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|. Introduction

The end of the cold war brought about a reduction in military expenditure and
internationd arms tranders, both in terms of world totas and in most regions and
countries. The leve of military expenditure and the levd of internationd arms
transfers both reached a peak in 1987, then stayed roughly constant for two years
and began arapid decline after 1989, the year of thefall of the Berlin wal. Towards
the end of the decade the reductions have ceased. Since the mid-1990s both
military expenditure and the leve of globd trandfers of mgor conventiond wegpons
have stagnated, the volume of arms transfers has even increased dightly. The tota
reduction in world military expenditure during the period 1987 was one-third in regl

terms,1 while the reduction in the volume of internationd transfers of mgjor

conventional weapons was around 40 per cent.2

In spite of these reductions, the amount of economic resources used for military
activities is ill dgnificant both in a globa perspective and in individud regions and
countries. The estimate for tota world military expenditure in 1998 was $745
billion. This estimate is based on officid public expenditure data. In addition, there
are the cogts of war fighting, which are not dwaysincluded in officid figures. Adding
the cost of the consequences of war, including both the short term costs for
refugees, lost production, etc. and the long term costs of economic recongtruction,
military activities represent a Sgnificant consumption of globa  resources—
economic, manpower and technologica— in a world of scarce resources, poverty
and hunger.3

World military expenditure in 1998 represented an average of 125 dollars per
capita. By comparison, at least half a dozen countriesin Africa had an average gross

1 Skéns, E., et al., 'Military expenditure', SIPRI Yearbook 1999: Armaments, Disarmament
and International Security (Oxford University Press, N.Y. 1999), pp. 269-70.

2 Hagelin, B., Wezeman, P. D. and Wezeman S. T., ‘The volume of transfers of major
conventional weapons’, SIPRI Yearbook 1999: Armaments, Disarmament and International
Security (Oxford University Press: Oxford, 1999), figure 11.1, p. 422.

3 According to one calculation, world military expenditure corresponded to the combined
annual income in the poorest countries representing 49 per cent of the world population in
1992. The United Nations Development Programme (UNDP), Human Development Report
1994 (Oxford University Press: New York, 1994), p. 48.
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national product (GNP) per capita of less than 250 dollars in the same year4 A
comparison with public expenditure on education and hedth shows that while
military expenditure in 1996 corresponded to 2.4 per cent of world gross nationd
product (GNP) the comparable shares of education and health were 4.8 and 5.5

per cent respectively.® If there were some ways to redirect some of the resources
currently devoted to military purposes to indead meet the needs of the
disadvantaged, this would go along way to dleviaing the most serious suffering. But
isthis possible?

At the same time there are ds0 great unsatisfied security needs. While there has
been a reduction in external armed conflict, i.e. between countries, the interna
Security needs are great and possibly increasing. During the 1990s done more than
4 million people logt their lives in violent conflicts, mogt of which were civilians—
nine out of ten casudties in civil wars are civilians—and by 1997 about 35 million

people were displaced as refugees or within national borders® The question that
aises is whether military expenditure is the best or most gppropricte way of
providing security for states and people.

There are no easy answers to these questions. A paper on trends in military
expenditure and arms transfers cannot address dl these issues, which relate to a
large proportion of globd, internationd and nationd security problems; neither can it
ignore them.

Military expenditure is primarily an economic indicator, Snce it is a measure of
economic input. Thus, the decline in world military expenditure shows that there has
been a reduction in the aggregate amount of world economic resources devoted to
military purposes during the post cold war period. It so shows that there has been
adecline of military activity, athough thereis no clear relationship between the input
of economic resources into the military sector and the output in terms of military
activity or military strength. The link between military expenditure and security is
naturally even weaker, snce the level of security depends on arange of other factor
than military expenditure or even military strength.

International arms transfers represent the flow of wegpons between countries.
Only transfers of mgor conventiona wegpons are discussed in this paper. There
exigs no data on internationd transfers of smdl arms and light wegpons. Most
countries lack a domestic capability to produce weapons. For these countries arms
trade data shows aso their total arms procurement.

The mogt sgnificant development in the military sector during the post cold war
period is probably the changes in the ams industry. Reductions in military

4 The World Bank, Entering the 21st Century: World Development Report 1999/2000
(Oxford University Press, 2000), pp 230-31.

5 The United Nations Development Programme (UNDP), Human Development Report 1999
(Oxford University Press: New Y ork, 1999), appendix table 13, p. 191.

6 Mohammed, N.A.L., ‘Civil Wars and Military Expenditures: A Note’, Paper prepared for
the conference on ‘Civil Conflicts, Crime and Violence’, by the World Bank’s Development
Economic Research group (DECRG), Washington, DC, 22-23 Feb. 1999, p. 5. Available also at
URL: http://www.worldbank.org/research/conflict/papers.htm.
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expenditure have resulted in a sharp drop in the demand for military equipment, i.e.
for the goods and services produced by the arms industry. In combination with the
increasing costs for advanced wegpon systems, the changing relationship between
military and civil technology, and the process of globdization, this has had a
profound impact on the arms industry. During the 1990s the changes in the aams
industry in most mgor centres of arms production include, in addition to sharp
production cuts, an increesed degree of privatization, concentration,
internationalization, commercidization and competition. There has been an increased
pressure to export from the industry and an increased demand on governments in
arms-producing countries to assigt the indudtry in its export efforts. These changes
are likdy to have a sgnificant impact on arms production, arms procurement and
arms exports.

The trends in military expenditure and arms transfers are described in section 1l.
Some indgghts into the complexity of factors determining military expenditure and
ams transfers are given in section ll. The impact of globaization is addressed
separately in section V. Economic consderations are often perceived as an
impediment to reductions in military expenditure. Arms exports are to some extent a
function of excess supply, which in the post-cold war period has been the result of
over capacities in arms production. In the process of reducing this over capacity,
economic condderations have been even more important. Section V is therefore
devoted to the economics of reductions in military expenditure, arms production and
ams tranders. Findly, section VI briefly outlines the key chdlenges for the first
years of the new millennium.

Il. Trendsin military expenditure and armstransfers
Trendsin military expenditures

The trends in world military expenditure since the end of World War Il can be
divided into two periods: first, a period of rapid increase from the end of the war
until the peak years of 1987-89; and second, a period characterized by an overall
downward trend in expenditure since 1989. The first of these periods roughly
coincides with the era of the cold war, which is generdly perceived as beginning
soon after the end of World War 11 (1947) and ending with the fal of the Berlin wall
in 1989, which marked the beginning of the post-cold war period.

During the cold war period (1947-89), which was characterized by rivary
between the two superpowers the USA and the USSR, world military expenditure
was growing repidly and reached an unprecedented high level. More economic
resources were used for military purposes after World War 11 than ever before.
During the 1980s the leve of world military expenditure was more than 10 times
that in the period 1925-38. This was due primarily to the trends in military
expenditure of the two superpowers and to some extent by their dlies. By the end
of the cold war period the USA and the USSR accounted for 36 and 23 per cent
respectively of total world military expenditure.
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While expenditure was increasing consstently throughout the cold war period, the
rise was not uniform over time. During periods of large-scale wars, there were steep
increases in military expenditure. These were followed by periods of decline and
levdling-off, but without a return to prewar levels. This pattern is cearly seen
(figure 1) for the period of the Korean War (1950-53) and for the period of US
paticipation in the Viet Nam War (1961-73). During the US presidency of Ronald
Reagan (1981-89) the rate of increase was smilar to that during these two wars,
dthough the USA was not involved in any mgor armed conflict. Throughout the
1970s and early 1980s world military expenditure continued to increase until it
culminated in 1987 a dightly over US $1 trillion and remained roughly constant until
1989 wheresfter the post cold war decline began.

Figure 1. World military expenditure, 1949-85

During the post-cold war period 1989-98 world military spending dropped by
more than one-third in red terms (figure 2). This decade can be seen as a period of
disssmament, marked by downsizing and restructuring of many armed forces in
combination with cuts in ams procurement expenditure and therefore aso in ams
exports and arms production. Since 1995 world military expenditure has been
fluctuating around a roughly constant level and towards the end of the decade there
were severd indications of arenewed period of growth in the early years of the new
millennium.

Figure 2. World military expenditure, 1989-98

While the overdl reduction in world military expenditure since the end of the cold
war has been one-third, there has been wide variation between regions (table 1).
The deepest cuts have been in Russa and other Centrd and East European
countries as a result of the disintegration of the Soviet Union and the dissolution of
the Warsaw Pact. By 1998, Russan military expenditure had declined to less than
5 per cent of that of the USSR in 1989. With the other former Soviet republics
included in the comparison, their combined military expenditures in 1998 were only
6 per cent of Soviet military expenditure in 1989.

Table 1. Regional military expenditur e estimates, 1989-98

Other regions in which subgantid reductions in military expenditures have
occurred are the African and American continents (cuts of 25 and 30 per cent
respectively). In Western Europe the reduction during the same period was only 14
per cent. The only regions in which expenditures continued to rise during the post-
cold war period were Asia (+ 27 per cent) and the Middle East (+ 17 per cent). In
the Middle East, where military expenditure fluctuated widely during the 1990s, a
huge amount of economic resources were ill devoted to military activities by the
late 1990s.



Trendsin armstransfers

The volume of internationd ams tranders is primarily a measure of military
technology transfer between countries, as embedded in weapons. For countries
without a domestic defence industrid base, that is, most countries in the world, it is
as0 a measure of ther totd ams purchases, while for arms-producing countries
ams import data reflect only part of their aams procurement. Globd trends in
internationd ams trandfers are difficult to measure. Only a handful of countries
provide gatigtics on their arms exports and imports and very few provide sufficient
information to enable comprehensve datidics on ther overdl ams tranders
expressed in monetary terms. Therefore, available data on internationd arms
transfers are estimates based on the number of weapons transferred between
countries, regardiess of how these are financed, i.e. whether they are paid in cash,
purchased on credit terms, or given away as grant aid. The avallable data are aso
limited to the amount of ddiveries which can be identified. Thus, SIPRI data on
ams trandfers are limited to the informetion that is available in open sources. For
this reason, they are dso limited to include only the transfer of defined categories of
maor conventiona weapons, each of which is assigned a vaue according to its
edimated military-technologica sophidtication. Thus, the SIPRI gatitics reflect the
trend as provided in open sources on the internationa transfer of mgjor conventiona
weapon systems. They do not reflect the actua import cost to the recipient country
nor the export revenues of the supplier country but rather the amount of military
technology transferred. The only other comprehensive arms trade Statistics, those of
the US Arms Control and Disamament Agency (ACDA) and the US
Congressiond Research Service (CRS), are based on smilar methods, except they
are not based on open sources but on satistics from the US intelligence services,
They dso have a broader coverage in that they include amogt dl types of military
goods and services.

The longest available time series of world-wide arms transfer atistics are those
of ACDA which begin in the year 1965. They show adow and steady growth from
1965 up to 1974. In 1975 world-wide deliveries suddenly surged and tripled by

1980 in redl terms to culminate in the late 1980s.”

SIPRI data on the deliveries of mgor wegpon systems are available from the year
1950, but only for transfers to developing countries. These data show the same
generd trend: adow increase to 1973, after which there was arapid increase during
the 1970s and congtantly high levels during most of the 1980s up to the peak in
1987. For more recent years, SIPRI data cover transfers to both developing and
industria countries. According to these data, two distinct phases can be identified in
the global arms trade during the post-cold war period: (@) a trandtiond period of

Tus Congressional Budget Office, Limiting Conventional Arms Exports to the Middle
East, The Congress of the United States, Congressional Budget Office, Wash., DC, 1992, figure
2, p. 6.
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steep decline between 1989 and 1994 (a 40 per cent reduction); and (o) a farly
stable level during the period 1994-98 at this lower level.8 (table 2)

Table 2. Thevolume of imports of major weapons, 1989-98

Deveoping and indudtrid countries have shown different trends in arms imports.
In the developing countries the volume of imports of mgor wegpons fdll by 45 per
cent between 1989 and 1992. During the period 1992-97 there was instead a
strong increase, adoubling in rea terms, followed by another sharp drop (by 30 per
cent) in 1998. Arms imports by the industrid countries declined more or less
continuoudy until 1996. Theresfter they have started to rise dightly again.

It can be clearly seen that throughout the post-cold war period the industria
countries as a group have cut their imports of mgor weapons more than the
developing countries (by one-haf and one-quarter respectively). This has resulted in
a change in their import shares. While at the beginning of the period the combined
arms imports of industrial countries averaged around 40 per cent of the world totdl,
at the end of the period this share had decreased to 30-35 per cent.

A look at disaggregated data for industrial countries shows that the declining trend
is once more dmogt entirdy the result of the reduction in ams imports by Russia,
the other former Soviet republics and the former WTO dlies, while the combined
arms imports of North America and Western Europe declined by only 1 per cent
between 1989 and 1998.

The supply of mgor conventional weapons has dways been concentrated to a
very smal number of supplier countries, while the pattern of recipient countries is
somewhat less concentrated. During the period 1994-98, the USA accounted for
48 per cent of total world ddiveries of mgor conventional weapon systems, and the
five leading supplier countries (incl. the USA) for 83 per cent of the totd (table 3).

Table 3. Theleading suppliersof major conventional weapons 1994-98.

On the recipient Sde, the country which received most mgor wegpon systems
during the period, Taiwan, accounted for 12 per cent of the tota, while the five
leading recipient countries accounted for 36 per cent of the tota and the 10 leading
recipients for dightly more than haf (54 per cent) of world total arms trandfers.

Futuretrendsin military expenditureand armstransfers

Towards the end of the millennium the decline in world military expenditure had
dowed down and there were indications that the trend would be reversed in the
early 2000s. Expenditures on arms procurement in the European NATO countries

8Hage|in, B., Wezeman, P. D. and Wezeman S. T., ‘The volume of transfers of major
conventional weapons’, SIPRI Yearbook 1999: Armaments, Disarmament and International
Security (Oxford University Press: Oxford, 1999), pp. 422-23 and appendix 11A.
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has been increasing by 14 per cent since 1995.9 Defence plans in some of the
magor spender countries aso point towards future increases. The USA, which
accounted for more than one-third of world military expenditure in 1998, presented
a defence budget for fisca year 2000/2001, which represented a 1 per cent
increase in red terms, while procurement expenditure is planned to increase by 19
per cent over the five year period 2000-2005. Russia appeared in 1999 both
politicaly and economicaly prepared to hdt the rapid fdl in its military expenditure
and announced a planned 50 per cent increase in arms procurement. In Europe new
requirements are arigng out of new doctrines of military intervention in areas of
conflict, which are likely to lead to increased military budgets. In Asathe Smmering
conflict between China and Tawan has dready resulted in increased military
budgets and the 1997 Adan financid crigs has not had a strong impact on military
expenditure in these countries. In Africa, where military expenditure has been on a
long-term decline, the bottom was reached in 1995 after which there has been a
gradua increase—probably more than SIPRI data show, because of the hidden
cost of armed conflicts in the region. Overdl, therefore, unless current plans are
changed, it can be expected that the firgt years of the third millennium will become a
period of increasing military expenditure.

As regards future trends in arms trandfers, most observers agree that dthough the
early post-cold war decline in the volume of international arms transfers has been
halted, there will not be a return to the previous, cold war, levels of arms transfers
within the near or medium-term future. In the three mgor aams-importing regions—
Asa, Europe and the Middle Eas—there are no indications of a sgnificant future
growth in their ams imports.

The financid crigs in Asa, which garted in August 1997, has resulted in the
cancdlation of orders and arms import programmes in the affected countries. While
some of these economies are now recovering, and are likely to revive some of ther
cancelled programmes, thiswill not suffice for areturn to previous levels.

In Europe, the Centrd and East European countries have expressed significant
requirements for new arms imports, but they lack the financid means to implement
these. In the West European countries the change from territoria defence forces to
forces for military action in conflicts doroad is likely to lead to demands for new
equipment for peacekeeping forces. However, this emerging demand will be met
both by domegtic production and imports, and while the degree of importsis difficult
to assess, it is not a matter of the huge quantities of cold war imports of large and
sophisticated weapon platforms.

While the demand for weapons in the Middle East continues to be significant,
there isa genera consensus that Middle East arms purchases are not likely to return
to previous levels. This is due to @) domestic pressure to spend more of ail
revenues on socid programs to accommodate growing populations, (b) the
turbulence in oil markets which has led to new caution in making maor economic

9 NATO, Financial and Economic Data Relating to NATO Defence, Press release M-DPC-2
(1999)152, 2 Dec. 1999, URL <http://www.nato.int/docu/pr/1999/p99-152e.htm>, version current
on 2 Dec. 1999.
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commitments for the future and (c) problems of absorbing weapons aready
received.

[11. Determinants of military expenditure and armstransfers
Deter minants of military expenditure

The determinants of military expenditure include both the driving forces for
increasing military expenditure and the various forms of congraints which st limits
on these forces. Actua military expenditure trends can be seen as a synthesis of
these two types of determinant: the driving forces, seeking to maximize military

expenditure, and the constraints10 The main conventiond rationde for military
expenditure is related to internationa security, to protect state and people againgt
externa armed aggresson. However, with the end of the cold war this factor is
diminishing in importance. The prevaence of internationd armed conflict has

decreased dramatically. Most major armed conflicts are internd today.11 At the
globd levd thereislittle smilarity between the petterns in globa military expenditure
and in armed conflict: military expenditure is concentrated to the indudtrid world
(table 1), but the mgority of armed conflicts are located in the developing world.
However, this is not ways true at the regiona and nationd leve. In a study of 40
African countries covering the period 1960-91, a postive correlation was found

between wars and military expenditurein 71 per cent of the countries. 12 Also, if the
leve of military expenditure is compared with nationd output, it is clear that most of
the countries with the highest ratio of military expenditure to nationa output (GDP)
are countriesinvolved in mgjor armed conflict (table 4).

Table 4. Military expenditure as a share of GDP for the countrieswith the
highest shares

While security-related factors and the prevaence of armed conflict belong to the
driving forces of military expenditure, these dso include non-security related factors.
Politicd and economic factors, often purdy domegtic in character, dso act as
driving forces. Nation building and the positioning of states in the internationa power
dructure are to some extent based on the build-up of a srong defence
edtablishment. Military forces are not used exclusively for territorid defence but dso
for domestic repression of a country’s own population, i.e. to secure the power of
regimes without a democratic power basis. Driving forces of an economic nature are
best exemplified by those of the military industrid complex, thet is, the interplay of
interests of the arms industry, government and the military establishment, and

10 smith, R., ‘The demand for military expenditure’, in K. Hartley and T. Sandler (eds.),
Handbook of Defense Economic, Vol. 1 (Elsevier: Amsterdam, etc., 1995), chapter 4.

11 sollenberg, M., Wallensteen, P. and Andrés, J., ‘Major armed conflicts', SIPRI Y earbook
1999 (note 3), chapter 1.

12 Mohammed, N.A.D., ‘What determines military allocations in Africa: theoretical and
empirical investigation’, Defence and Peace Economics, vol. 7 (1996), no. 3, pp. 203-231.
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manifesting itsdf in, for example, the lobbying of arms-producing companies, the
inter-service rivalry and the efforts of politicians to support military contracts to their
local home dectoral congtituencies 13 During the cold war, the main driving force
for high and risng military expenditure was the competition for Srategic military
uperiority between the United States and the Soviet Union, reinforced by
exaggerated threat perceptions on both sdes (palitical) and the pull from the military
indugtrid complex in both countries (economic and political).

The condraints on high military expenditure are mostly economic in nature but, at
leest in democratic countries, there are aso political condraints, in terms of
competing demands on public resource dlocation by the eectorate. Economic
congtraints have been one of the most important factors behind the sharp reduction
in Russan military expenditure The disntegration of the Soviet Union in 1991 and
the subsequent trangtion of the economic, politicd and military sysem of its
successor state, the Russian Federation, led to a dramatic reduction of Russian
military expenditure. The largest cut in Russan military expenditure actudly occurred
in 1992, under the pressure of the liberd economic reforms of Finance Minister
Gaydar. Later into the decade difficulties to implement adopted defence budgets
into actud expenditures have continued to undermine Russian military expenditure
plans. In Africa too, the long-term decline in military expenditure was the result
more of scarce economic resources than of the absence of wars and internd
conflicts, of which there were plenty on the continent, particularly in the Horn of
Africaand in Southern Africa. Also in Europe, athough to alesser extent, the cutsin
military spending have been reinforced by the coincidence in time with periods of
restrictive overd| budgetary policies.

In Asa and the Middle East, on the other hand, many countries have experienced
little economic condraints, a least until recently. Thus, it has been possble to raise
military expenditure sgnificantly due to high economic growth ratesin Asa, high ail
revenues in some of the Arab Middle Eagt states and large amounts of US military
and economic aid to Isradl).

Determinants of armstransfers

International arms transfers are determined by three broad categories of factors:
politico-military, technologicad and economic. These factors dl operate a the
internationd, regiond and nationd levelsin the mgor supplier and recipient countries

that dominate the arms trade. 14 The arms transfer and production system can be
perceived of as located at the intersection of three important sets of forces for
change in internationd relations that are seldom considered together: the pursuit of

13 Chapman, G. and Yudken, J. (1992), Briefing Book on the Military-Industrial Complex,
Council for aLiveable Education Fund, Dec. 1992; Dunne, J. P., ‘ The Defense Industrial Base',
in K. Hartley et al. (eds.) (note 4), chapter 14.

14For theories on the determinants of arms transfers, see Krause, K., Arms and The State:
Patterns of Military Production and Trade' (Cambridge University Press. Cambridge, 1992);
and Neuman, S.G. and Harkavy, R.E., Arms Transfersin the Modern World (Praeger: New Y ork,
1979).
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weslth, power and victory in war.13 First, the production of and trade in weapons
are to some degree subject to the same economic pressures as are non-military
goods, second, attempts by states to change their postion in the arms transfer and
production system reflect shifts in the internationd power hierarchy; and third, war
often provides a dramatic catalyst to military innovation and production.

The system itsdlf is based on a threetier structure of arms-producing countries.
The fird tier, which during the cold war consisted of the USA and the USSR. Their
near-monopoly of modern military technology granted them a capability to use ams
transfers as effective tools of foreign policy. The second tier, which conssted of 10-
15 other indudtria countries with less, but gill sgnificant, cgpabilities in ams
production and innovation. Their motivation for participating in the arms trandfer
gystem is different from that of fird-tier suppliers low levels of domedtic
procurement and relatively small research and development establishments force a
greater reliance on arms exports.

Throughout the 1970s and 1980s sophisticated weapons were further diffused
throughout the system to what became the third-tier: several statesin the developing
world (Brazil, China, Egypt, India, Isragl and others) which sought to acquire not
only the wegpons but aso the means of reproducing them, in order to establish a
grong regiond political or military presence. However, the advance of third-tier
producers was hindered by their weak economic, industria and technological infra:
gructures. These dates therefore relentlesdy pursued arms exports in order to
maintain ther fragile defence industrid bases, athough with limited success

During the post cold war period the system of world arms production and trade
has maintained the three-tier structure, while the positions of the participating states
have changed fundamentally. During the mid-1980s, the two superpowers each
accounted for roughly one-third of globa arms production, 13 second-tier, industria
countries accounted for another 25 per cent of the world tota, while 15 third-tier

dates in the developing world accounted for the remaining 10 per cent.16 By the
mid-1990s there was gtill a strong concentration of world arms production. The 10
largest arms-producing countries accounted for close to 90 per cent of world arms
production. The main change is that the firg tier has been reduced to one country,
the USA which done accounted for amost 50 per cent while Russia, which took
over mogt of the ams production of the Soviet Union, ranked fifth in sze and

accounted for only 3-4 per cent of globa arms production.1/ During the years
sance 1996, the concentration in globa arms production has, if anything, become
even greeter.

The post cold war period has dso seen another significant change in the
internationd arms transfers and production system: towards a diminishing role for
politica factors and a growing role for economic factors. This is primarily the result
of (@) the end of superpower rivary and its replacement by a unipolar system, in

15 Krause (1992), p. 2. and 97-98.
16 K rause (1992), table 10, p. 93.

17 Skons, E. and Weidacher, R., ‘Arms production’, SIPRI Yearbook 1999 (note 1), table
10.7, p. 408.
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which foreign policy incentives have less rdevance; and (b) the decline in domestic
amaments markets in amogt adl arms-producing countries, including the only
remaining superpower, the United States. These two factors have contributed to an
increased pressure for exports and intensfied competition among wegpon suppliers
to win the few large cortracts on the now smaler world arms market. Companies
are lobbying for financia and other support from their home governments, such as
for the promotion and marketing of ther wegpon sysems. Governments are
becoming incressingly involved in the negotiation of large arms dedls and of the
various types of offsat offers which congtitute a norma part of any large ams dedl
today. Such offset agreement are normaly worth as much as the arms ded itsdf,
often reaching more than 150 per cent of the origind dedl. Thus, while offsats are
regarded as an unfair trading practice in most sectors of the civil foreign trade, in the
internationa arms trade they condtitute the norm.

Another indication of the strong export pressure in the current arms trade is the
fact that governments aso provide financid support for arms exports, in the form of
export credit guarantees, but dso in more direct forms. A recent study of US
Government funding of foreign arms purchases from US corporations shows that
more than half of US wegpon sales are now financed by taxpayers instead of foreign
arms purchasers. These subsidies included loans, grants and government promotion

activities for US arms exports. 18 Similar tendencies have been identified in other
major arms supplier countries. 19

Table5. The 10 largest arms-producing countriesand their sharein total
world arms production

V. Theimpact of globalization on military expenditure and armstransfers

Although the term ‘globdization’ did not gppear until recently, the notion of

globdization has existed for a long time20 The concept is being used for a wide
variety of phenomena and trends and the descriptions of current trends in
globdization and the conclusons as regards its impact differ accordingly. There
exists not one discourse of globalization but severd. In arecent survey of the debate
and the literature, five mgor discourses on globdization are identified, bascdly
fdling into the areas of economics, sociology, political science, culture and

ecology.21 All these aspects of globalization, together with the globalization of

18 Hartung, W. D., ‘ Corporate welfare for weapons makers: the hidden costs of spending on
defense and foreign aid’, Policy Analysis, Cato Institute, Wash., DC, no. 350 (12 Aug. 1999).

19 Us General Accounting Office, Military Exports —A Comparison of Government
Support in the United States and Three Major Competitors, Report to Congressional
Committees, GAO/NSIAD-95-96, US General Accounting Office: Wash, DC, May 1995.

20 Rothschild, E., ‘ Globalization and the return to history’, Foreign Policy, Summer 1999, pp.
106-116.

21 Therborn, G., Challenges and issues of globalizations, Paper presented to the Conference
on Globalizations, Swedish Council for Planning and Coordination of Research (FRN),
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technology, have an impact of the trends and patterns in military expenditure and
ams trandfers, directly or indirectly by their impact on the causes of military
expenditure, arms production and arms transfers.

The process of globdization has gone through severad phases during which the
various aspects have assumed different importance. During the cold war period, the
political aspects were predominant. The impact of this phase of globdization on
trends and pattern of military expenditures and arms transfers was sgnificant and is
well documented. During the subsequent, current, phase of globdization, the
politico-military dynamic of the cold war has been overtaken by a mainly financia
phase. It began in the second half of the 1980s, with the enormous expanson of
trading in foreign currency after the breakdown in the 1970s of the internationa
Bretton Woods currency system, and has resulted in the abolishing of state controls
of capital markets and opening up of new financia world markets, in privetizations
of public enterprises and services, in a bresk-up of national champion monopolies,
and in a generd encouragement of globd competition. Smultaneoudy with the
globdization of financid and economic activities, the end of the cold war has meant
adeglobaization of politicd action.

These factors, around the existence of which thereisfarly broad consensus, have
an impact on military expenditure and arms trandfers in severd ways, perhaps
primarily through its effect on the arms industry. While the military sector has been
the sector most resstant to privatization, commercidization and reduced political
control, al these trends are currently affecting the production, procurement and
internationd transfers of arms. The arms indudtry isincreasingly being privatized and
commercidized. The European ams industry is going through a process of
internationdization, until now reatively limited and primarily through cross-border
joint ventures, but more recently (during 1999) also through cross-border mergers
of ams producing companies. European companies are dso acquiring ams
producing companies in other continents, recent examples include Augtrdia, South
Africa and South Korea, while transatlantic military-indugtria links are Hill rare in
spite of the lively debate on both sides of the Atlantic about their potentid.

The increesng  privaization, commercidization,  competiion  and
internationalization of arms production, have resulted in an increased pressure from
the arms industry to export their excess supply of weapons, and thus to increased
commercidization dso of the arms trade, in which marketing and generous saes
terms play an increasing role. At the same time, increased internationalization means
reduced posshilities for nationd governments to implement nationa arms export
regulations, snce companies can choose to export their products from a business
unit in another country with more liberd export regulations. For this reason, nationa
export laws are becoming increesngly irrdevant. This points to the need for
common or international export rules.

However, globdization may render dso internationa control  more difficult. The
globdization of technology in generd, and in the context of a gradud closng of the

Stockholm, 22-24 Oct., 1998. (Papers to be published in a special issue of the journal
International Sociology).



13

gap between military and civil technology, will make it increesingly difficult to control
the internationd trandfer of militarily rlevant technologies in the future. The chalenge
is to achieve internationd limitations in the trandfer of military technology without
resorting to controls which will inhibit internationd transfers of dl types of advanced
technology, that is, dso civil technologies which would benefit economic growth in
the recipient countries.

A rdatively new development is the impact of globdization on armed conflict and
the financing of these. The fragmentation and decentraization of the date has
produced a new type of wars and with it increasingly financing of wars outside

traditional government defence budgets. As described by Mary Kaldor,22 these
new wars take place in the context of extreme globdization, under which
territorially-based production has more or less collgpsed and production continues
only of afew vauable commodities (diamonds, emerads, drugs), which provide a
source of income for whoever can provide 'protection’. These wars are fought by
various types of fighting units, public and private, state and non-date, including
regular amed forces or remnants thereof, paramilitary groups, self-defence units,
foreign mercenaries, and regular foreign troops, usualy under internationa auspices.
During these conditions governments, like privatized military groups, need dternative
sources of funding for thar military activities many of which involve crimind
activities. These fdl into the following categories 1) 'Assat trander, i.e. the
redistribution of existing assets to benefit the fighting units (such as loat, robbery,
hostage-taking, and deriving profits from control over market prices); 2) ‘war taxes
or ‘protection’ money from the production of primary commodities and various
forms of illegd trading; and 3) externd assistance, in particular for imports, such as
(@ remittances from abroad to individud families, b) direct assstance from the
Diaspora living droad; (c) assdance from foreign governments, and 4)
humanitarian assstance diverted by governments and warring factions for their own
use. For countries involved in such new wars daa on government military
expenditure are irrdevant for measuring military expenditure. What is more
important is that the set of socid relationships which are formed by these systems
for financing wars condtitute strongly resisting factors for the ending of war.
Privaization of security is an increesng trend dso in countries which are not
involved in regular armed conflict but where there is a demand for more security
sarvices than the government can offer. There is an emerging group of private
Security companies whose main task is the provison of security in many Third
World countries, especialy in Africa23 The demand for private security services
has emerged from a combination of factors, including from western governments
seeking to reduce defence budgets, African governments in search of security,

22 Kaldor, M., New & OIld Wars: Organized Violence in a Global Era (Polity Press,
Cambridge, 1999).

23 Musah, Abdel-Fatau Musah and Fayemi, J. Kayode (eds), Mercenaries: An African
Security Dilemma (Pluto Press:London, 2000); and Cilliers, J. and Mason, P. (eds), Peace,
Profit or Plunder?: The Privatisation of Security in War-Torn African Societies (Institute of
Security Studies: Pretoria, 1999); and A Consultation on The Privatization of Security in
Africa, Summary report, Overseas Development Council, Washington DC, 12 March 1999.
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international mining corporations and rebel movements. They provide a variety of
savices, ranging from guarding indalaions, protecting convoys, supporting
humanitarian assstance operaions to performing reconnaissance and intelligence
savices, providing logisica and transport support, military training, Srategic
planning, and engaging in combat. These companies have developed to fill the need
for security in the current context of conflict in Africa, in wesk dates with limited
government legitimacy and with limited economic resources, and in which the
international community isincreasingly reluctant to intervene.

V. Economic aspects of military expenditure and armstransfers

The experiences in many countries, which have cut their amed forces, arms
production and military expenditures, are that these cuts have had adverse economic
effects, in terms of economic decline, especidly on alocd and regiond leved, and in
teems of unemployment. Such negative economic consequences  conditute
obstacles to reductions in military expenditure even if there is scope for cuts from a
Security perspective.

The question a stake is whether cuts in military expenditure lead to the release of
economic resources for other competing demands? Is there a so-cdled peace
dividend? This question can be perceived in two parts, the more long-term and the
short-term. Fird, are there economic gains in the long term from reductions in
military expenditure? This question can be andysed by looking a the economic
impact of current military expenditure. If the overal impact is negetive, there should
be something to gain by reducing them. Second, what are the nature and costs of
the adjustment processinvolved in trandferring economic resources from military use
to non-military use?

From a purely theoretical perspective, there is no consensus on the economic
effects of military spending: the two main exising schools (neo-classcd and
Keynesian) provide different answers 24 Applied empiricd sudies show that in
advanced economies military expenditure has a negative effect on economic growth

through its effect on invesment.25 Empiricdl studies for developing countries
suggest that there is no evidence of a podtive effect of military expenditure on

economic growth and that a negaive impact is likely.26 In generd, these
conclusons refer to a ceteris paribus comparison, when nothing ese is changed.
They do not assume a policy of converson to redirect the saved money from
reduced military expenditure into dternative uses, such as non-military government
expenditure or investment.

24 Dunne, P.J., ‘The Economics of War and Peace: Opportunities in the Post-Cold War
World, An Inaugural lecture at Middlesex University Business School, Hendon, London, 6
Feb. 1997.

25 gmith, R., 'Military Expenditure and Investment in OECD Countries, 1954-73', Journal of
Comparative Economics, vol. 4, no. 1, March, pp. 19-32.

26 punne, J.P. ‘Economic Effects of Military Expenditure in Developing Countries: A
Survey', in Gleditsch et al (eds.), The Peace Dividend (Elsevier: Amsterdam, 1996), chapter 23.
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Since military expenditure has no positive effect on the economy, it follows that
there should be no negative impact on the economy of cuts in military expenditure in
the long term, that is, after the completion of cuts. In this sense there is a peace
dividend (an economic gain) to redise from cuts in military expenditure. This has
aso been demondrated in a series of case studies using input-output Smulations of

military expenditure reductions2/ However, this does not mean that reductions in
military expenditure are without negative economic consequences. During the period
of adjustment to a Stuation with a lower levd of military spending, a multitude of
adverse economic consequences are likdy to be confronted, on the
macroeconomic, regiona and loca levels, on the company level and on the labour
market. Such short-term economic adjustment problems have led many analysts to
conclude that there is no peace dividend to be achieved from reduced military
expenditure, while the proper conclusion to draw is that such reductions have not
been associated with the proper policy, a policy directed a facilitating the
converson of military resources to civil purposes, thet is, an active converson
policy.

Conversgon policies can address anything from the demobilization of soldiers,
base closures, diversfication of arms-producing companies, transfer of military
technology to civilian purposes. Such activities, which are annudly documented by
the Bonn International Center for Converson (BICC) had given extengve results by
the late 1990s. In its most recent survey of dissomament and converson the
achievements through 1998 were summarized as follows.

‘...while a reversd of the disassmament and converson process in some
countries or regions cannot be excluded, it must be emphasized that behind the
noisy headlines of the many conflicts, there exidts a string of postive, often slent
achievements. Clearly, in totd the 1990s bdance sheet of disarmament and
conversion is pogtive. Globa disarmament continued even in 1997 and 1998,
dthough a a dower pace, and s0 did converson. Despite the difficulties of
implementing disarmament, numerous practica conversion projects are underway or

have already been completed.’ 28

While efforts at the micro level to convert military bases, retran former soldiers
and diversfy amsproducing companies are important contributions to the
adjugment involved in redlocating military expenditure to sustainable non-military
use, these efforts done are not sufficient. This can be clearly seen from the Russan
experience, where the ambitious converson plans of the early 1990s fatered
primarily because of the lack of two basc dements investment capitd and a
functioning market for civil goods and for labour. Divergfication of production
requires a sgnificant amount of investment, both for the conversion of production
facilities and labour through reconstruction and retraining, which seldom occurs, and
even more S0 for the expangon of civil production by new investment and new

27 Gleditsch, N.P. et al. (eds.), The Peace Dividend (Elsevier: Amsterdam, 1996).

28 Bonn International Conversion Centre, BICC, Conversion Survey 1999: Global
Disarmament, Demilitarization and Demobilization (Nomos Verlagsgesellschaft: Baden-
Baden, 1999), pp. 13-18.
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recruitment, which is the more feashle strategy. Therefore, the adjusment from
military to civil use of economic resources, in addition to practical conversion
measures, ‘requires a more generd policy which sees converson as an integrd part

of apolicy of industria restructuring and regeneration’ .29 Conversion must be seen
as an investment process.

This concluson applies in particular to the arms-producing industrial countries.
However, it is dso of relevance for developing, dthough in a somewhat modified
form, snce most of these have no arms production, and since the large part of ther
military expenditure is spent on military personnd. ‘Thus, their adjustiment problems
will involve ether rleasing military personned on to the labour market, or, in the case
of conscription, not recruiting labour. In the short run, the result is likdy to add to
the substantial employment problems of developing economies. there are do likdly
to be implications for accommodation and for the provison of socid services

previously supplied by the armed forces’ 30 Therefore, abrupt declines in military
expenditures, ‘when combined with conditions of economic decline semming from
low prices of exports, reduced foreign assistance and poor macroeconomic policies
would lead to high cogts, a long trangition period, low benefits, and thus a low (or
even negative) return from disarmament., This may be the case in severa such
countries today, unless countered by internationd technical and financid assstance
and informed national macroeconomic, trade and defence economic policies. In the
developing countries, through, the prospects of achieving a peace dividend might be
improved because they probably have smdler stocks of military capitd and
relatively grester flows of resourcesinto and out of the military sector.31

Few studies have been made on the actud redlocation of public expenditure from
civil to military purposes. However, a recent survey by the International Monetary
Fund showed that reductions in military spending in some countries have been
accompanied by increased public expenditure on hedth and education. In 61
countries for which health and education data were available for the period 1993—
97, the share of these expenditures increased during the period, both as a share of
GDP and of total government expenditures, while the shares of military expenditures

declined.32 The tabular data provided indicate that the increased shares of hedlth
and education were the result of the fact that expenditure on health and education
did not decline as much as military expenditures.

V1. Key challenges

Our current world is one in which military activities annudly absorb an amount of
economic resources corresponding to the annud income of hdf of the world

29 Dunne (1997) (note 24);

30 UNIDIR, ‘Economic Aspects of Disarmament: Disarmament as an Investment Process.,
United Nations, New Y ork, 1993, p. 63.

31 UNIDIR, ibid., pp. 71-72.

32 ‘Military spending continues to stabilize; some countries increase social spending’, IMF
Survey, 7 June 1999, pp. 186-188.
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population, while at the same time there is an enormous need for these resources to
dave off poverty, hunger and preventable diseases. Furthermore, in spite of the
amount of resources spent ultimately for security purposes, the actual security of
gates and human beings in many regions is extremely low. The overdl chdlenge lies
in how to reduce military expenditure and internationd arms transfers and channd
the released resources into economicaly and socidly more beneficid uses, while a
the same time not reducing, but rather enhancing the security of the world
population. An insurmountable challenge it appears, but it ill has to be addressed.

Any policy amed a the reduction of military expenditure and internationa arms
transfers, on a world-wide scae, or regiondly or locdly, would clearly have to
address awhole range of factors which contribute to sustain current levels of military
expenditure and ams transfers. Thiswould involve at least Sx different levels. (i) the
root causes of the need for military forces; (ii) awhole set of security-related factors
behind military expenditures; (ii) the organization of the military sector itsdlf; (iv)
vested economic and politica interests to sustain military expenditure; (v) ams
control and disarmament agreements and activities; and (vi) the planned transfer of
released resources to productive or socia use. A condition for being able to
address most of these challenges, is an open and democratic political decison-
making process for issues related to these. Therefore, the chalenge of increased
trangparency in the military sector is discussed in some detall.

The basic chalenge is how to address the root causes of military forces, and in
paticular the more ominous ones. Agan, these ae multifold and not
comprehensively explored. Among the more important factors today, a least in
large parts of the developing world, is the existence of armed conflict. Thus, one of
the basic chdlenges is how to address the root causes of armed conflict. Exigting
theories and empirical studies attribute armed conflict to a complex of economic,

political, social, environmenta, religious and other cultural factors:33 Causation is
difficult to establish in socid sciences and causes are working on different levels. On
the systemic levd it has been shown that there is a clear relaionship between
politica system (as measured by human rights abuse) and armed conflict and
between economic development (and the distribution of economic resources) and
amed conflict but a less clear rdationship between ethnic diversty and armed
conflict.

A second chdlenge is how, given the need for military forces, to develop policies
and measures which improve security regimes and security in dl its aspects.
internationd, regiond, nationd and human, and in particular, to develop new non-
military policies and measures of providing security. These are factors traditionaly
belonging to the domains of nationa and internationa security, but increesingly aso
other domains, with the current transformation of the security concept to a broader
scope, including not only military security of the state but dso economic, socid, and
environmenta security for both states and people. In particular there is a need to

33 Smith, D., 'Towards understanding the causes of war', in Volden, K. and Smith, D. (eds.),
Causes of Conflict in the Third World (North/South Coalition and International Peace
Research Institute, Oslo (PRIO): Oslo, 1997), pp. 9-22.
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develop non-military methods of peace enforcement and to avoid the use of military
means to prevent the outbreak of armed conflict or stop its continuation. The new
phenomenon of using private security groups or forces for the provision of military
security, particularly in Africa, deserves specid attention. These security groups are
primarily private companies providing security services to foreigners for profit. The
main tasks of these companiesisto fill the void created by inefficient armed forces.
Many of them have been involved in one way or the other in the region's many
conflicts, supporting either government or the rebels. However, Since they are profit
oriented there are doubts about their sincerity in bringing about an enduring peace
where they operate. How to regulate their activities is a source of concern for the
international community.

A third chdlenge is to ensure that there is a proper match between existing
security requirements and the Size of the military establishment and to reduce waste
and inefficiencies which is common in the military sector and often made possible by
the fact that military establishments are shrouded in secrecy and often paliticaly and

economically protected.34

A fourth chalenge is how to remove obstacles to reductions in military
expenditures, which slem from domestic and personal, economic and politica rather
than internationd security-related factors. These refer to the vested interests not only
of the military establishment itsdlf, but dso of the ruling regimes in many countries, of
the companies and countries involved in the production and sdles of military goods
and savices, and of the politicians with eectorate condituencies in regions
depending on military contracts. Vested interests in war, as described by Kador is
an increasng chdlenge, primaily for the prospects of conflict resolution and
successful peace settlements. Both these challenges can be met only by studying the
causes and mechanisms of vested interests and devise measures addressed & the
causes, not their effects.

Thefifth chalenge is to cement any progress reached into internationa agreements
on ams control and disarmament, primarily because this creates some resistance
againg any reversa of progress. In particular there is a need to develop new forms
of arms control measures that are relevant in the new post cold war environment.
While traditiond arms control that developed during the cold war, was designed to
manage arms competition among antagonistic states, what is needed today are ams
control measures which can be applied in the context of internal armed conflict
fought by subgtate or nondtate actors, in particular to maintain peace and resolve
conflict in countries where civil wars have been settled by peace agreements.
Although much remains to be done in this area, some experience have been gained
and andysed. A study by the Lessons Learned Unit of the UN Department of

Peacekeaping Operations on the Disarmament, Demobilisation and Reintegration32

34 This challenge is illustrated in several case studies in Singh, R.P. (ed.), Arms
Procurement Decision-Making, vol. | (SIPRI and OUP, 1998).

35 Kapungu, L. T., Lessons Learned Unit, Department of Peacekeeping Operations (UN),
*Arms control and peace settlements and the challenges of substate activities’, Paper prepared
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has developed a number of recommendations which aso include the need to
address the new channdls of financing war and the converson of military forces
through their reintegration and rehabilitation. These are measures which requires
dgnificant assgance from the internationd community, both in terms of sanctions
and financid assistance. Another summary has identified severd categories of ams
control mechaniams that are particularly well suited to post conflict environments:

disengagement, demilitarization, disarmament, and confidence-building measuires. 36

A sixth chadlenge, findly, and related to the above, is to find policies to redirect
economic resources that have been released from cuts in military expenditure into
uses which are beneficid to economic and socid development in the long run. The
transfer of resources from military to non-military uses requires a conversion policy
for its implementation. It aso requires financid capital for invesment in dternative
economic activities. Many countries in the developing world would require
development aid to assst in the conversion process.

There are no easy solutions to this broad range of chdlenges The identification of
such solutions is dso beyond the scope of this paper. However, an important
condition for their solution isincreased transparency in the military sector in order to
promote democratic and participatory decison-making in setting the priorities
between military and non-military expenditure in the dlocation of centrd government
expenditure. In addition, increased information and knowledge about the
characterigics and functioning of the military sector and about the reaionship
between military expenditure, conflicts, and economic developments are essentia
for any future change, whether in the short or medium term. Thirdly, the nature of
these chdlenges, and the state of the economies in the most serioudy affected
countries, are such that any progress in addressing these require the involvement of
the internationd community. Such involvement includes many different types of
activities. The mogt difficult to achieve is probably the commitment of economic
resources for the various ends outlined above. Perhaps the most immediate task is
to make a convincing argument for such financia commitments: one of the main pro-
arguments is that the long run cost of not addressng these chdlenges is likely to
exceed by far the short run costs of addressing them today.

Another overdl chdlenge is arecondderation of the relationship between security
and economic development. These two issue areas have been and are till to a great
extent treated as entirdy separae fidds, they are dedt with by different
organizations, both nationdly and internationdly, and dso within the UN system,
and by different types of policies and measures. In practice, however, they are
increasingly intertwined. Military expenditure conditutes a sgnificant economic
burden in many developing countries, which inhibits economic and socid
development. Lack of security inhibits economic activities and armed conflict exerts
a disastrous negative impact on economic development. The conflict prevention

for the 1999 Nobel Symposium: A Future Arms Control Agenda’, Stockholm, 30 Sept. - 2 Oct.
1999.
36 Ball, N., Overseas Development Council (Wash DC), ‘Arms control as a conflict-

management tool’, Paper prepared for the 1999 Nobel Symposium: A Future Arms Control
Agenda’, Stockholm, 30 Sept. - 2 Oct. 1999.
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perspective is now being integrated into national development policy and co-
operation in many countries. The World Bank has created a Post-Conflict Unit to
fecilitate assstance in recondruction activities after the cessation of hodilities.
Security can no longer be understood mainly as military security. An expanded
security policy should integrate so development policy in terms of a globa security
policy which covers economic, socid, ecological and politica relationships in other
regions of the world. It is possible that the UN could have arole to play to promote
the needed fundamental change in security policy which is aready emerging.

Theneed for increased transparency in military matters

Openness and democratic participation in the formation of defence and security
policies, in arms procurement decision-making, and budgeting processes condtitutes
an overdl chalenge. Transparency in defence budgeting and the activities financed
by defence budgets is important for two mgjor reasons.

1. For establishing nationd priorities between military and non-military sectors in
the dlocation of public expenditures.

2. For building confidence and security between neighbour states.

Domedtic trangparency in military metters facilitates the identification of excessve
military spending and can in itself lead to reductions in military expenditure in cases
where other than security-related factors determine the amounts of money dlocated
to defence.

This fadlitates the identification of excessve militay expenditure and the
edablishing of priorities in the dlocation of public resources between military and
non-military purposes that are in line with the interests of the population. In many
countries there is extremdy little information available about the military sector, not
only for the tax-payers and the dectorate, but aso for the members of parliament
with the task to agpprove or rgject government proposals on military matters.

Information exchanges with neighbour states can adso lead to reduced leves of
military expenditure by reducing threat perceptions and preparing the ground for
arms control and disarmament agreements.

While increased trangparency on the nationd and sub-regiond leve is the most
important, internationd initiatives may reinforce demands for nationd trangparency
and aso contribute to the provison of data. Here, the internationa community and
the United Nations have arole to play in promoting the concept of transparency and
setting the dandards. Exigting initiatives include those of the United Nations for
reporting military expenditure and internationa arms transfers. While the response
rate to the latter is relaively high, the reporting of military expenditure has a much
lower turn-out and this mesasures is currently therefore under review by member
governments.
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The UN Reporting Instrument on Military Expenditure

The UN cdl on its member dtates to report annudly the size and sructure of their

military expenditure37 - which originally was established as a first step to reduction
of military budgets - is currently a rather lame measure. The response rete is low,
averaging around 30 countries out of atotal of 187 UN member states and these
are to a great extent those which dready are most transparent in military metters.
Some improvement is required and the reporting insdrument is therefore currently

under review.38 The most important changes required are:

a) A more active gpproach by the UN Secretariat to encourage member states to
report;

b) Some paliticadl momentum behind the initiative,

Today the UN Secretariat is not authorized to do much more than passvey
receive and file the reports. The much greater response rate by other organizations,
including SIPRI, shows that a more active gpproach could give rather prompt
results. However for broad participation in the UN reporting system, this would not
auffice. Incentives to report require a political context.

Information exchanges on a regiond basis for confidence building, modelled after
the OSCE system could provide one such context. Broader proposals to reduce
military expenditure by specific percentages, as was the origind intention with the
UN system and as are till kept dive in the academic community, may be too crude
and generd to be feasble. However, it could be possble to develop smilar
proposds on a regiond bass and including measures which are tallored to the
security environment of a particular region. Another useful initiative would be to st
up some kind of trangparency inditutes with the task to compile and provide
information on military matters, and provide support to parliamentarians, civil society
for an informed debate on budget priorities, ams procurement, arms imports,
economic impeacts, etc. Today the most basic information for an open debate on
these issuesislacking in many countries.

The UN Register on Conventional Arms

The response rate to the UN Register on Conventional Arms (initiated in 1991)39 is
higher: 97 member dtates reported in 1998. The report for 1999, which was
released in August 1999, included responses from 64 countries with some additional

37 Report of the Secretary-General, Objective information on military matters, including
transparency of military expenditures, United Nations General Assembly, UN Doc. A/54/298,
22 Sept. 1999 (URL: http://www.un.org/Depts/dda/CAB/rep542981.pdf).

38 gee for example, Draft Resolution of the First Committee, Objective information on
military matters, including transparency of military expenditures, United Nations, UN Doc.
A/C.1/54/L.27, 22 Oct. 1999 (URL: http://www.un.org/Depts/dda/CAB/resb427e.pdf).

39 UN, General and Complete Disarmament: Transparency in Armaments, Report on the
Register of Conventional Arms, Report of the Secretary-General, UN Document A/47/342, 14
Aug. 1992.
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replies expected later.40 Much remains to be improved, however. Transparency in
the internationa arms trade is till very limited. The UN Regigter provides little detail
on the items which are reported. Smal arms and wegpons of mass destruction are
not included at al, neither are technology transfers for the manufacture of wegpons.
Reporting on procurement from nationa production and on military holdings which
have been included in the reporting to the UN Regiger snce 1998 is dill
unsatisfactory. The Group of Government Experts with the task to review the
Regiger will convene again in year 2000 and it is hoped that the gradud
improvement of the Register will continue,

Transparency in arms production

The area in which there is the least trangparency is arms production. This is 0
bascdly for commercid reasons. Arms producing companies release little
information on their aims sdes and governments are reluctant or unable to put
pressure on them. With the internationdization of arms production, this becomes
even more difficult on the natiiond leve. Stll, ams producing companies are
powerful actors and will probably have dgnificantly increased leverage in the
evolving internationa system for arms production and exports. With arms sdes
ranging up to 15-20 hillion dollars per year and with an increasingly oligopalidtic
indudtrid structure, the power baance between state and indudtry is shifting to the
detriment of the former. There is a need therefore, for policy proposals to introduce
some trangparency in the activities of the arms indugtry, with the long term view
towards some type of regulatory measure of thelr activities, preferably on an
internationa basis.

40 Report of the Secretary-General, The United Nations Register of Conventional Arms,
United Nations General Assembly, UN Doc. A/54/226, 13 Aug. 1999 (URL:
http://www.un.org/Depts/dda/ CAB/rep542261.pdf).



