests.

Claify the meening of the additional criteria for the export of components
announced in 2002 and publish detals of their use in the Annud Report on
Strategic Export Controls.

Produce legidation controlling licensed production of ams and publish detalls of
licensed arrangements approved in the Annuad Report on Strategic Export
Controls.

Serioudy consder a more rigorous policy than the case-by-case approach of the
Consolidated Criteria, for example excluding arms exports to countries involved
in amed conflict, and those with grave, consstent and systematic patterns of
human rights abuses.

End Export Credit Guarantee subsidies to arms exports
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Appendix: Estimation of Status of Countries Receiving SIELs for UK Arms Exports

High Sengtivity, £527m (27.5% of totdl),

Intermediate Sengitivity £581.5m (30.4% of total),

Low Sengtivity £806m (42.1% of total).

Comprising:

High Sengtivity

Country Value of SIELSs (£m) Reason

Algeria 5 Internal conflict

Angola 8 Internal conflict, Intervention in DRC

China 32 Undemocratic, Human rights, Repression in Tibet and Xinjiang,
conflict potential with Taiwan

Hong Kong 4 Diversion to China

India 62.5 Conflict with Pakistan, Internal conflict in Kashmir, Human
Rights

Indonesia 15.5 Internal conflict in Aceh, West Papua, Human Rights, Violent
Political Conflict with active security force participation

Israel 22.5 Conflict in Occupied Territories

Jordan 55.5 Undemocratic, Human rights

Kuwait 16 Undemocratic, Human Rights

Morocco 1.5 Occupation of Western Sahara

Nepal 6 Internal conflict, Human rights

Nigeria 10 Human rights, Violent Political Conflict with active security force
participation

Philippines 2 Internal conflict

Pakistan 14 Undemocratic, Human rights, Conflict with India

Russia 17 Internal conflict in Chechnya

Saudi Arabia 20.5 Undemocratic, Human Rights

Singapore 38.5 Undemocratic, End Use concerns

Sri Lanka 15.5 Internal Conflict, Human Rights

Syria 0.5 Undemocratic, Human rights, Conflict potential with Israel

Tunisia 1.5 Undemocratic, Human rights

Turkey 179 Human rights, Repression of Kurdish minority, Occupation of
Northern Cyprus, Conflict potential with Greece

Total 527
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Intermedi ate destinations

Country Value of SIELs (£m)

Brazil 73
Brunei 1.5
Cyprus 10
Equitorial Guinea 1
Greece 5.5
Guyana 2
Egypt 7.5
Kenya 2.5
Kyrgyzstan 2
Malaysia 23
Mexico 1.5
South Korea 161.5
Oman 121
Qatar 15
Taiwan 86
UAE 81.5
Yemen 0.5
Total 581.5

Reason

Human rights

Undemocratic

Unresolved conflict

Human rights

Conflict potential with Turkey
Human rights

Human rights

Human rights

Human rights

Human rights

Low level internal conflict, Human rights
Conflict potential with North Korea
Undemocratic

Undemocratic

Conflict potential with China
Undemocratic

Human rights
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Low sensitivity

Country Value of SIELs (£m) Country (ctd.) Value of SIELSs (£m)
Argentina 1 Kazakhstan 3
Australia 25 Lithuania 1
Austria 5 Luxembourg 4
Bahrain 4.5 Macedonia 1
Bangladesh 1.5 Malta 1
Belgium 16 Netherlands 19.5
Bolivia 11.5 New Zealand 1
Bulgaria 0.5 Norway 11.5
Canada 43 Poland 5.5
Chile 1.5 Portugal 3.5
Croatia 1 Romania 10.5
Czech republic 5.5 Sierra Leone 1.5
Denmark 5.5 Slovenia 0.5
El Salvador 0.5 South Africa 29
Estonia 2 Spain 13.5
Finland 4.5 Sweden 24.5
France 33.5 Switzerland 8
Gabon 3.5 Tanzania 19.5
Germany 30 Thailand 27
Ghana 1 Ukraine 1
Hungary 1 USA 304.5
Ireland 4.5 Uruguay 1.5
Italy 55.5 Venezuela 25
Jamaica 1 Zambia 3.5
Japan 49.5 Total 806
Notes:

The Highly Sensitive group of countries included countries with undemocratic governments and a
grave and consistent pattern of human rights abuses. This is because autocratic rule combined with
serious human rights abuses suggests a systematic pattern of repression of opposition, where any
military equipment supplied would potentially be upholding this regime. Any country engaged in
systematic repression of certain groups, for example as part of an interna conflict, was classed as
Highly sensitive regardless of whether they are nominaly a democracy or not. (e.g. Colombia).
Likewise, so was any regime with a systematic pattern of abuses against political opposition. Countries
involved in war were also placed in this group.

In the intermediate section the democracy criterion became important. First of al there were some
countries, like UAE, which are absolute autocracies, but where Amnesty reports very little by way of
systematic abuses, probably because there isn't really much opposition at the moment. They were
nonetheless included as Intermediate because an undemocratic regime is a priori likely to use
repressive measures against any political opposition that may occur. The lack of democratic |legitimacy
of the regime means there is a reasonable presupposition that they may resort to repressive means to
maintain their regime if necessary. Thus the supply of large quantities of equipment to the UAE
suitable for internal repression, as recorded in the Annual Report, is questionable.

Secondly, there were countries like Brazil which are democratic but where there wass in practice
widespread torture and other human rights abuses by security forces. Such countries are included as
intermediate because there is no systematic pattern of repression here against political opposition or
otherwise. The abuses are not government policy, official or unofficial, though the degree to which
they act to prevent them may leave a lot to be desired. In particular, the abuses are not linked to the
nature or legitimacy of the regime, so that military eguipment sold to them is not maintaining an
apparatus of repression. Nonetheless, the abuses are serious and place moral question marks around
arms sales in general to the country, and specific concerns about particular types of equipment that
could be misused.
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Table 2
Company

AIM Group

Alvis

BAE

Britax International
Chemring Group
Chloride Group
Cobham

GKN

Hampson Industries
Hunting

Marconi (GEC)
Meggitt

Pilkington
RollsRoyce

Smiths Group
Vosper Thornycroft

Total Market
Total Industrial

Defence Total
Defence share Total
Defence share indust

Sales

1990
51084
1288%4
9085000
639057
28882
345300
153800
2114700
57190
748584
5878102
251722
2572600
2962000
704900
93016

34E+08
2.6E+08

25814831
76
9.9

1995
33236
79981
7153000
714460
53130
101405
211400
2470200
91461
1125700
5791000
345481
2737400
3163000
759300
239224

4.65E+08
3.71E+08

25069378
54
6.8

67190

6590000

2469000
4744000
1323900
197715

6.45E+08
541FE+08

29165104
45
54

Employ-
ment
1990
848
3136
127500
6802

11875
3767
36737
2388
7680
145029
5770
58100
55475
13606
1955

4425805
3972771

481332
10.9
121

4534402
3907465

310373
6.8
79

39785

10448
74253

32300

14468
3471

6133938
4999723

285325
47
57

% Growth
Sales
1990-1995
-34.9
-37.9
-21.3

118

840

-70.6

375

168

50.9

504

-15

372

6.4

6.8

1.7

157.2

36.7
424

-29
-289
-31.3

1995-2000
1022
1923
-15
-12.7
231
211
1059
50.1
56.5
-6.6
138
03
-0.8
50.0
744
-17.4

38.6
46.1

16.3
-16.7
-20.6

1990-2000
315
814
-225
-24
126.4
-64.4
1830
75.3
1504
405
121
376
-4.0
60.2
87.8
1126

894
108.0

130
-40.8
-455

%Growth
Employment
1990-1995
-18.2

-54.2

-55.8

0.0

425

-80.1

-1.8

-11.5

12

76.9

-40.6

-03

-29.3

-216

-19.3

16.3

25
-1.6

-355
-37.6
-34.7

1995-2000
731
197
-10.5
35
8.8
-44.2
1005
23
05
-231
-138
-224
-214
-6.0
317
52.6

353
280

-81
-30.9
-27.8

1990-2000
41.6
-452
-604
35
55.0
-88.9
84.8
83
18
36.0
-48.8
=227
-44.4
-26.3
6.3
775

38.6
258

-40.7
-56.9
-52.9
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