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Abstract:

This paper provides an andyss of the changes in the nature of procurement practices and the
relations between sate and indudry in the UK that have taken place since the end of the Cold War. It
condders the redtructuring and reorganisation that hes taken place, comparing the decades before and
after the Cold War. It finds that despite the marked changes that have teken place there dill lies
congderable continuity .
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1. Introduction

With the ending of the Cold War many countries took the opportunity to reduce their military
expenditure subgtantialy. Worldwide this condituted a massve reduction in military spending,
especidly procurement expenditure, which reflected a clear change in the attitude of nation Sates
towards their defence industries, and amarked change in sate-amsindudtry reaions. The
previoudy held commitments of governments to the maintenance of comprehensive retiond defence
indudtria capability seemed to be jettisoned and increasingly the concern wasfor “vaue for money”
in defence procurement and a move towards competitive tendering, rather than the cost-plus contracts
that had characterised the Cold War period. The cosy State company relaions of the Cold War
seemed to be replaced by amuch more adversarid stance by most Governments. These changesled
to amassve redructuring of the international arms market, with defence companies downsizing,
merging and internationalisng. During the latter haf of the 1990’ s there was growing resstance to
further cutsin military spending and by the end of the decade there was evidence of abottoming out
of expenditures and some evidence of increesing military burdens. At the same time there was some
evidence thet the attitudes of the late 1980s were being held less consstently held in the wake of the
meassive restructuring of the industry internationaly. While the generd trends are clear, the specific
nature of the changes that have taken place in procurement and in Sate indudtry relations are il the
subject of anadysis and of some debate.

This paper provides a contribution to the growing literature, by investigating the nature and extent of
the changes in pracurement policies and state-indudry relaionsin the UK. This providesa
particularly useful case study as the changes that have taken place in the UK have in some aspects
preceded and influenced those in other countries. The next section considers the petterns of military
spending and defence drategy. Thisisfollowed by an andyds of the changes procurement policies
and state industry relationsin Section 3. Case studies of specific procurement projects are examined
in Section 4, which isfollowed by consderation of changesin the companiesin Section 4. Findly,
section 5 provides some condusions.



2. Military Spending and Strategy

Thethawing of the Cold War in the mid 1980s led to huge changesin military burdens worldwide.
Arms procurement expenditure declined more quickly than overal expenditure and the internationd
ams market moved to a Stuation of dedining demand and overcgpacity. As Table 1 shows apart
from Greece and Turkey al of the OECD economies saw marked reductionsin their military
burdens. In the UK expenditure on equipment in red terms showed a decline of 41.1% over a
thirteenyear period from 1983/84 as shown in Table 2. Thiswas dl very different to the Cold War
period, when the superpower conflict fueled continudly increasing military expenditure and moved
client governments into much more powerful postions in bargains with producers. As with other
countries the British State was concerned with maintaining nationa defence indudtria capecitiesand
cgpabilities and intervened to determine the shgpe and Structure of the industry. With substantial
declinesin the level of defence expenditure and expenditure on equipment in red terms from the mid
1980s, UK defence policy experienced conflicting pressures from security priorities and budgetary
congraints, leading to increased prioritisation by the MoD on achieving improved ‘ vaue for money’

in defence procurement.

Following the end of the Cold War there was substantial reassessment of threat perceptions, leading
to a saies of defence reviews. To alarge degree these reviews were driven by budgetary congraints
and incrementa cuts in defence expenditure. The Strategic Defence Review in 1997 was perceived to
be an exception to this rule. It was intended as a thorough redew of the UK’ s defence and security
policies in an attempt to establish a coherent Srategic rationde for structure and equipping of the
Armed Forces and to overcome problems of overgretch. While there were il further redl reductions
in defence expenditure, the SDR committed the new Labour Government to the maintenance of a
srong UK defence indudtria base and to developing a force structure equipped to meet new
chdlenges to the UK’ s security. Thisimplied a change in the type of equipment being pracured by

the MoD, with amove away from the priorities of the Cold War (eg. antrsubmarine warfare and air
defence capabiilities) towards equipment that would enhance the flexibility and mobility of the Armed
Forces (Macdonad, 2000, p. 50).

Like other defence reviews of the 1990s, the SDR did not dter fundamentaly the core objectives of
UK defence policy. Rather the Anglo-American specid reaionship, the maintenance of an
independent strategic deterrent and membership of NATO remain at the heart of UK defence palicy.
The SDR did little to enhance the devel opment of a European Security and Defence I dentity within



the EU, despite the fact that intra- European co-operation islikely to beincreasngly common. It did,
however, herdd the internationdisation of the UK’ s defence and security policies, with formd
recognition of the UK’ s participation in internationa peacekeeping operations, through the new
‘defence diplomacy’ role for the Armed Forces, and the need for grester ‘expeditionary’ capability to
fulfil thisrole (MoD, 1998)

3. Procurement and Competition

These marked changesin military spending and the Strategic environment were reflected in changes
in the procurement process. During the Cold War the rdlationship between the state and the deferce
industry within the UK was characterised by a monopsonist stete, which controlled the form and
nature of the UK defence industry. Procurement policy was protectionist and acted as aform policy
of disguisad industrid policy, with high levels of defenceexpenditure maintaining demand in certain
indugtries and the MoD maintaining preferred suppliers within the UK defence industry. This could
be characterised as a‘plurdist corporatist’ policy, with sate interventions undertaken to maintain
defence industria capadities, but with the industry having a dynamic role in influencing Government
industrid and technology policy. The effect of this has been argued to be thet civil research and
development (R& D) was ‘crowded out’ and investment drawn towards the defence indudtry at the
expense of civil industry (Dunne and Smith, 1992).

The Cold War relationship was radicaly transformed during the 1980s through the adoption of what
might be termed a‘necliberd’ approach to defence procurement. This saw the introduction of both
domestic competition and the * credible threat’ of foreign competition into the UK market”. The
privatisation of nationaised industries, which had started earlier, combined with a‘vaue for money’
gpproach and competition palicy introduced a new adversaridism into UK defence procurement. The
traditiond sponsorship of the defence industry by the British State gave way to amore commercid
relationship between the MoD and its suppliers. This saw the transfer of R&D risk to industry and the
adoption of a‘hands off’ gpproach to defence indugtrid restructuring (Dunne, 1995). Government

did, however, maintain some support for the defence indugtry both in rdation to arms exports (with

an increased empheasis placed on the promotion of defence exports) and more genera policy issues?

! Thiswas most evident in the cancellation of the late and massively over budget Nimrod project and the purchase of the

US AWACS. This represented thefirst significant proof that the government would consider the option of buying major

weapons systems from abroad even when the UK defence industrial base could in principle produceit.

2 The Defence Export Services Organisstion (DESO) survived as a corporaist structure throughout the 1980s and
supported companies in their search for export markets. Additionaly, the DTl took over from the MoD as the sponsoring



The changing market environment, with the marked cutsin procurement worldwide and the reduced
possihility of maintaining domestic capability acrossal mgor systems, spurred on an
internationaisation of the companies (Dunne, 2000).

During the 1990s concerns were expressed about the effect of the open competition policy on the
long-term viahility of some UK defence industrid cagpabilities and the ability of the UK industry to
restructure internationaly. Thisled to calls for specific policy messuresto aid the restructuring
process within the UK and Europe (Erngt & Y oung, 1994; Wiles, 1996). UK defence procurement
policy appeared to be both confused and incong stent, as the MoD sought to adjust to a changing
market environment and respond to criticisms of its competition policy. The exact definition of

‘vaue for money’ was unclear. Previoudy it had been interpreted in terms of the chegpest acquisition
cog, but during the 1990s a broader and longer-term approach was introduced. Competition was il
important, but there was a commitment to give more sysematic condderation to the longer-term
industria implications of procurement decisions, and arecognition that both European and
transatlantic collaboration were increasingly important (House of Commons, 19953, pp. Xiii-xiv, para
25; House of Commons 1996b, pp. \+vi, paras. 13-14). Recognition of the limitsto competition
policy, led to renewed emphasis on non-competitive contracts, with attempts to reduce risk by giving
more attention to technology demondration, rdliability and maintainability, incremental procurement
and the throught life cogts of defence equipment. ‘ Strategic plans were developed in relation to
defence R& D and exports, with increasing consideration of export potentid of defence equipment
and a‘ sdlecting winners in exports policy was adopted. Additionaly, a‘defence based' list of
drategic capabilities, which the Government was committed to preserving, was drawn up (House of
Commons 199a,p. vi, paras. 18-19).

This new emphads on the indudtria implications of procurement decisions dso affected the
procurement process. Since the 1970s, equipment projects had been required to go through a series
of distinct phases separated by periodsduring which projects were reviewed and performance to date
assesad. This process remained essentialy unchanged until 1998. It was the MoD’ sintention thet by
applying this'Downey Cycl€ that each project would be put through thorough scrutiny before
approva was granted for the next phase of the procurement to proceed in order to control costs and
prevent deays ( as outlined in Appendix 1). However, the MoD 4ill failed to overcome the endemic
problems of cost over-run and dday in defence procurement. This failure was dtributed to the highly

department of the defence industry, dthough the resources it targeted at defence industrid restructuring were tiny in



bureaucratic procurement process, with its consensus culture, ineffectiveness in decison-meking and
poor scrutiny of projects (Kincaid, 1997, p. 14). In addition, failure on the part of the MoD to
implement properly the Downey procedures and insufficient funding in the early phases were seen as
key factors leading to delays and cost-overruns® (Cooper, 1997, pp. 14-15).

The SDR introduced theidea of ‘smart procurement’ to tackle the problems of cost over-run ad
dday. Thisamed to increase the involvement of industry in the procurement process, and to provide
amore flexible gpproach to procurement, with different processes for different types of equipment
(Minigtry of Defence, 19983, p. 41, para. 157). To overcome the perceived problems of excessive
bureaucracy, ineffective scrutiny and lack of accountability projects were to be submitted to the EAC
for assessment on only two occasions during the project cycle, with more detailed scrutiny early in
the process (Minidry of Defence, 19983, p 42, para. 158). Integrated project teams, smulation of the
life cycle of aproduct, trade-offs between cost and performance, concurrent engineering and the use
of risk management tools and a commitment to investing up to 15% of tota development costs were
intended to reduce the development cycle and costs (Ministry of Defence, 1998a, p. 42, para. 158)*

To condder these changes further and to evauate their impact over the period we need to consider
some concrete examples of weapons systems procured over the period. The next section discusses the
development of the A400M or Future Large Aircraft (FLA), the Apache attack helicopter and the

Bowman communication system.

4. Case Studies of Specific Procurement Projects

Congdering the case of the Future Large Aircraft (FLA) the most striking feature isa very clear
move away from the MoD’ straditiond role as sponsor of the UK defence indudtry, to a centrd
concern for short-term budgetary consderaions. Budgetary congraintsfirgt prompted the decision of
the MoD to withdraw from the FLA project in 1989 and instead to adopt an * off-the-shelf’
procurement strategy. Similarly, the decison to bring forward the firgt tranche of the Hercules
replacement was made because of theavallability of funds in the procurement budget in the short-
term and owing to concearns over the long-term availahility of funds for this project. As there was

comparison to the MoD’ s procurement budget.

3The MoD estimated that only 8%, as opposed to arecommended 15% to 25%, of development costs were spent in the

early concept phases of the procurement process

* This target for investment during the early stages of the project cycle was first suggested in the Downey Report. Since
the 1970s the MoD hasfailed consigtently to achieve thislevel of investment in large part owing to budgetary congraints.



only one product (the G-130J) available within the new timescae there was little scope for ared
competition to replace the firg tranche of the RAF s Hercules flet (House of Commons, 1994b,
evidence, p. 23).

In response BAe adopted an unusud high profile, controversa and aggressve lobbying campaignin
order to persuade the MoD to delay itsdecison on thefirg tranche of the Hercules Rolling
Replacement and to re-enter the FLA programme. Arguments about military and civil indugtrid
implications of the procurement decison were used, with the FLA programme argued to be crucid to
maintaining the company’s position as lead supplier of wing technology on the Airbus programme.
While the Government provided only agenerd commitment to consider indudtrid implications and
gave no indication as to what priority would be given to these as opposad to other factors, it is
evident that BA€ s campaign was &t least partidly successful in influencing the procurement
decison in the company’s favour (Macdonad, 2000, p. 194).

Following BA€ slobbying campaign in reaion to the firgt tranche of the HeraulesRalling
Replacement, anew modd of collaboration was introduced. This new moded was based on
commercid practice in the civil aerogpace industry. One important innovation was the imination of
governmenta reassessment and dterations to specification between the phases of the project cycle.
In addition, a sngle development and production phase was propased and there was no commitment
on the part of the governments to buy the aircraft until the production contract was signed.
(MacDondd, 2000). Difficulties arose with the new collaborative arrangements owing to the MoD’ s
desire to run a competition for the second tranche of the Hercules Rolling Replacement requirement.®

Thiswould suggest that the FLA programme exemplified the ‘ partnership’ gpproach to defence
procurement, designed to maintain UK defenceindudtrid capabilities, and may be seen dso asan
embryonic form of the ‘smart procurement’ initiative. The MoD dso adopted a competitive
procurement strategy for the second tranche of the Hercues Rolling Replacement requirement.
However, the fact that the ESR was written around the FLA cdlsinto question the ability of the

® Other complicating factors were the need to draw up a European Staff Requirement (ESR) that sited the varying needs
of eight separate Air Forces, different approaches to procurement management, financing problems and a politicaly
driven propcsa to consider incorporating Antonov into the FLA programme. This proposal was not pursued and the
competition for the second tranche was between the FLA (FLA), the G-130J and the C17.



MoD to have mede an impartia decison. The MoD’ s decison in April 2000 to order 25 A400M
arcraft was, therefore, not unexpected. °

In 1994, the MoD ran a competition to choose an atack helicopter for the British Army. Six
hdlicopters were considered (indluding four from the USA) conggting of the Apache made by
McDonndl Douglas, the Tiger made by Eurocopter, the Cobra Venom made by Bdll, the Itdian
Agugta A129, the Comanche made by Boeing Skorsky and the Rooivalk manufactured by the South
African firm Atlas Aviation. Three UK companies were possible prime contractors— Westland for
the Apache, BAefor the Tiger and GEC Marconi for the Cobra Venom. By the end of the bidding
process the MoD’ s decison was a choice between the Apache and the Tiger, with the Apache being
sected. In contrast to BA€' s gpproach detailed above, Westland adopted alow profile and non-
confratationa gpproach to palitical lobbying in the attack helicopter procurement, involving sub-
contractors and gained support from politicians. It placed consderable emphads on the nation-wide
benefits of the Indudtrid Participation (IP) package accompanying the Apache, which was worth
£2bn.

In fact much of Westland' s lobbying was irrdevant, as evidence suggests thet the over-riding
condderation of the MoD was to obtain the most cos-effective solution to the requirement. The
various contenders were judged, after extensve operationd andys's, on the bad's of maximum
‘vaue for money’. In part this was a response the Hercules Ralling Replacement, where the
decision-making process was influenced by palitica lobbying, but it may aso have been motivated
by a desre to prove that the competition policy was il gpplicable during a period in which this
policy was receiving increasing criticism. There wasllittle to separate the various | P packages and
hence congderation of indugtria implications had only a margind impact on the procurement
decison (MacDonadd, 2000, p. 197).

The sdection of the Apache helped secure Westland' s position as the sole domestic supplier of
military helicopters to the MoD. Thereis evidence of intense palitical pressure advocating the more
expengve Tiger was brought to bear by the French and German Governments, in addition to

® Although this decision is likely to have been duein part to consideration of industrial implications, concern remains
that the number of aircraft ordered may not prove to be enough to secure BA€ swing work on the Airbus programme.



lobbying from BAe, who planed to get involved. Despite this, it gppears that the MoD officias
prioritised operational and financia factors over the promation of European collaboration.”

TheMoD’sdecison in the attack helicopter procurement has implications for the restructuring of the
UK and European defence industries. Eurocopter’ s failure to secure the MoD contract was a setback
for the Tiger programme. In contragt, the decison to purchase the Apache may have encouraged
Westland and Agusta (Westland' s Itdiian partner on the Apache programme) to explore the
possbility of an indudtrid aliance and intended merger. Whilst the longiterm effects of the attack
helicopter procurement on European defence industria restructuring are uncleer, dl of the aircraft
available to the MoD to agreeter or lesser degree represented moves towards the internationaisation
of the supply-side of the defence market. For Westland, this internationdisation offered the
opportunity to expand into markets overseas to which they otherwise would have been unable to
obtain access, but resulted aso in another European market being penetrated by the US defence
indugtry.

Ancther large project in which short-term budgetary pressures are evident is the Bowman
programme. This project to provide battlefield communication sysems was characterised by
insufficient early investment, cost over-run and delay. On four occasions between 1991 and 1995 the
project was delayed owing to budgetary pressures (Nationa Audit Office, 19964, p. 26, para. 3.19).
By 1998 there had been adippage in the in-sarvice date (1SD) by 75 months and cost escaation to
over £100m for the development of the system.®

Initidly the MoD’ s intention was to have competition at dl stages of the project. Two possible
solutions to the requirement were proposed: the Y eoman system by Siemens Plessey and the
Crosshow sysem by ITT. In order to control cost escaation, the MoD required each of the bidders

to meet 50% of the development costs of the new systems. Unfortunately as costs soared, the bidders
found it increasingly difficult to bear their share of the risk associated with developing systemsto

mest the Bowman requirement within a competitive procurement environment, which inturn

prompted the potentid suppliers to collapse the competition and to form ajoint venture company

cdled Archer Communications Sysems Ltd. (ACSL).

! They did date the implications of choosng the Tiger for France and Germany and the industrial benefits that would
have come to the UK. They dso sasw MoD’s policy as to promote European collaboration, but not a the expense of
achieving ‘value for money’ (Macdonad, 2000, p 204).
8 Addtionaly, there were extra financid costs arising from running on the Clansman system, estimated a £2m per
annum (National Audit Office, 2000, p. 47, para. 3.25).



The Procurement Executive (PE) initialy ressted the collgpse of the competition, but lobbying by
industry through MoD officials and politicians led to a change of mind’. In particular, there was
support for the new joint venture from the Operationa Requirements (OR) gaff, who were keento
prevent further delay in the timescae of the project. The PE was, however, unwilling to abandon the
competition policy completely and they sought to maintain competition at the sub-contract level.
Thisled to difficulties as companies were unwilling to bid againgt ACSL partnersin sub-contract
competitions. A new management strategy was adopted based on the NAPNOC gpproach, with the
objective of controlling cogts and delivering the equipment within the revised timescale. In 1998 it
was estimated that this accounted for between 28% and 30% of the project (Nationd Audit Office,
1998, p.38, para3.31)1°.

In 1998, the MoD sought to gpply its ‘partnership’ policy to the Bowmean project. The Department
devolved developmenta risks and management respongibility to ACSL with the intention of
obtaining shorter development timescales and reduced development cogts. The intention was to
mode of ‘smart procurement’ initiative in the Bowman programme In 1999, the MoD launched a
separate competition for anew persond VHF radio for the army and reduced the Bowman
requirement to better suit the post Cold War operationa scenario. The Department also launched a
review of the project in order to determine ACSL’ s ability to produce a proposd for the VHF
persond radio. Despite these atempts to rectify deficienciesin the Bowman, the Defence
Committee conduded:

“Bowman remains a very good example of the antithesis of smart procurement — with over-
ambitious requirements, inadequate competition and alack of clear leadership...” (House of
Commons, 20003, p. XX, para. 43)

A further dday in the ISD of Bowman was announced in December 1999, with the project now 8
years overdue. ACSL dso faled to let a sufficient amount of sub-contract work by competition
(House of Commons, 2000a, pp. xxiv-xxv, paras. 55-57) and failed to propose a solution to the VHF
radio requirement. In response the MoD decided to terminated its relationship with ACSL, reopened
the competition and sought proposals from dternative suppliers (Thompson-CSF and Computing

Devices Canada) to meet the Bowman requirement (Nationa Audit Office, 2000, p. 22, para. 3.32).

®The CDPwas particularly strong in his opposition to this development
1 previously the NAPNOC element accounted for only 10% of the project.
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The experience of the MoD over Bowmean, shows the problems of introducing competition,
particularly after the restructuring of industry and the strength of the indudtry in influencing decison
miking through lobbying. The later atempts to provide competitive procurement with concern for
indudtria capacity, cannot be consdered a success and point to future problems the MoD islikdy to
have to ded with.

5. Procurement and State Industry Relations

Itisclear from the case studies that budgetary consderations are one of the most important factorsin
determining the nature of defence procurement decision-making. The amount of funds available for,
and priority given to, aparticular project can have a subgtantia influence on thetiming of the

project, the procurement Strategy adopted and cost escdation involved in a project. Thesein turn

may determine the equipment options that are consdered and the extent and nature of Industrid
Participation in the project, both of which have condderable implications for UK industry.

Additiondly, it is gpparent that palitical lobbying is percaived by industry to be an important in
influencing procurement decisons, dthough in practice it has varying degrees of effectiveness. Toa
large degree the effectiveness of the lobbying may be dependent upon a variety of particular
circumstances unique to each project and on occasons to the wider political sengitivity of a particular
procurement decision owing to specific industriad or employment factors. The extent and influence of
explicit lobbying is dearly an important aspect of the change from the old ‘plurdist corporatis’
datelindudtry relationship and on occasions can be a decisve influence upon MoD procurement
decisonmeaking. Asde from the growth of ‘palitical’ lobbying (of ministers etc.), the public
relations aspect of lobbying, and the direct apped to various ‘ stakeholders', such as unions, regond
development bodies and even the EU are dl likdly to continue to be important for competitive
procurements. They are d<o likely to play an important role at the sub-contract level and in attempts
to win gpprovd for funding for particular projects. This could be argued to reflect the reemergence
of grategic dliances between vested interests in industry and the military in order to influence
operationd reguirement setting, defence procurement policy and decisortmaking in rdaionto
specific equipment options - areinvention of the “Military Industrid Complex”, replacing the direct
interrdaions that had been damaged by the introduction of competitive procurement.

1 The project was characterised by bench marking, a trade off in requirements in phasing, an attempt to cost before

1



It is evident also that while industrid implications are dearly amgjor factor thet influences

procurement decisortmaking on some occasons, on other occasions the Sgnificance of thisfactor is

much less. Moreover, in the case of the A400M it would gppear that the MoD considered not just the

defence industrid implications, but ako the dvil industrid implications of the procurement decison.
If replicated in other procurements, thiswould indicate the operation of an informa indudtrid policy
with the objective of preserving specific civil indugtrid cgpabilities. However, no consstent pattern
is goplied to dl procurement projects. Occasiondly the Government may be willing to overlook its
own rules regarding ‘vaue for money’ out of concern about the (defence or civil) indudtrid
implications of a particular procurement decison, whilst on other occasons the MoD may be willing
to sacrifice amilitary capability in the pursuit of ‘vaue for money’. In some casesindudtrid
implications may feature very little in the MoD’ s decison-making, particularly if thereislittle to
separate the indudirid participation packages being offered by the different bidders.

During the late 1990s the MoD’ s competition policy was under strain and to some degree conflicted
with attempts to promote European collaboration. Whilst the MoD’ s commitment to European
collaboration was lukewarm, procurement decisions encouraged the development of transatlantic
and transnationd indudtrid dliances. Moreover, in the Bowman case supply-sderestructuring in
response to cost escalation made the MoD' s attempts to maintain the competition policy
problematic. The MoD’ s continued use of competition as the prime means to achieve ‘vaue for
money’, therefore, may be increasingly caled into question. However, it is difficult to see how the
Department is able to ensure ‘vaue for money’ in the absence of the option of competition as
evidenced by the re-opening of the Bowman competition.

It isevident dso that the UK Government’s commitment to European collaboration was lukewarm.
In particular, the MoD was unwilling to sacrifice the achievement of maximum ‘vaue for money’ in
favour of promoting the restructuring of the European defence industry. Additiondly, there have
been significant seps towards the establishment of transatlantic industrid links.

The cases sudies dso illudrate the evolving nature and complexity of the British State s rdaionship
with the defence industry during the 1990s. Although, initidly the FLA (A400M) progranme was a
date sponsored collaborative venture reflecting the old “ plurdist corporatit’ relationship, during the

early 1990s it became subject to the gpplication of the neo-liberd gpproach. By the late 1990sit hed

letting major contracts, incremental procurement and the use of ‘ off-the-shelf’ technologies.
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become a pre-cursor to the ‘ smart procurement’ approach.™ In contrast, the Apache procurement was
consistently managed under the influence of the neo-liberal approach.™* The Bowman programme,
dthough initidly reflective of the nealibera approach, was complicated by the collgpse of the
comptition and supply-side restructuring.** The MoD’ s subsequent decision 1o reopen the

competition indicates thet the MoD findsit difficult to achieve ‘vaue for money’ in a post-

competition environment. The extent to which political and indudtrid factors influence any specific
procurement decison is dependent to alarge degee upon the overdl baance between equipment
options of operationd and financid condderaions.

Changesin the procurement process <o reflected changesin the relative power of the different
actors within the State. Before the mid 1980’ s the MoD was seen as the sponsor of the defence
indugtry, but with * competition, it seemed to become the indusiry’ s customer, with the DTI taking the
sponsorship role. Within the MoD, however, different parts of the organisation have different types
of relationship with industry. For example, it is dear that the Operationd Requirements (OR) dteff
have a digtinctive reaionship with indugtry, in which both Sdes engage in a didogue over future
equipment requirements and technologica options and their mutud interests. Within the process of
Seiting operaiond requirements, industry may play an agenda setting role by suggesting equipment
options. Additiondly, it would appear thet during the middie and late 1990s the MoD sought to
return to aspects of the traditional Cold War rdationship with its suppliers whilst preserving the key
elements of the reforms. The Department sought to baance its formd role as the ‘ customer’” of the
defence indudry, whilst dill engaging in (and giving more priority to) its remaining informal
sponsorship activities At agenerd policy leve thisis exemplified by the activities of DESO, the
grester weight given to the congderation of industrid implicationsin the procurement process and
the increased conaultation by the Procurement Executive (PE) (renamed the Defence Procurement
Agency in April 1999) with the DTI and industry (Macdonad, 2000, p. 222).

Thereis certainly support for the view that there was a change of gpproach by the MoD during the
middle 1990s in the case studies. Perhgps the most significant aspect of this change was the move

21t should be noted, however, that this change in gpproach was the result of politicd pressure rather than owing to a
fundamental shift in procurement policy on the part of the MoD. This supports the view that industry is not a passive
actor in the relationship, but rather, as argued by Dunne (1995) plays a dynamic role in influencing and procurement
policy formation and decision-making.

B Although it was acknowledged that this project was managed under the ‘old regime’, the implication being that under
the new regime there was less drict adherence to a narow definition of ‘vaue for money’ and more emphass upon
industria implications.

Y As in the case of the FLA programme, the indication is that industry is an active participant within the overall
state/industry relationship.
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away from grict competition and the application of an * off-the-shelf’ procurement policy and the
adoption of ‘partnership’ relationships based presarving the long-term future of defence industrid
cgpabilities within amarket characterised by nationd and internationa monopolies. Loss of
competition has mede it more difficult for the MoD to maximise the achievement of ‘vaduefor
money’. The ‘smart procurement’ initigtive potentially could help to address this problem by
developing the ‘ partnership’ relationship between the MoD and industry. However, to the extent that
there was a genuine attempt to transform the Bowman project by ‘smart procurement’ practices and
that attempt failed, it is questionable whether the ' smart procurement’ initiative will diminate delays

and cogt overrunsfor UK defence procuremen.

6. Company Changes

In response to changes in the demand side of the arms market there were al'so subgtantial supply sde
changes. The mgor defence companies moved away from being manufacturing companies over a
range of products to become systemsintegrators, putting the products of other contractors together.
Thisiswha Ann Markusen cdls ‘hollowing out’. British Aerospace is the obvious UK example,
which in achieving profitability and becoming the apple 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 nontraditional companies being involved in work for defence
companies. It isaso dear that the supply chains have extended internationdly. Thisis nowhere
clearer than in British Aerogpace's moves into South Africa (Batchelor and Dunne, 1999). There have
aso been numerous cross border equity swaps and purchases, the development of joint ventures,
licensed production, technology transfer, which are dearly a srategy of internaiondisation by the
companies. These developments by the companies were well ahead of the nationa governments
willingness to dlow control over their nationd defence indudtrid base (DIB) to wane (Skoens and
Weidacher, 1999).

Thishasled to industrid networks developing across the world, making the existence of a
comprehensve production capability within any country other than the US an impossibility and even
in the case of the US unlikely. In addition, finance capitad became of growing importance for surviva
of companies and had a hand in determining the form of restructuring of the industry. The companies
have not globalised, however, in the sense of becoming transnationd and losing their home base,
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They remain tied to their national bases, despite some British Aerospace cims ™ They require the
support of national governments as mgor customers and nationa orders are important in getting
export orders. In addition, they get consderable support from the UK Government in export
promotion.

There were clear changesin the nature of the companies as they became more like civil companies
and took on the corporate governance structures of civil companies. They 4ill retained close links
with the Procurement Executive, however, so there were gtill some differences, but they recognised
the importance of their customer’ s perception of them in away they had not before (Evans and Price,
1999). One interesting change was recognition of the importance of their different stakeholding
groups. They recognised the importance of reputation and that a change in their identity was
important (Dunne and Parsa, 1999) * It was no longer only the Government that was important and
the other stakeholder groups could assist the companies in lobbying for state support and orders,

There have a0 been changes in employment reaions. 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 dso arange of subcontracting companies deperdent
on them, many of these not obvioudy producers of military goods, asincreesing spin in of civil
technologies.

With the cuts in procurement trade, exports orders became increasing important to the companies. At
the same time the subcontracting and the crestion of industria networks has led to an increasein
trade within companies and within their networks. This could lead to less visihility of the aiamstrade
in future and meke it difficult to control or monitor.

Bon 1997 a British Aerospace director & a UK agrospace trades union conference said “We want to be seen as British in
Britain, German in Germany, Chinese in China and so on”. This was an attempt to redefine BAe and there have been an
extenson of networks etc. Neverthdess, BAe remains a UK based company and ill sees the UK MoD as its man
cusomer, as Evans and Price (1999) affirms. The change in British Aerospace’'s name to BAE Sysems, with the
acquistion of Marconi Electronic Systems, does not redly dter this. It does, however, reflect their satus as a more
diversified weapons producer, less focussed on aerospace.

'8 Not a lot of work has been done on this and an intereti ng project would be to look at the role of Directors and types of
directors on the boards and how this has changed.
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6. Conclusons

This paper has provided an overview of changes in arms procurement and state-indudtry rdationin
the UK in the post Cold War. It is clear that there has been considerable change, but dso that there is
aso a congderable degree of continuity. During the Cold War the State policy towards the defence
industry would seem to be of a*plurdist corporaist’ form, with seate interventions to maintain

defence indudtrid capacities and the industry having a dynamic role in influencing Government
indudtrid and technology policy within the context of the Military Industriad Complex (MIC). There
was a monopsonist sate, which controlled the form and nature of the UK defence industry, with
protectionist procurement policy. Preferred suppliers, and industrid policy were used to maintain
demand in certain sectors of the economy.

In the mid 1980s the Cold War relationship was radicdly transformed through the application of the
competition. There was a bresk from the traditiond sponsorship of the defence industry by the State
with the introduction of acommercid relaionship, and a‘hands off” gpproach to defence indudtrid
restructuring. The State focussed on financid condderations and military priorities, though it did
support arms exports. The changing market environment, with the marked cutsin procurement
worldwide, spurred on an internationaisation of the companies, reducing any posshbility of
maintaining domestic cgpability across al mgor systems. There was dso overt paliticd lobbying by
the privately owned contractors, which sprung up to replace the direct Sate-contractor links.

During the 1990s the British Stat€ sinitia response to the restructuring and internationaisation on

the supply-side of the defence market was to continue moves towards open competition. However,
competition led to contractors exiting the industry or being taken over and this began to thresten
specific UK defenceindustrid capabilities. The State moved to a more supportive stance, with the
industry beginning to exercise its palitical muscle. It was, however, unclear whether an informal
defence indugtrid policy was being operated or whether the British State was smply responding to
successful lobbying by industry. Certainly, the MoD continued to award defence equipment contracts
to UK based industry and even to new ‘ preferred contractors and was now faced with more domestic

monopoly suppliers

The rdaionship between the British State and the UK defence industry during the middle 1990s was
characterised by both conflict and co-operation. On the one hand adversarid dements of the
relaionship were exhibited through the continued operation of the competition policy and the pursuit



of improved short-term ‘vaue for money’. On the other hand more co-operative aspects of the
relaionship were goparent. In particular, the longer-term aspects of the statefindustry rdlationship
designed to preserve UK defence industrid capabilities and based on a‘ partnership’ between the
date and the defence industry was emerging.

This does seem to bear a gtriking resemblance to the ‘plurdist corporatist’ relationship thet existed
during the Cold War and the sate/industry rdaionship during the 1990s. It could be consdered a
reinvention or ‘recondruction’ of the Military Indugtrid Complex (MIC) in amoreinformd,
internationd, and aless visble form. The mgor defence contractors are no longer the workshop of
the MoD, but more commercidly based firms, with large numbers of contractors, that use lobbying to
influence government. They do this using their stbcontractors and trade unions, loca government
and development corporations, particularly in areas where they are important to the local economies.
Companies need locdl sdes as they provide a solid base and to help them win export markets. They
are moreinternationa and so can use the threet of losing jobsin the UK aswell as being ableto
influence domestic procurement through their links abroad, such as through the EU. Companies are
dso involved in determining the threat and the response to it with the changesin procurement,
particularly with the introduction of ‘smart procurement’, which gives indudry a gregter role in the
management of specific projects. In addition, the increasing use of civil technology in wespons
system, the development of dua use technologies, and the increase in intraccompany trade has made
trade less vishle. Despite the companies remaining dependent upon their nationd governments, there
could be problems of control of ams trandfersinternationaly.

There have certainly merked changes in state-defence industry rdaionsin the post Cold War world
aswdl asin theindudry itsdf and we are only now garting to understand them. 1t would appear that
the defence sector has congiderable resilience and that many of the changesthat have taken place
have recregted its favourable position within the UK. At the core of the state/indudtry rdationship is
amutua dependence, which ensured that there were limits to the extent to which the neoliberd
approach was gpplied to UK deferce procurement and prompted areviva of the ‘plurdist
corporaist’ gpproach, abeit adapted to the new internationa market structure. The new reaionship
is characterised by monopoly and dligopoly suppliers, as oppased to anationd monopoly customer
as characterised the traditiond ‘plurdist corporatis’” relationship. Nevertheless the MoD retains the
power of being a monopoly purchaser. This s because the supply-side of the internationa market
gructure is composed of nationdly or regiondly based companies. Moreover, domestic procurement
and MoD export promotion activities are crucid to the success of industry in export markets.
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Consequently, the balance of power in the state/defence industry reaionship during the late 1990s

was remarkably smilar to the Stuation asit existed during the late 1970s. There is no doubt thet the
last two decades have seen many changes in the arms industry and arms procurement, but whet is

clear isthat there is consderable continuity.
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Tablel

Defence Expenditure as a Share of GDP (1980 — 1994)

Share of GDP

Germany
France

Italy
Netherlands
Belgium
UK
Denmark
Spain
Greece
Portugal
us
Canada
Japan
Australia
Norway
New Zealand
Sweden
Finland
Switzerland
Austria
Turkey

1980
33

21
31
33
4.7
24
31
6.7
35
54
18
0.9
25
29

1.9
1.9
12
4.3

1981
34
41
21
3.2
34
a7
25
3.2

35
5.7
18
0.9
2.6
29

19
18
12
4.9

1982
34
4.1
2.3
3.2
33
51
2.5
3.2
6.8
35
6.3

0.9
2.7

2.9
2.1
1.9
1.2
5.2

1983
34
4.1
23
3.2
3.2
51
25
24
6.3
33
6.5
21

2.7
31

2.8
21
1.9
13
4.8

1984
33

23
3.2
31
53
23
24
7.1
33
6.4
21

2.7
2.8

2.7

19

12
4.4

1985
3.2

2.3
31

51
2.2
24

31
6.6
2.1

2.7
31

2.6
1.9

1.2
45

1986
31
3.9
2.2
31

4.9

2.2
6.2
3.2
6.7
21

2.7
31
21
2.6

18
13
4.8

1987
31

24

29
4.6
21
24
6.3
31
6.3
21

2.7
33
21
25
1.9
17
12
33

1988
2.9
3.8
2.5
2.9
2.7
4.3
2.2
2.1
6.2
3.2
6.1
2.1

2.5
3.2
18
24
1.9
1.7
11

1989
2.8
3.7
24
2.8
25
4.1
21

4.6
2.8
5.6

23

18
23
1.4
1.9
11
3.3

1990
2.8
3.6
21
2.6
24
3.9
21
18
4.7
2.8
53

24
29
19
23
14
1.9

35

1991
2.3
3.6
21
25
2.3
4.2

17
4.3
28
4.7
19
0.9
2.6
28
18
24
18
18
0.9
3.7

1992
21
34
21
25
18
3.8
1.9
1.6
45
2.8
4.9
1.9

25

17
25

18

3.7

1993

34
21
23
17
3.6
1.9
17
4.4
2.6
45
1.9

25
27
15
25
1.9
16

3.8

19

1994
18
33

21
17
34
18
15
4.4
25
4.2
17

24
28
13
24
18
16
0.9
3.9

2
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Table2
Total UK Defence Expenditure and Expenditure on Equipment (1983/84 - 1998/99)

Yex 1983/84 1984/85 1986/87 1988/89 1991/92
£bn £bn £bn £bn £bn

Defence Exp. 15.487 17.122 18.163 19.072 24.562

Red 26.589 27.990 27.325 25533 26.783

Defence Exp.

Exp.on 6.939 7.838 7.885 8.038 9.569

Egmt.

Red Exp. 13.032 12813 11.862 10.761 10435

On Egmt.

Yexr 1993/94 1995/96 1996/97 1997/98 1998/99
£bn £bn £bn £bn £bn

Defence Exp. 23424 21517 21.425 21.923 22624

Red 23.854 21133 20.293 20.258 20.446

Defence Exp.

Exp.on 8.782 8.583 8.106 N/A N/A

Egmt.

Red Exp. 8.943 8.353 7.677 N/A N/A

On Egmt.

Sources. UK Defence Satistics 1994-97; DASA historical database Public Expenditure Satistical Analysis 1996-97.

Notes:

1/ Figures for 1995/96 to 1998/99 are estimates.

2/ Real expenditure figures are calculated at 1994/95 prices with HM Treasury GDP deflators published in April 1996.

3/ Figures for expenditure on equipment have been adjusted to compensate for dterations in the criteria used by the MoD
to cdeula e the figures quoted in UK Defence Statistics.
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Appendix 1

The project gpprova process of the MoD remained essentidly unchanged from 1981 through to 1998
and was previoudy detaled in the literaure (Smdl et. d., 1985, pp. 12-15; Cooper, 1997, pp. 12-13).
Based on the Downey Cycle, the am was to introduce effective scrutiny in order to control costs and
prevent delays. The Downey Cycle may be summarised as follows

Saff Target The Staff Target sets the operationd requirement down on paper in the form of a
broad description of the role that the equipment is meant to fulfil, the level of performance
required and likely problems, objectives and condraints Thisis normaly done in consultation
with DERA and indudtry regarding how existing technology could be gpplied to meet the
identified equipment need. Until 1998, this stage was followed by reference of the project to the
Equipment Approvas Committee (EAC) and, if sufficiently large, refererce to Ministers for
gpprova to proceed to the next stage in the procurement process,

Feasibility Sudy: The Feasibility Study assesses the feasibility of meeting the Saff Target.
Factors such as technology, cost and time are considered as well as arange of solutionsto the
Saff Target. Specific identification is given to those available within current levels of technology
and indudes, on occasions, the involvement of DERA and/or industry.

Saff Requirement: Thisis a detailed statement that describesthe purpose of the equipment and
its required performance. At this phase specific detall is provided asto the function of the
proposed equipment and its expected performance. Following the Staff Requirement phase the
project was again, until 1998, referred to the EAC and to Minigers.

Project Definition: The Project Definition (PD) phase is a thorough study of any mgor technicd
risks associated with mesting the Staff Requirement. In addition indudtry is asked to produce
detailed estimates of the likely cost of and timescae for devel opment and production. This may
cause congderable work and significant cost for indudtry if the MoD does not completely fund
the PD. In particularly technicaly complex projects (e.g. the Bowman battlefied
communicaions system) the PD phase may be salit into two stages. Following this phase the
MoD will assess the different tenders submitted by industry and sign a contract with the
successful bidder. There could be separate contracts for both the development and production
stages or asingle contract to cover both stages. Mgor projects were again, until 1998, subject to
scrutiny and required the gpprova of the EAC and Minigers

Full Development: At this stage the design of the equipment is developed to a tage where
production can gart and this may incdude the building of prototypes. If it is an off-the-shelf
procurement then it will not be necessary to enter the Full Development Sage. However, foreign
equipment may require sgnificant ateration to meet pecific UK military requirements.

Production: Production isthe find stage in the process and can be split into two or more
tranches. Thefirg tranche may be approved at the same time as Full Development with
subsequent tranches gpproved at later dates. Prior to production of the second and subsequent
tranches Minigerid gpprova was again, until 1998, sought for mgor projects.



In service support and disposal: In 1993, the MoD induded in its description of the procurement
process the provison of in-service support to equipment once deployed and the disposa of
equipment at the end of its Service life (Ministry of Defence, 1993, p. 23, paras 4.14-4.14) *'

1 Magjor midHife updates of equipment are treated as separate projects (Ministry of Defence, 1993, p. 21, para. 4.1).



