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Résumé : L’analyse de I'impact des dépenses militaires sur les économies
nationales produit souvent des résultats différents selon I'espace de temps
étudié (court ou long terme) et les pays (producteurs ou non d’armements).
Les dépenses militaires dans une Nation sont supposées produire un effet
positif sur la sécurité d’'un pays, mais ce service reste difficile a évaluer, car
le budget de défense n’est pas nécessairement bien utilisé dans le cadre
d’une stratégie de dissuasion ou de conflit. Cependant, il est intéressant de
mesurer leur influence sur I'emploi, I'inflation, la croissance économique ou
I'investissement et de déterminer les économies éventuelles produites par
un contrdle international des armements et les colits et avantages politico-
économiques a relier développement et désarmement.

Summary: The analysis of the impact of military spending on national
economies often produces different results depending on the time span
studied (short or long term) and the countries (arms producers or not).
Military spending in a nation is supposed to have a positive effect on a
country's security, but this is difficult to assess because the defence budget
is not necessarily well used as part of a deterrence or conflict strategy.
However, it is interesting to measure their influence on employment,
inflation, economic growth or investment and to determine the possible
savings produced by international arms control and the political and
economic costs and benefits to be linked between development and
disarmament.

Mots clés: dépenses militaires, inflation, croissance, emploi, désarmement pour le
développement, industries d’armement, course aux armements.

Keywords: military spending, inflation, growth, employment, disarmament for
development, arms industries, arms race.



Analysis of the economic advantages of disarmament has all too often been tersely
reduced to the celebrated dictum "guns or butter". The great majority of economists have
always regarded military expenditure as unproductive, as a burden to be minimized to the
greatest extent commensufate with security constraints, so as to increase the potential for
economic growth. That is tantamount to saying that, all other things being equal, a
decision to disarm was seen as a procedure conducive to economic growth. The thesis is,
however, one that has been disputed by such widely differing economists as Marx (1860),
Galbraith (1960) and Benoit (1978) and called into question by the programmes of the
Brazilian and Indian arms industries based on policies of economic development through
import substitution and "industrializing" industries. That amounts to the assertion that the
dividends of disarmament seem no longer to be a positive inevitability but a potentiality to
which restrictive hypotheses may apply, at least in the short term. Until recently, in fact,
economists have not derived any real inspiration from disarmament. Strictly speaking, it
cannot be said that there is an economic theory of disarmament, but rather that there are
some often contradictory economic analyses of armament (Fontanel, 1990b). There are
five main arguments in support of this attitude:

(1) On its own, economics is a discipline that is incapable of encompassing all the
problems of defence. For half a century past, economists have attempted to establish the
existence of regularities and laws that did not fit in well with the real constraints of
power, impending danger and conflicts. This attitude has been an essential element in the
continuous neglect of the multidisciplinary aspects of defence.

(2) The United States was for long persuaded that it was one of the aims of Stalin and
his successors to impel the countries with market economies to expand their unproductive
disarmament expenditure to the point of ruination. The Soviet leaders were of the
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simultaneously generating vast military capacities. Historically speaking, the mobilization
of considerable resources in peacetime for the acquisition of permanent military forces is
a recent phenomenon; the volume of military purchasing in the interval between two war
situations was previously very low. According to Schelling (1966), this "cost-imposing"
strategy is rational only for a zero-sum game, which is not often the case. The two
powers involved do not, in fact, improve their security by simultaneously increasing their
military expenditure. Being imbued with economic considerations of the exhausting
effects of the arms race, the economists of the two systems have, however, concerned
themselves all too rarely with the economic advantages of disarmament.

(3) War is often synonymous with profound social transformations. The basis of war is
not exclusively economic; it exists in the context of the struggle for power, and of
religious and ideological convictions. Under these conditions, only massive armament is
open to negotiation. Coexistence of the two economic systems, the capitalist and the
socialist, is deemed to be impossible in the long term because they are both imperialist
and antagonistic. Disarmament seems highly unlikely. Two contrasting analyses are
possible in the present situation of reform in the Eastern countries. On one view
disarmament has become a possibility because "socialism" in the form in which it existed
is now on the way out, while the other makes the assumption that the convulsions of the
economic and political reforms in the countries of Eastern Europe are occasions for social
conflict and rearmament heralding war situations (Fontanel, 1990d).

(4) States have to protect their wealth or run the risk of being deprived, ultimately, of
their rights over the distribution of the world’s wealth, a situation pithily summarized in
the maxim: "Money to get the power and power to keep the money". The economist,
however, cannot be content with this recommendation, despite the fact that it is often
borne out. He must also consider what burden of defence the economy of a country can
assume without putting its growth at risk. Defence expenditure is a vital necessity
for developed countries that do not wish to be plundered. Japan and Germany are special
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they are thus left free to realize their full potential in the economic sphere. In a war
situation, defence takes over the whole of the national economy. In peacetime,
governments faced with a military reluctant to see defence imperatives subordinated to
economic considerations have to take into account the balance that must be maintained
between expenditure that may prove to be impoverishing and the maintenance of national
security. There is, therefore, a choice to be made between today’s and tomorrow’s
security, a choice dependent on the nature and strength of international tensions. The
defence effort, which we know to be covered by unproductive expenditure, may have
adverse effects on the economy as a whole. When the State and the Nation are one and
the same, military expenditure is public property in the full sense, so that its quantitative
and even its qualitative determination are independent of the market. Under those
conditions the government has to make a choice, which it may sometimes be free to make
(particularly in a war situation), but which is often at least partly determined by the
inertial effects of military expenditure, the extent of the strategic threat and the country’s
actual economic situation. The State must therefore settle on the "razor’s edge" of
spending just the amount needed to give itself military protection in the short term
without threatening the increase in wealth needed to maintain the defence effort. It is
extremely rare for what is militarily rational also to be economically rational.
Furthermore, the economy of the day is a battlefield, and any limitation of the defence
effort may lead to a progressive alteration in the global geography of the satisfaction of
needs. The possible effects of a reduction of military expenditure or of disarmament are
not confined to improvement of the macroeconomic results of the country concerned; they
also modify the distribution of the advantages of growth, and effect a partial redistribution
of the cards of international competitiveness, thereby transforming some quite delicate
balances and giving rise to the at times unbearable tensions inherent in periods of change.
(5) Does disarmament give rise to economic factors or do they stem from it? If
disarmament is a "discrete" (not economically deterministic) decision of a political nature,
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that modifies the conditions of economic growth. If, on the other hand, economic factors
condition the disarmament process, it becomes more of a consequence of a state of crisis
in society brought about by failure to satisfy national consumer requirements or by an
increase in the rate of unemployment. Disarmament and development would appear to
exert simultaneous relationships, each being at the same time both the cause and the result
of the other. Advocates of the New Economic Order see disarmament more as a
‘consequence of development. Under those conditions disarmament processes initially
follow a course of the development of the poorest countries and even in some instances of
a more equitable distribution of world resources. Conflicts are not confined to arms
production, but also find expression in economic, political and cultural domination.

There is therefore no point in negotiating disarmament if nothing else is done to reduce or
eliminate the causes of the arms race. In an increasingly interdependent world,
geopolitical considerations involve a definition of security that is both economic and
military. Underdevelopment is a threat to world peace (Declaration of the Panel of
Eminent Personalities in the Field of Disarmament and Development).

Present day economic analysis is not such as to permit a clear reply to the three
fundamental questions of the economics of defence and consequently of disarmament:
What choice should be opted for between guns and butter (i.e. the opportunity cost of
military expenditure in civilian production)?

What is the explosive power of a dollar (the "bang for a buck"), i.e. the explosive power
of a dollar spent on national defence?

How much has to be spent and in what way must it be spent (i.e. the search for the
optimum level of military expenditure)?

These questions are, moreover, very closely interconnected, since the explosive power of
a dollar is worth knowing as an indication of how much must be earmarked for national
defence in a situation of relative scarcity. Economists concern themselves mainly with
the first and third of these questions. There are many myths connected with thinking on
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economic and social problems of countries, despite some inherent costs and difficulties
(Hartley, 1990a). In the context of a study of disarmament, economists have to give
consideration to:
(1) the scientific methods employed in the economic analysis of disarmament;
(2) whether military expenditure is endogenous or exogenous;
(3) the forms of disarmament, which produce different economic situations;
(4) the foundations of disarmament in economic thought;
(5) historical experience of the relationship between the economy and disarmament;
(6) the application of empirical and quantitative methods to the economic analysis of
military expenditure;
(7) the results yielded by the main economic models of disarmament; and
(8) the economic significance of disarmament for the development of developing
countries.
L. Methods for the economic analysis of disarmament

All the methods in general use in economic analysis may be applied to the
economics of disarmament. No economic situation is ever repeated in exactly the same
form. The experimental approach is practically impossible in economics, and in any case
the information that it yields is limited because events do not repeat themselves. Under
these conditions the methods of analysis most employed are deductive analysis based on
postulates, empirical simulation models, evaluations of reduced forms, input-output tables,
and historical and monographic studies (Smith, 1989). Nevertheless, the theoretical
problem and the practical difficulty of demonstrating the validity of models argue in
favour of the use of several methods simultaneously or in an iterative procedure.
L1. Theoretical deductive analysis

For the rationalist method (the method of testing the truth of axioms), economic
theory consists of a set of logical deductions based on unverifiable premises that cannot
be objectively experienced. The validity of theories depends on the definition of the
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dependent on the axioms and validation of the theory amounts to demonstrating its
internal coherence. Nevertheless, "rationalist" economists have very frequently ignored
the military reality which, it must be quite clearly stated, was very far from the rational
forms of behaviour of economic man. "Deductive" analyses of the economic effects of
armament (or disarmament) have not led to a unified view of the nature of military
expenditure and its impact on the basic economic variables of a Nation; that is clearly not
surprising when we recognize the extent and the diversity of the debates to which political
economy gives rise. By way of synthesis, however, it may be said that economic theory
suggests that the defence effort has not inconsiderable economic effects, particularly on
the volume of public demand, the structure of supply, the organization of production,
trade and distribution, and on the competitiveness of companies and, consequently, on
economic growth.

The thrust and extent of the impact of military expenditure on the national
economy are dependent on chance contingencies such as the pressure of effective demand,
industrial organization, the economic policies pursued etc. It has been argued in several
deductive studies that the (long term) structural effects may differ from the effects of the
situation. Thus, an increase in military expenditure may, in the short term, have a
favourable effect on economic growth when the situation is one of underemployment, but
it is also liable to give rise, in the longer term, to inertial effects harmful to
socioeconomic development. Having regard to these developments, that are contradictory
over time, and to the specific nature of the economic relationship of each State to defence
(whether it produces or imports arms, the comparative importance of its defence effort in
the light of the actual economic situation etc.), it could be said that economic theory was
incapable of providing an unambiguous reply to the question whether a greater military
effort was likely to slow down or accelerate economic growth (Faini et al., 1984). It has
been commented that the comparison of these theoretical models with the statistical series
of military budgets compiled annually by several bodies, with a view to verifying the
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obvious deficiencies in the specification of the variables and parameters adopted in most
models, and in explaining their dynamic functioning (Schmidt & Dussauge, 1983).
1.2 Simulation studies

A catalogue of facts does not give rise to any theory because it is necessary to go
beyond the observation of events in order to arrive at a proper understanding of their
reality. Deduction rests on observation and vice versa, and there cannot be any induction
in the absence of initial hypotheses. The validity of a model cannot be restricted to the
truth of the hypotheses, but must also be dependent on the capacity of the system as set
out to predict the behaviour of the real system, even if, in some instances, the cause and
effect relationships or simultaneous relationships misrepresent or simplify the reality. The
"positivist" economics advocated by Phelps or Friedman emphasizes that a model is valid
if it yields correct information on the actual operation of the system. The first step in the
construction of a model is the creation of the information. Formal systems are merely
artefacts, products of human ingenuity, that imitate how events appear and are
characterized by functions. Models have to be evaluated in terms of how well they
communicate and the quality of the information created in relation to the objectives laid
down at the time of construction. The economist has therefore to consider which
variables should be accepted, the level of their aggregation, the relationships being tested
and the basic aims of the study. For example, military budgets may be disregarded in a
macroeconomic growth model concerned with the relationship between labour and output,
whereas a study of the economic impact of the defence effort requires military
expenditure to be adopted as a key variable of the formalized system. Nevertheless, this
methodology is not without its shortcomings, prominent among which are the dubious
significance of the results obtained, the obvious risk that the relationships will be unstable
and the low degree of relevance as a tool in economic decision taking.

Simulation studies require the establishment of strategic-economic models that
emphasize the economic effects to be expected from ongoing disarmament. The
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under consideration, while relationships and military and economic "feedback effects" are
established by the system of equations. Theoretical experimentation affords new scope
for an understanding of the economic phenomena involved through multiplication of the
possible scenarios. Nevertheless, macro-models do have their limitations, which are well
known, and the results remain specific to the country under investigation. There is a
need to develop empirical tests on the conclusions derived from the simulation model.
Comparison of the results of the simulation with the actual facts may then result in the
partial abandonment of the theoretical hypotheses, with the economist seeking to
determine the areas of application arising from the experiment. With this method
economists may, however, conduct theoretical experiments on the impact of military
expenditure or investment on the key economic variables. The present situation is that
the main makers of models have not always built the dimension of national security into
their formalized system, and that when they have done so it has all too often been after
the core of the model has already been constituted, with the result that the variables of the
defence economy are tagged onto it. Even so, these studies have very interesting results,
although they are not always easily explicable, having regard to the complexity of the
model. Many specific models make use of information drawn from several countries in a
horizontal (cross-sectional) approach, thereby neglecting chronological analyses.
Moreover, it is of some interest to note that multiplier effects are typically analyzed on
economic information of the same year (horizontal spatial analysis) and with respect to
more than one country, depending on the criteria of homogeneity specific to each study.
Econometric models in which chronological series of data are used lay the emphasis on
short-term effects, since all the information considered relates to the recent past.
Conversely, models based on a sample of data concerning a broad range of countries in
different stages of development generate parameters of long-term impact. Taken in
conjunction, these two types of analysis provide a good overall view of the effects of
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1.3 Evaluation of reduced forms

Simulations employ structural relationships that emphasize the basic connections
between the main variables in the economic process. In the absence of models of this
type, the evaluation of reduced forms of simple equations or of small formalized systems
yields interesting information on the relationships between investment, unemployment or
prices and the economic variables of defence (Smith, 1980; Fontanel, 1980). The
formalized system will be deemed valid if, in the event, it confirms the calculated
prediction within a degree of accuracy laid down in advance. This method is of value for
the detection of statistically significant relationships corresponding to the initial
hypotheses. It is applied heuristically (especially to back up the researcher’s intuition
regarding the nature of the basic macroeconomic relationships), but is also used to verify
the application of a theory on a concrete example.

It is an intuitive assumption of this highly empirical method that observation is the
main source of knowledge. In fact, the economist analyses events by creating and trying
out hypotheses. The main question is to determine the dynamic relationships of feedback
in order to identify the Grangerian causality of military expenditure on the other
economic variables (Chan, Hsiao & Keng, 1982; Georgiu & Smith, 1983). These
relationships do not really explain the basic relationships of the process; they operate in
accordance with the "black box" procedure and consequently yield little information on
the mechanisms of transmission and on what needs to be done to alter the "course of
events".

1.4 Historical studies

History serves as a means of confirming or invalidating conclusions from
explanatory theories in all current research on the validity of models. The inadequacies
of quantitative analyses make it essential to utilize qualitative information, and that
implies historical research on the influence of the variables of defence on national
economies. History is, however, unable to make allowance for the logic of the
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systematic data gathering, no more than a trace of the structures and behaviours is
retained, and the tools of history are scarcely adequate to tranélate the complicated
succession of events in dynamic systems. The drawing of an analogy between past and
future events comes up against the difficulty of the description of situations observed at
different periods and in different terms with quite precise structures. The past is gone for
ever in economics. The great lesson of history is the diversity of events and the relativity
of laws. Social reality is unique and historical; it is the end and the beginning of other
series of events. The method is a very useful one for the study of situations in which the
hypothesis of structural stability cannot obtain, in particular during periods of war or
intensive disarmament. Furthermore, historical studies bring out political and social
factors that do not lend themselves readily to calculation and statistical analysis. Times of
great change call for qualitative historical analysis.

L5 Case studies

Case studies may play a similar role at the microeconomic level to that of
historical studies in macroeconomic analysis. A thorough examination of armaments
manufacturers or of the cost of weapons systems yields details of value for an
understanding of broader economic phenomena, and in particular for assessment of the
quality of hypotheses on the behaviour of the military sector. Although such studies are
uncommon, on account of the secrecy that surrounds military matters, they are often of
interest (Hartley, 1983).

All the methods here reviewed may help to improve our knowledge of economic
phenomena, but none can lay claim to monopoly in that respect. Economic analysis is
devoted to reasoned observation, i.e. to statistical criticism and rational construction. A
theory is verified when its consequences are borne out by observation. Following Karl
Popper, it is worthwhile seeking to establish how far the preferred model is confirmed
rather than to pursue its unattainable absolute verification. Confidence in the formalized
system is increased if empirical tests fail to yield negative results. Gradual confirmation
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need to use combinations of methods in the treatment of economic problems relating to
military expenditure.
II. The economic determinants of military expenditure

The basic question where disarmament is concerned is to know whether it is self
ordained or whether it is the result of an endogenous systemic process. If armed conflicts
do not always stem from imperial fiat, there may be economic factors at the origin of
conflicts, along with the quest for power and ideological considerations. Nevertheless,
States may always opt to control their levels of armament, either because they fear that
massive stocks of arms could harm all Nations, or because they seek an agreed reduction
in the level of such unproductive expenditure. If other conditions are equal, such a
decision will alter the conditions under which national economies operate.
IL.1 The special nature of military expenditure

Economic theory makes the assumption that military expenditure does not directly
satisfy an economic need (in which sense such expenditure would reduce the resources
available for the common good) and that it is unproductive (Fontanel & Smith, 1985). As
regards armament, we may consider how the State can make strategic choices that are
also economically effective. What do soldiers produce (what is their output)? What types
of armament (or disarmament) should be demanded? It is difficult to provide answers to
these questions, and all are open to dispute. The theory of public financing provides
interesting ideas on the optimum level of government expenditure of public property.
Public property is endowed with some remarkable properties in economic theory: it is
indivisible, and there is no rivalry or exclusion in its consumption. Defence is usually
analyzed as public property pure and simple, with no rivalry or exclusion in its
consumption, which remains true in the context of a military alliance (Olson &
Zeckhauser, 1966). The view is, however, one that is not always borne out because
defence strategies may modify this monolithically public nature of the satisfaction of the
need for international security. Nuclear deterrence from the weak to the strong and the
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pure and simple. On the other hand, the non-violent strategies of Gandhi’s India and of
the civil defence developed in particular by the Swiss Confederétion make it impossible to
continue to define the defence effort as public property pure and simple, since they imply
greater autonomy in the taking of decisions by those involved. Hewitt (1991a) is of the
opinion that, despite appearances, military expenditure does not lend itself readily to the
traditional economic analysis of public expenditure. The optimum level of military
expenditure is a concept that is prescriptive, political, strategic, psychological, economic
and even moral, with the result that theoretical analysis of public property is relatively
powerless when it comes to revealing the financial choices of defence. That is not to say
that the economist can neglect the economic analysis of military expenditure, but there is
the need to be aware that it has its limits and that it has a bearing on only one part of a
multidisciplinary body of thought.

Economists generally regard military expenditure as an element or cost needed to
ensure national security. Defence is therefore an output measured in terms of the level of
security ensured by the size of the military expenditure relative to the external threat and
the actual political situation. Just like the idea of utility, however, the concept of defence
is scarcely such as to permit the definition of cardinal units capable of providing clear
indications of the degree of security of each country. That being the case, economists
regard the level of defence as a monotonic function of military expenditure, whatever its
form, the strategy and the arms that it procures. Introduction of the idea of conflict and
security makes a distinction between cosmopolitan economics (as the science whose
subject is the economics of material well-being) and political economy (as a project by
which a State achieves prosperity, security and power). Only occasionally does economic
rationality coincide with political and strategic rationality (Saby, 1991). Thus, the
military expenditure of one country constitutes a threat to other countries and that helps to
accelerate the arms race. The connection between military expenditure and the benefits
of defence is the subject of conflicting debates over, in particular, the dangers of
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attack, thee quality-cost estimates of each force or arm (which should be the same for all
the instruments of defence in an cconomic optimum concept), the scctorial, rcgional and
temporal redistribution of the economic profits and losses of the military effort and the
potential satisfaction of other collective aims from the costs of the military seclor.

Military expenditure is not, in general, taken as a variable in national or
international macrocconomic models, and when it is such expenditure is treated as an
€xogenous variable unilaterally determined by the State. This view is unsatisfactory
because mililary expenditure as an instrument of defence or of war is in the category of
essential cconomic variables whose impact is not confined to discrete actions (in the
mathematical sensc of the term) of possible disarmament agreements or armed conflicts,
but is also cxpressed in the continuity of the national defence effort needed in the long
term. Depending on the immediacy of the threat and the power of the Stales, economic
factors are morc or less heavily involved in the determination of military expenditure (a
fact frequently presented as the choice between guns or bulter). Collective choices both
of what is an acceptable economic defence effort and of the establishment of concrete
measures of national securily are however often influenced to a considerable degrec by
other factors, notably strategic and political factors, such as the imminence of war, the
ideological struggle, and the view taken of the risk of international and even national
conflicts, having regard to the costs involved and the risks entailed by the foreseeable
defence systems.
11.2 Military expenditurc and the structurc of public expenditure

Through the inertial effects that they cxert on cconomic flows, military budgets
maintain the activity of whole branches of industry, ensuring them some financial security
and an additional growth potential through the development of economies of scale and
effects of domination. Relying on a study of the proportions of military expenditure and
private expenditure in the GDP, Russett (1969, 1970) concludes that military expenditure
modifies investment, individual consumption and State and regional expenditure,

According to him, there is 2 substitution effect between social expendilure and military



expenditure in the United States. However, this hypothesis has not always been borne out
when reexamined by more sophisticated methods and over a longer period of time
(Russett, 1982). A similar conclusion was arrived at by Domke (1983) for the United
States, the United Kingdom, West Germany and France.

Studies on the relationship between military expenditure, expenditure on health and
expenditure on education yield contradictory results for developing countries. While the
reports of Brandt (1980, 1988), Palme (1982) and Thorsson (1981) assert that military
expenditure is a threat to economic growth and development, and therefore to future
security, they condemn the use of public funds in the military sector to the detriment of
health and education. As was the case for the developed countries, econometric studies
on the negative relationship between expenditure on health and military expenditure yield
contradictory results. Thus, while Deger and Looney confirm this hypothesis, it is
questioned by Kennedy (1974), Ames and Goff (1975), Hayes (1975) and Verner (1983).
In fact, we may question the permanency of a relationship that may change with the
actual economic situation in which choices are exercised by governments. Most of the
analyses that have been made in developing countries conclude that countries in which
military expenditure is low are also modest consumers as regards education and health
(and vice versa), that military expenditure is just as vulnerable as other forms of public
expenditure to a reduction of the State budget, and that there are scarcely any
consequences on appropriations for health and education following an increase in military
expenditure. In the recent study by Harris, Kelly and Pranowo (1988), the hypothesis
that the greater is the amount of public expenditure allocated to military expenditure, the
lower is the share of expenditure on health and education was borne out in only 40 per
cent of cases examined relating to 50 countries. Effects of substitution between military
expenditure and social expenditure are weak and military expenditure is found to be quite
sensitive to a reduction of public expenditure, at all events clearly more so than is social
expenditure. In developing countries military expenditure is first and foremost a matter
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to modify the level of such expenditure. There is therefore an inertial effect that is all the
stronger to the extent that employment is a factor in the decision. The analysis of Hicks
and Kubisch (1983, 1984) emphasizes that social expenditure is less vulnerable than
expenditure on defence and administration to a reduction of public expenditure in
developing countries, and far less vulnerable than the productive sectors and the
infrastructure. This analysis has been verified for developing countries by Hewitt (1991a)
and by De Masi and Lorie (1990). In the first case governments were confronted with a
rise in interest rates; they tackled this by increasing their public expenditure and reducing
the importance of some sectors, in particular military expenditure and expenditure on
economic services. Social expenditure, on the other hand, tended to be maintained or
even to increase. According to the authors of the second study, military expenditure was
slightly reduced when the adjustment programme requested by the World Bank called for
a tight fiscal policy. On the other hand, when public expenditure could be increased it
was the non-military sector that took priority. The inertial effects of military expenditure
were higher than those of other public expenditure. There was therefore a stabilizing
effect, referred to by Galbraith (1968) as the safety margin.
II.3 Military expenditure as an endogenous variable

The last decade has witnessed the development of a number of formalized studies,
often backed by econometric research of varying degrees of complexity, the aim of which
was to explain the economic foundations of military expenditure. The results obtained
have not always been either coherent or generalizable on account of the contradictory
analyses in time and space that they prompt. However that may be, current economic
analysis is still failing to produce decisive results in this field of thought, in which most
studies are relatively recent, mainly post 1965. In the economic context, military
expenditure is limited by the available resources, although national security implies costs
that are often determined by other than economic considerations, such as the extent of the
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Military expenditure may be regarded as a variable that is half endogenous and
half exogenous. That is how authors who take a marxist line come to consider that
military expenditure serves both to offset the weakness of internal demand (Cypher, 1974;
Krell, 1981), and to soak up the surplus that monopoly capitalism secretes (Baran &
Sweezy, 1966), or to weaken the socialist economies obliged to accept the arms race in
order to survive (Gerbier, 1984). More generally speaking, several economic
determinants of military expenditure have been discovered:
the more powerful is the State, the more likely is it to have significant resources. There
is a positive relationship between the civil budget of the State and military expenditure
(Lotz, 1970; Harris, 1986; Fontanel, 1980), from which it would appear that the
vagueness that is a feature of the options of governments in matters of security was
countered by an inertial effect inducing governments to set military expenditure at a more
or less constant proportion of the public budget from one period to the next;
military expenditure is often seen as an economic burden. The larger is per capita
income in a country, the less, proportionally, is the State inclined to increase its military
expenditure (Lotz, 1970). This is the analytical expression of the choice between guns
and butter;
as a factor of development, urbanization also exerts a positive influence on the level of
military expenditure, probably because the regrouping of the population carries with it the
threat of new internal dangers (demonstrations, conflicts, etc.) and external threats (Lotz,
1970);
the availability of petro-dollars is a factor that tends to increase military expenditure in
developing countries, both to curb the territorial, political or economic ambitions of
neighbouring countries and to take up the surplus of abundant resources, giving way to
the "demonstration effect” in emulation of richer countries (Deger & Smith, 1983);
cyclic movements of the economy (Griffin, Wallace & Devine, 1982; Galbraith), in
particular the attempt to maintain full employment in the short term (Smith & Deger,

1983), are not unimportant cause variables of the military expenditure of developed



countries. Under those conditions, the status of military expenditure vacillates between
the endogenous and the exogenous, it being understood that endogenous stimuli restrict
the possible scope of a partly exogenous decision, making it the object of a vote and of a
spectrum of possibilities, the width of which will vary with the immediate economic,
political and strategic circumstances;

the existence of a military and industrial complex tends to have a positive effect on
military expenditure (Melman, 1974; Kidron, 1970; Griffin, Wallace & Devine, 1982).
Such a complex is undeniably economic in nature, even if the epithet does not suffice to
characterize its social and political scope. Militarization of the economy is briefly defined
as a particular social attitude according to which war, the threat of war or preparation for
war are a major collective concern, implying a substantial degree of legitimacy,
considerable political influence of the military sector over government decisions and a
significant allocation of national resources to cover the constraints of national defence.
Militarization embraces the sociological, political, economic and social dimensions of the
production, sale and use of arms. For Ron Smith (1983), militarization involves the level
of military expenditure, the militarization of internal social relationships, trends towards
war or the use of force in international relations, and the proliferation of nuclear arms.

In a broader setting, and with reference to the United States, Adams and Gould (1987)
point out that the extent of military expenditure is dependent on national security (and
mainly on ideas relating to "the margin of superiority" or "windows of vulnerability"),
but also on the workings of the Pentagon, stemming in particular from competence, but
also from the services promoting themselves and from the rivalries between them, from
the realities of the competition between arms manufacturers and the perception of
insecurity. The "iron triangle" or "the government within the government" (the
government, the arms industries and the Congress) has some impact on the choice of
materials, their quantity, their make-up and their cost, with all the wastage that such a
situation implies, and it operates by virtue of a great complicity of special interests based

on close working relations, with considerable links between Federal officials and arms



firms and increasingly tenuous contacts with the democratic machinery of government.
Under these conditions it is no longer the Head of State and the constitutional bodies that
decide the level of military expenditure, but a network of interests

The debate on the matter has been enriched by three new studies. For Gonzales
and Mehay (1990), military expenditure is dependent on population, on the military
expenditure of allied and opposing countries (although this has not been confirmed for
developed countries), on the per capita Gross National Product, and on the democratic
nature of the societies concerned or constitutional limitations on expenditure. Hewitt
(1990b) used a two-equation model for simultaneous determination of the level of central
public expenditure and military expenditure. The public budget is dependent on the
availability of funds, both national and international, on the material well-being of
citizens, on the political situation and on the ideological priorities of governments. The
results show military expenditure to be dependent on economic, financial, political and
geographical variables. Military expenditure has a favoured position in the sense that the
greater is the National Product and the less the richness effect, the more positive is the
effect on it. On the other hand, whereas indebtedness tends to reduce the defence effort,
the situation is different for public international aid, although this hypothesis is refuted by
Cashel-Cordo and Craig (1990). Furthermore, the existence of wars, both civil and
international, monarchies, military governments and socialist States are, in decreasing
order of importance, factors that increase military expenditure. Geographic variables
such as land area or land frontiers (and sea frontiers, to a lesser degree) have a positive
effect on the defence effort. Lastly, it should be noted that consideration of the military
expenditure of opposing and allied countries sometimes plays a not inconsiderable part,
especially in highly conflict-prone regions. In the third study, Rajmaira and Ward (1991)
establish that the United States and the USSR differ in their recollection of what was done
by the other; The United States tends to recall the long history of its conflict with
Moscow, whereas the USSR harks back rather to the very brief period of cooperation of

the last few years with Washington. In other words, the United States is adjusting more



slowly to the attempts at cooperation between the two great powers, This characteristic is
to be seen in the evolution of the respective military expenditure of the two countries.

It remains the case that factors other than economic oncs are more generally
advanced as explanations for mililary expenditure. They include the burcaucratic
procedures involved in the allocation of military resources (Treddenick, 1985), ideological
struggles (Thee, 1982), elections (Nincic & Cusack, 1979), the power struggle (Terrell,
1971; Grindle, 1986; Griffin, 1982), changes in society (Grindle, 1986), dictatorship
(Kende, 1980), the militarization of society (Maizels & Nissanke, 1986; Thee, 1982;
Whynes, 1979), the arms race (report of the United Nations on the Economic and Social
Conscquences of the Arms Race ..., 1982), strategy (Fontanel & Smith, 1990¢) and
impenalist rivalries (Gerbier, 1984; Thee, 1982). Empirical studies are dependent on the
measurement of military expenditure and it is possible to have different theoretical
interpretations of the factors that explain the evolution of military expenditure conditioned
by how the dependent variables are defined and calculated (Fontanel & Smith, 1990e).
Comparable studies should be undertaken to elucidate the different econometric results
obtained as a function of the statistical sources. Although governments do make choices
over military expenditure, their freedom of choice is very limited by all the partial cause
variables, the basis for which is strengthened 1o the extent that the international strategic
and economic siluation evolves slowly.

III. The forms of disarmament

There are four main forms of disarmament: Destruction of military materials, cuts
in military expenditure, a ban on the production of certain types of armaments, and
thoroughgoing disarmament. These four procedures, which do not have the same
economic significance, may moreover be carried out simultaneously.

N1 Destruction of military stocks

This may initially involve the reduction of excess levels of armament, in which

case one has to define what is meant by an excess level. Given that the destruction of

weapons is a costly business, ils initial effect is to tend to increase the economic burden



of defence, even if the appreciable savings on the storage of weapons soon offset this
factor. A saving of a billion dollars on the budget of the Pentagon has as an immediate
result the loss of 38,000 jobs. In other words, disarmament taking the form of the
destruction of military materials now appears as a cost, and the possible transfers of
resources will initially serve to offset the costs that this collective decision entails. The
disarmament process currently in progress under the Treaty between the United States of
America and the Union of Soviet Socialist Republics on the Elimination of Their
Intermediate-Range and Shorter Range Missiles (the INF Treaty) is finding its initial
expression in the destruction of existing stocks (some 4 per cent of the total nuclear
missiles) but also in the foreseeable and seemingly unilateral limitation of military
expenditure. Disarmament is, however, currently more "political” than economic, even if
the estimates of world military expenditure for 1991 have not yet been revised
downwards. On the other hand, a disarmament process involves control and verification,
the cost of which is obviously not inconsiderable and must be allowed for and allocated
between the various Parties to the Agreement itself. Even if no procedure is effectively
established the States will themselves verify the reality of disarmament by the opposing
Party, for which purpose they will have to undertake a new form of expenditure based in
particular on observation satellites and systematié data gathering.

Table 1. Impact of the INF Treaty on net military expenditure (in millions of constant
1987 dollars)

Fiscal year 1988 1989 1990 1991 1992-2000
Reduction of military purchases -474  -230 -159 99 -209
Reduction of military personnel 0 -126 -236 -173 -456
costs

Treaty setting up and +160 +138 +106 +48 +51

verification costs
Reduction of net costs implicit -314 218 -289 -224 -614
in setting up the INF Treaty



For example, the cost of the INF Treaty is quite considerable. Gregory Bischak
and Michael Oden (1989) have attempted to compare the reduction of military purchases,
operational and maintenance costs and personnel costs with the financial commitments
occasioned by the destruction of arms and the verification of the agreement. According
to them, the effect of such an agreement is to lead to an overall reduction of military
expenditure (Table 1).

III.2 Prohibition of the production of specific weapons

A ban on the production of certain weapons (nuclear, chemical) is indirectly an
expression of the willingness to control armaments, and as such may be likened to a
disarmament procedure. Thus, the decision not to produce very short range nuclear
missiles modifies the output of the enterprises working in that sector. There are several
factors that complicate the change-over, notably the difficulty of using specialist
equipment for civilian production, the dangers inherent in use of the specialist skills of
the military personnel without additional training, differences between the behaviour of
monopsonic markets or bilateral monopolies and the competitive markets of the civilian
sector, and the practices associated with small-batch production. Having regard to the
smallness of the disarmament under the INF Treaty, conversion to the civilian sphere is
rarely carried out. That is why the cancellation of orders for GLCM products from the
Titusville plant of McDonnel Douglas was compensated by contracts for ground and air
cruise missiles. Conversion may have perverse effects. Converted industries faced with
increased international competition may in particular seek new outlets that imply
competition with the exported or locally marketed products of developing countries.
Unless the poorest countries engage in real protection, their national concerns may suffer
loss of competitiveness under those conditions and they may suffer economic collapse or,
at best, the establishment of foreign industries may drastically reduce the freedom of the
State to manage the economy.

Under the Ricardian theory of international trade, for example, the United States

does not have any obvious interest in reducing its output of cruise missiles under an



agreement on disarmament. The government normally seeks to keep those arms for
which it has the greatest comparative advantage. Economic considerations will therefore
be involved in the negotiations. They become all the more important, but remain as
difficult to analyze, as the forms of defence become more diversified. When all other
things are equal, it is in the interest of a great power to opt for the agreement that is most
costly in economic terms to its potential adversary. If two States are productive both of
security and prosperity, each country should be aware of the conditions of production of
these sectors and of the elasticity in the supply of workers and scientists. If prosperity is
a product that makes high demands on the numbers of scientists for country A, despite
restrictions on thé supply, whereas the supply of labour exceeds the demand, and if the
converse holds for country B, it will be in the interest of country A to demand
disarmament relating to the types of arms that create bottlenecks in its own civilian
economy, having regard to its situation over the factors of production. Country B will
have less advantage under this proposal. Lastly, there are great inertial effects in
existence for the defence effort from the very fact of the size of the flows and the stocks
in this sector. This should lead us to ponder the determining factors of military
expenditure,
III.3 Reduction of military expenditure

Politicians have often demanded the reduction of military expenditure. It must be
said that disarmament may be imposed by disastrous economic conditions nationally. In
other words, should modern armament have a recessionary effect on the economy it may
hold back future arms production and consequently affect future defence. The dynamics
of military expenditure is progressively undermining the economic basis of the great
powers, especially when the international political and social climate complicates
economic exploitation of the possible effects of domination generated by the balance of
strength of national armed forces. Reduction of military expenditure must be analyzed in
opportunity cost terms. At the global level it is expressed in the very short term by loss

of jobs or regional recession which may be offset after some time by expenditure on



education, health or the infrastructure. National economies are, however, heavily subject
to inertial effects that greatly limit flexibility over the work force and industrial
equipment. There are time lags that may give rise to considerable economic difficulties
in a branch of the economy or in a region. This situation may be overtaken rapidly by
the positive effects of expenditure, unless failure to achieve the minimum activity
threshold leads to the establishment of a vicious circle that complicates the use of
substitutable resources. Reduction of military expenditure, if negotiated, raises problems
of international comparison and comparison over time that are difficult to resolve, but for
which it has already been possible to find some interesting solutions (Cars & Fontanel,
1985). The economic factors are likely not to be the best source of reliable indicators.
On the one hand, having regard to the international agreements in force and the
technological features of the munitions, some types of delivery vehicle, e.g. nuclear
missiles, are clearly more effective than conventional weapons, and at a relatively low
cost in terms of the strategic, military and political advantages that they confer. On the
other hand, relations of strength are often expressed in terms of thresholds and a
homothetic reduction of military expenditure does not necessarily result in the former
balance of forces being maintained. Disarmament by reduction of defence budgets
implies that the structure of expenditure be taken into consideration. Thus, a great power
could reduce its expenditure by the order of 20 per cent by increasing its financial
investment in the nuclear sphere and by deciding to substitute a less expensive conscript
army for an army of professional soldiers. Because military rationality and economic
rationality do not have the same values disarmament cannot be determined solely by
comparisons of national reductions in military expenditure.
III.4 Thoroughgoing disarmament

Thoroughgoing disarmament may have several causes - economic, political,
strategic and even ideological. In fact, this form of disarmament appears on the scene
when military expenditure becomes more of an endogenous variable than a true

instrumental variable determined at will by the government. It is possible to conceive of



two scenarios that have not been presented in analysis of the cause variables of military
expenditure. In one case military and strategic considerations are secondary to the
economic reality; in the other, the view taken of defence costs leads States to achieve a
better quality to price ratio for the arms of value for defence.

The policy of easing trade restrictions in the military sector (Dunne & Smith,
1991) inevitably appears as a progressive factor of disarmament, bringing to mind the
idea of Schumpeter that military activity is the least bourgeois of social functions. When
defence objectives are subject to market rules, the pricing system is no more than a pale
reflection of the criteria of public service favoured by technological quality, relations
based on networks of interests, and cost-plus contracts. Economic competition involves
cost reductions, better information on the basic rules of defence, the search for
international cooperation, some opening up of the market to foreign companies,
privatization of national undertakings, limited intervention by the State in industrial
policy, and the pursuit of economies of scale, notably in the transition from military R &
D to civilian R & D. Under these conditions the defence sector loses its priorities and
military expenditure is truly regarded as a burden, which undoubtedly tends to promote a
form of disarmament that finances the defence effort.

The pursuit of new international cooperation over armaments is almost invariably
dictated by the reduction of unit costs that have become very expensive. When it works
properly, which is rarely the case (Fontanel & Smith, 1991), this international
cooperation leads to a reduction of military expenditure (with equivalent military quality)
and stimulates new effects of interdependence conducive to the reduction of tension and a
more equitable calculation of the expenditure to be collectively undertaken (the theory of
alliances).

Disarmament ought not to be seen exclusively as a transfer of resources in favour
of the civilian economys; it ought also to be analyzed in a dynamic setting of reduction of
the opposing forces and the maintenance, in the final analysis, of balances that are of a

fragile nature while the major strategic and economic variables undergo appreciable



modifications.
IV. The cconomic foundations of disarmament and the deductive method

Reasoning in the usual way for cosmopolitan economics, modern economic science
tends to obliterate all non-economic conflicts, despite the fact that the strategies adopted
by States do exert some influence on international economic relations as a whole. Ina
world of sovereign States the security of Nations is both a priority and a constraint that
economists have not always viewed in the same way. The history of economic thought is
instructive in this context (Fontanel, 1987a),
IV.1 Armed defence as a factor in development

In this type of theory disarmamecnt cannot be accompanied by development. For
mercantilists, the might of the Prince is the basic objective of any national economy
(Silberner, 1957). Under these conditions, what is economically the best has no intrinsic
significance, since it is always preferable for a Nation to be less rich if the other States
are proportionally even poorer. The defence of a country encourages national feeling and
victorious war enriches the State. Under such conditions disarmament makes no sense.
These ideas were to be taken up again in different forms by List (1957), an out and out
advocate of the national system of political economy, who suggests that liberal laissez-
faire leads to the domination of the strongest and that Nations must protect themselves
against foreign domination. Most current thought on economic warfarc can be traced
back 1o these lines of thought. In modemn analyses of game theory applied to
international relations (Brewer & Shubik, 1979), the thesis of unequal exchange
(Emmanuel, 1969), the theory of underdevelopment as a product of the development of
the great powers (Freyssinet, 1969), and concepts of economic warfare (Baldwin, 1985)
are all examples of reasoning that perpetuate this economic analysis in terms of power,

Bouthoul (1961) regards war as a necessary cvil that permits a harsh solution to
excessive population growth. It is irreplaceable in that it carries out the functions of
socio-demographic rebalancing and readjustment. This suggestion is expanded on by

Mandel (1975), who considers that conflicts or threats of war eliminate unemployment by



creating an artificial shortage and that they accelerate technical progress. In the view of
Galbraith (1968), disarmament accompanied by a reduction of international tension would
be liable to have adverse effects on the American economy and society because the
subordination of its citizens is dependent on international security, the threat of war is
essential in keeping social discord and antisocial trends under control, and the factors
likely to be associated with the social functions of armed conflicts and relations of
dominance over other States are essential to the wealth of the great powers. Jacques
Attali (1978) even regards war as an extreme manifestation of industrial competition, the
creation of demand and the employment of the factors of production. Conflict provides a
stimulus to production and transforms the patterns of consumption and social habits.
Thinking along the same lines, Marc Guillaume (1976) distinguishes the code of capital
and the code of power; the former demonstrates the social significance of commodities as
the basis of their value; the inequalities that this occasions lead to a continuous struggle
against scarcity and have the inevitable result of maintaining class demarcations in a
highly oppressive capitalist system. The code of power, on the other hand, is built up
from the bureaucratic hierarchy and the monopoly of knowledge, and is the will for
power. If civil war is inherent in the code of capital, international war is written into the
code of power.

To sum up: any disarmament procedure that does not confine itself to the
reduction of excess levels of armament does not necessarily make for human and
€conomic progress.

IV.2 Armed defence as a political constraint and as economic wastage

For the classical British economists, State intervention in the economy should be
kept to the minimum because individuals have complementary interests in generalized
freedom of trade. War and preparation for war are explicit variables of the monopoly
spirit, on which grounds both Adam Smith (1776) and David Ricardo (1817) were to
condemn mercantilist thought dominated by the hegemonic drive of the ruler. Armed

conflicts are analyzed exclusively as political phenomena. Nevertheless, it is advocated



that armed forces be established to ensure the sovereignty of States threatened by less
developed economies. The disarmament processes of rich countries are dangerous,
having regard to the covetousness with which they are regarded, a covetousness that may
possibly be given a military expression, depending on the relations of armed force.
Nevertheless, Ricardo wishes for negotiated disarmament, since he considers that the
uninterrupted growth of military expenditure leads inevitably to war. Malthus (1803)
analyzes war as being the result of the inadequacy of economic development to population
growth. He even recognizes that, in the short term, an increase in military expenditure
may increase overall demand and may therefore have positive effects on the economy as a
whole. In the long term, however, the pauperization to which it inexorably gives rise is a
basic source of conflict. For the classical British economists, generalized development
precedes development (sic). These ideas were to be picked up by the French liberals -
once in a while does no harm - with Jean-Baptiste Say (1816) at their head taking the
view that a policy of free trade is conducive to disarmament and vice versa. The utopian
socialists (Saint-Simon, Fourier, Proudhon) of the 19th century were to consider, in
general, that the material well-being of the populace was at odds with the development of
military expenditure. They even developed the idea that war was tending to disappear
with the emergence of the industrial class, because it was eliminating pauperism, the true
cause of wretchedness (Silberner, 1957).

Generally speaking, most liberal economists considered that the military function
should be kept to the minimum so as to improve the performance of national economies
in the struggle against scarcity. Nef (1949), for example, thinks that peace stimulates the
economic activity of States, while Seymour Melman (1971), in counterpoint, stresses the
harmful effects of military expenditure on the American economy: loss of
competitiveness, development of the bureaucracy, reduction of productive investment, and
the appearance of military-industrial complexes. On this view, disarmament is conducive
to development but, conversely, generalized disarmament is impossible in the absence of

universal economic development.



IV.3 The inherent contradictions of the capitalist system make a disarmament procedure
illusory

For Marx and Engels (1860), peace and, by extension, disarmament have no
intrinsic moral virtue. War and conflicts relate to the superstructure and are conditioned
by antagonistic social relations. Disarmament is desirable only if capable of producing
economic development induced by the radical break with capitalism and the emergence of
socialism, since it is not truly compatible with the continued existence of capitalism.
These analyses were continued by, in particular, Rosa Luxembourg (1913) and Lenin
(1916). The former considered military investment to be very useful for the development
of capitalist economies, in the first instance as a catalyst of primitive accumulation; then
as an instrument of colonial domination; and lastly as a hegemonic factor of the struggle
between the capitalist countries to divide up the world. Lenin also thought that
imperialism, the highest stage of capitalism, necessarily stigmatized by total wars and the
capitalist exploitation of the world, ruled out any non-economic disarmament process
without the advent of socialism. These theses have been taken up by contemporary
authors.

Baran and Sweezy (1968) argue that military expenditure serves to absorb the
economic surplus that monopoly capitalism secretes; on that view the arms race matches
the logic of capitalism, which seeks to maintain a constant ratio between production and
solvent demand through unproductive expenditure. The surplus may be taken up through
consumption by capitalists, through wastage, and through civilian governmental
expenditure, but military expenditure is more effective in this role; in effect such
expenditure is in line with capitalism in that it does not redistribute income to those
whose productivity is low, while it does stimulate collective values. Disarmament is
incompatible with capitalism, which constantly generates international tensions that find
expression notably in armed conflicts or in the increased squandering of resources
constituted by arms expenditure. The thesis of the economy of continuous arms (Kidron,

1970) takes the view that military expenditure exerts a positive influence on profits, on



capitalist technology and on the demand for Jabour. Ron Smith (1977) disputes this
analysis; he prefers to scc capitalism’s need of armaments in the struggle against
communism, the maintenance of American hegemony and the will to maintain the existing
international order. Lastly, Gundar Franck (1972) considers that colonialism is the
original and lasting cause of underdevelopment. Military strength enables other nations to
be exploited, either through the occupation of territory, or through intimidation, or
through the giving of power to national collaborators. Conflicts are inherent in
capitalism; only their forms change. The idea of disarmament is dissatisfying in the
context of triumphant capitalism.

IV. 4 Negotiated disarmament in the context of coexistence between rival economic
powers

The Keynesian analysis is more concerned with the economic and social
consequences of the arms race than with the social and political conditions of
disarmament (Keynes, 1921). As Keynes saw i, military expenditure reduces the
national investment polential, so that the choice between guns and butter remains in force
in a situation of full employment. Military expenditure remains of use to improve
international sccurity and to confront the threat from planned economies, mainly the
Soviet Union. By virtue of the excessive generalization of their analysis, the Keynesians
reduced it to a purcly political and economic concept of national security in which
considerable scope remained for negotiated disarmament.

As far as neo-classical analysis is concerned, there is in every society a function of
social well-being that is maximized under constraints. Expenditure on security
contributes to the definition of this optimum. The arms race is rational only if it can
counter socialist imperialism. The theorics of models of the arms race such as the model
of Richardson (Brito & Intriligator, 1967) demonstrate that budgets preparing for war
increase the likelihood of war. Military force is an important instrument in the
redistribution of consumer rights between countries. Although dissuasion may be

conducive to the establishment of a stable equilibrium, it may also lead inexorably



towards war.
V. Application of the historical method to economic analysis of armament and
disarmament

History teaches us that armaments have been at the source of effects of
domination, have modified world maps of international competitiveness (notably when
used in world wars or regional conflicts), and have greatly affected civilian technologies.
V.1 Effects of domination and new maps of competition

Colonial wars are historically seen as basic, although not exclusive causes of
underdevelopment (Fontanel, 1990d). They promoted export crops to the detriment of the
crops that provided food for the population, and they had the effect of stimulating the
mining industry and destroying local craft industries; meémingless national frontiers were
established and the economy developed in a disjointed way, entirely geared to the
economy of the colonial power. These relationships of strength, which take various
forms, some of them less blatant, have still not really been challenged, as is shown by the
relative stability prevailing in the most underprivileged regions that are largely dependent
on spheres of influence inherited from the antagonisms of the great powers and from
colonization. Major international economic negotiations provide reminders of the
existence of relations of conflict and the importance of the status of a nuclear power. The
threat of armed force is always a decisive factor in the spread of the dominant modes of
production and in the maintenance of existing powers. Moreover, the major economic
powers use military and non-military aid to maintain their political, economic, ideological
and even moral influence. The economy of a country is, however, even more affected
when a partner exerts a structural ascendancy over it on the basis of military relations.
Western technology is strongly influenced by the militarization of the advanced
economies, which is still dominant in contemporary economic development despite the
examples of Germany and Japan, where the contrary holds. The developed countries are
therefore very favourably placed to make contracts, by virtue of spheres of influence that

are often defined by force or by military agreements. Good relations with the United



States government are of assistance in obtaining credit facilities from major international
financial bodies. The existence of danger and the determination of States 1o oppose
subjugation are factors that are largely dependent on the arms race of the great powers,
and that are responsible for the subordination of economics to military and strategic
constraints (Chatclus, 1982). Under these conditions, disarmament definitely does modify
relationships of strength, and this is also reflected in the economic sphere.

Economi¢ factors become weapons in constant use that cannot be constantly
deflected from their essential functions for purposes of regeneration (Fontanel &
Bensahel, 1991). The economy has become an instrument of power often applied to
rclations of conflict between States. Insecurity is dependent on the arms race, on
inequality, intcrnational domination, and even social exploitation. Indirect strategies of
dissuasion, economic forms of retaliation, embargoes and boycotts are all powerful
weapons with economic and political effects dependent on defence measures, international
expressions of solidarity and the potential for substitution (Baldwin, 1983). The
cconomic weapon frequently comes within the scope of military conflicts since the
¢conomy provides the military resources by which to combat the enemy. All the
dimensions of social lifc, of which the economy is a part, have to be taken into
consideration in international strategy. Economic weapons are used with the aim of
weakening the potential enemy. Direct (military) strategy is made difficult by the
strength of nuclear forces and by the doctrine of the balance of terror. The number of
degrees of freedom is very limited at super-Power level. States are therefore led to
follow a strategy of "indirect manocuvring" defined as the exploitation of the narrow
limits for freedom of action avoiding nuclcar dissuasion by other means.

In particular, the matter is one of not providing the enemy with weapons that
could be used against the exporter, The idea is to sell only those products that would not
improve the economic growth of the country receiving them more than that of the country
selling them. In other words, unequal exchange is something to be demanded, desired

and sought. Any supply of sensitive ¢quipment must be considered and rejected if the



opposing military sector is liable to gain therefrom. There are many differences of
opinion as to the usefulness of these measures. Some authors-are of the opinion that the
grain embargo does not adversely affect the Soviet economy, but American governments
have calculated differently. Other authors consider that it is advanced technology that
should be at issue. Kuttner (1991) thinks that the defence of the industrial base
undertaken by the Pentagon has proved to be extremely costly and has gradually eroded
the competitiveness of the American economy.  This policy was initially based on three
essential principles: that the United States is an economic leader and can therefore
control advanced technology; that the exports concerned are not overly important for the
American economy and the cost of such controls would be relatively slight; lastly, that
dual-purpose technologies are relatively few in number and can readily be isolated.
These hypotheses no longer hold, all the more so because the Exports Control System has
become increasingly strict and now covers United States patents on goods manufactured
abroad. This has led to mistrust among potential customers, who have switched to other,
less restrictive suppliers offering equivalent technology. With the new international
strategy, this supervision by the Coordinating Committee on Export Controls (COCOM)
will tend to disappear and it is expected that American products will become more
competitive.

Impoverishment resulting from the strain of preparing for war, a favourite strategy
for the mercantilists, is often presented as one of the basic reasons for the collapse of the
Soviet economy. An arms race reduces the development potential of States, but the
poorest are the most rapidly impoverished, with the result that the might of the richest
countries is increased. Under these conditions, a State seeks supremacy by roundabout
means, not so as to gain short-term military supremacy, but so as to weaken the enemy to
the point of social destabilization.

The strategy for effecting the break is Manichaean. The aim is to create economic
problems in the rival country so as to increase its political and social difficulties. Flows

of trade and finance are broken off in the attempt to destabilize a country unilaterally



exposed to such a decision. Ah embargo is an instrument of reprisal or dissuasion
capable of changing the behaviour of a potential enemy, but it is a weapon that is
dangerous to the user. All in all, it is not clear from recent experience that the first
victims are those who were intended. Prolonged interruption of trade flows may lead to a
permanent loss of outlets (notably for the importer, through the introduction of new, local
products, through the search for national substitute products, and through approaches to
new importers).

The aim of the containment strategy is to develop ties of economic
interdependence capable of ensuring peace. The dissuasion of aggression stems from the
new economic interdependence thus created. In particular, it was long considered in
Ostpolitik that commercial ties had a moderating role on ideologies. This strategy, which
Nixon and Kissinger defended in their day, is easier to carry out, but has perverse
effects. It lacks all effect as an offensive weapon, and its impact cannot really be
measured in the abstract.

The aim of the strategy of political violence is to take economic power when it is
hostile and progressively to weaken the dominant social groupings. The political forces
of the machinery of State and the trade unions must be brought under control to that end.
Those who hold the economic power in a country can be legally and officially divested of
it, notably by nationalization or through control of the trade unions.

The strategy of domination leads the dominant countries to influence the military
and strategic decisions of the countries that they dominate. The economic weapon
enables a country or a group of countries to dominate another country through exercise of
the power conferred by exercise of a monopoly over the supply of goods and services
vital to the country’s survival. The United States often uses food as a weapon against
developing countries. It has both the means needed to create dependence and the will to
use the weakness of the dominated countries to improve the terms of trade and its global
strategic situation. In that case, the economy is no longer the quest for material well-

being, but one of the means of ensuring social domination. Given that the confrontation



is global and total, all the dimensions of national life are concerned. The use of
economic weapons is, however, effective only if backed by impeccable military and
political forces. Disarmament that failed to take into account the insecurity constituted by
economic arms would not be very durable. Food is not a new weapon. Present day
grain production could supply more than 3,000 calories a day for everyone. The
diversion of two percent of grain production to those in need would suffice to eliminate
malnutrition (Fontanel, 1984). According to the Secretary of State for Agriculture in the
Reagan administration, food was the most important weapon available to the United States
in 1981 to ensure world peace. Furthermore, foreign aid is often part of a package with
military aid.

In other words, if military expenditure weakens the national economy, it is
advisable to determine the best path between the current threat and tomorrow’s needs.
The modern economy is seen as a battlefield; a process of disarmament may well lead to
a progressive change in the global geography of the satisfaction of needs. The economy
of the Third World remains highly dependent on the developed countries. Most
international organizations are calling for the establishment of a New International
Economic Order (Fontanel, 1981), but although colonization is undoubtedly responsible
for the underdevelopment of many regions of the world (cultural integration, political
inequalities, economic expioitation), it is also a highly convenient scapegoat for all
mistakes in running the economies of Third World countries. Fontanel (1991) has said
that under the Charter of the United Nations demilitarization implies respect for the
sovereign equality of its Member States, prohibition of the use of force or the threat of its
use against the territorial integrity of States, recognition of the inviolability of frontiers,
renunciation of any action against independence and national unity, non-intervention in the
internal affairs of other States and not giving assistance to terrorism. These principles
could be respected by the systematic exchange of military information, publication of
military expenditure, withdrawal of troops from frontier areas, and the establishment of

rapid and direct systems of communication between the civilian and military authorities.



However, some economists (Benoit, 1978) consider that the militaristic outlook is capable
of stimulating and mobilizing savings, and that the military in Third World countrics are
capable of increasing the rate of exploitation of available resources and reducing
consumption in favour of productive savings, and of establishing thc basis for economic
development. Under those conditions disarmament that reduced the part played by the
army in socicty would not seem desirable in terms of this "civilian" view of the military.

The current political situation, which is favourable to disarmament, is probably
connected with the ¢conomic crisis of the major military powers, which is obliging them,
in the absence of incontrovertible military superiority, to scck a breathing space
favourable to new economic growth. Under these conditions, disarmament would be the
result of a readiness to "redeal” the cards of competition, given that all the players have a
blocking hand increasingly opposed by public opinion (Lambelet & Luterbacher, 1987;
Brito & Intriligator, 1987). In a situation of economic crisis it proves increasingly
difficult to manage a heavily militarized economy. This situation produces much debated
possible knock-on effects created by the freeing of trade and the upsurge of new effects of
domination favourable to the developed countries and responsible for the constant bogging
down of the economies of Third World countrics. Nevertheless, the opening up of
economic frontiers is not the panacea for gencralized economic development since, in the
absence of a real international organization laying down rules to protect vulnerable
economies, such a policy inevitably leads to power balances and hence to international
conflicts.
V.2 Military technology and economic development

Economists were convinced in the 19th century that military technology was
corrupling its civilian counterpart (Edgerton, 1987). This outlook was gradually modified
by some extraordinary technical performances by the military sector and there are many
theories stating that such militarization is capable of having positive effects on the
national economy. Robert Merton (1938) is of the opinion that the military sector excrts

a considerable outside influence on the development of science and technology. This



relationship is not of very recent date. For example, the theses of Galileo were
demonstrated thanks to the practical applications of theoretical work on projectiles needed
by the army. From Descartes to Papin, taking in Newton, Bernouilli, Euler and Leibniz
on the way, many scientific discoveries have been due, in origin, to the problems raised
by the art of war, equally with those stemming from the economy and the intransigent
values of puritanism and protestantism. The traditional system of patronage was
conducive to this relationship between men of science and the army, but a new model of
it began to appear with the industrial revolution. Lewis Mumford (1934) even thought
that only the military sphere and war offered sufficient scope for the use or absorption of
the output of the new capitalistic installations. The army was a consumer perfectly
tailored to the industrial system and the economic interests of industrialists and military
men were complementary. This was the first version of the idea of the military and
industrial complex. There are many factors that support this thesis, for example the
rational model of management and the application of Taylorism in military arsenals.
Industry has learnt a great deal from war as regards organization, discipline,
standardization, the coordination of transport and supply operations, the separation of
functional and hierarchical services, and the division of labour. The basic principles of
the American industrial system as regards machine tools, spare parts, and serial
production were éxtended to the civilian sector from arsenals, armouries and military sub-
contractors. Furthermore, given the volume of modern R & D investment, civilian
industries have not been able to keep up. The army has contributed its mass effect.

The mechanization of military operations came onto the scene with the First World
War. New technologies tried out for the first time during the combat included tanks,
radio equipment, poison gas and aviation. Under these conditions, science and
technology were deliberately organized and maintained for military purposes. The war
itself, however, was not won by the scientists, who did no more than modernize old
weapons employed in conservative and rather unimaginative strategies. The war was one

of attrition rather than of technology. In contrast to the First World War, the nuclear



weapons and the technical know how that emerged at the close of the world conflict of
the mid twentieth century differed considerably from the arms that existed at the outset.
The authorities began to invest in science for reasons of security. The post-war period
was even marked by the pursuit of scientific secrecy, by the capacitation of defence, and
by a massive influx of scientists into the military-economic complex. The ready
availability of finance for scientific projects, the ability successfully to carry out

projects that would have been unrealizable under other circumstances, and the acquisition
of a special status in society were essential elements of this mutual attraction. The law of
secrecy became the rule from 1950 onwards, with the making of the hydrogen bomb,
decided upon by Truman, despite the opposition of his scientific advisers. The national
economy and national science would henceforward be at the disposition of the
government. The power of the military-industrial complex was increased with the setting
up of national industrial "think tanks" such as the Rand Corporation in the United States
to work on the new problems of national security. The war had taught scientists and
other academics to work together and had shown them the effectiveness of team research;
it had also brought about decisive changes in the method, spirit and scale of laboratory
research. Scientists sometimes found themselves hostages, caught between the desire to
continue their research and the more readily available funding in the military sector. This
procedure hés been more recently maintained with the Strategic Defence Initiative (SDI).
Little is to be expected in economic results from this military R & D of the SDI
programme. Only a very small proportion of the patents are of interest to the private
sector because they are too much concerned with the products of craftsmen and too little
with improvements to processes. The armed forces of the United States hold many
patents, but only one per cent of those developed by the Navy have actually become the
subject of licensing agreements. The arms race became chiefly responsible for the
chaotic development of the sciences and remained so until the 1980s, when Germany and
Japan were to open up new paths little explored by the other powers, which had been too

preoccupied with their military leadership.



VI. The main effects of variations of military expenditure by econometric methods

Armed conflicts and threats of war are almost always omitted from economic
analysis at the present time. Be that as it may, the choice of defence system may be
influenced by the use of the direct or indirect effects of military expenditure on the
economy, leading to its relentless militarization (Smith, 1983). The results yielded by
econometric analysis are often divergent. A synthetic approach to the impact of
disarmament (expressed through a reduction of military expenditure) on the economy as a
whole shows, on the one hand, that variations of military expenditure have little effect in
the short term on the basic variables of the economy and, on the other, that the
relationships arrived at by the econometric method are of a circumstantial and historical
nature. It should be noted that whereas there are many studies of the effect of military
expenditure on national economies, analyses specifically devoted to disarmament are less
common. Macro-economic analysis of military expenditure is generally examined in
relation to seven key economic variables: investment, growth, employment, the balance of
payments, inflation, research and development, and economic development. The idea of
economic growth does not take in socio-economic development, growth being a means
towards development, i.e. improvement of the material quality of life, the flourishing of
the rights of individuals and the establishment of the conditions for a qualitatively
satisfﬁng life as regards culture, sport and play.
VI.1 Economic growth

"The arms race represents a waste of resources,..., a hindrance to national
development efforts and a threat to democratic processes... Military outlays have no
long-term positive effects on economic growth" (United Nations Publication F.83.I1X.2,
paras 7 and 97). The armaments sector is assumed to be non-productive and
redistribution in favour of the civilian sector can have only positive effects. However,
the impact of military expenditure on growth is dependent on effective use of the
production capacity of national economies. Some economists (Galbraith, 1968; Schmidt,

1974) consider military expenditure to be a safety margin with great inertia, partly



destined to control the growth of the surplus. As a real economic regulatory instrument
of capitalism, military expenditure is the organized squandering of resources, the creation
of an artificial demand capable of disposing of the surplus (Baran and Sweezy, 1966). It
has been considered in other analyses that the military sector has benefitted the civilian
economy with important technological spin-offs, key innovations and productivity effects
(De Grasse, 1983). In opportunity cost terms, civilian investment is, a priori, more
conducive to economic development than is military investment. However, this is an
assessment that needs qualification, partly because not all civilian investment is equally
profitable (notably investment that prompts demonstration effects or effects stemming
from a mistaken appreciation of the market), and partly because orders placed by the
military sector may maintain the level of production and the competitiveness of entire
branches of the economy, as is often the case for aeronautics, the computer industry and
ship building. Through their inertial effects on economic flows, military budgets
underpin the activity of whole branches of industry, providing them with an assured outlet
and additional growth potential through the proliferation of economies of scale and
possible effects of domination. The existence of a national armaments industry is a factor
making against disarmament, especially when arms production is heavily integrated into
the industrial fabric.

Econometric studies generally developed in the framework of a macro-economic
model let it be understood that increased military expenditure appears to be associated
with a weaker real rate of growth (Smith, 19178; Leontieff & Duchin, 1980; Fontanel,
1980a; Deger & Smith, 1983; Georgiu & Smith, 1983; Faini et al., 1984; Biswas &
Ram, 1986). This result has, however, been called into question by several empirical
analyses (CBO Study, 1983; Benoit, 1978; Weede, 1983). The main debate is concerned
with the multiplier effects of military expenditure. The Keynesian school regards military
expenditure as a means of combatting the under-consumption crisis of market economies,
the more so because the excess production cannot always be taken up by social

expenditure which lowers the incentive to invest through an excessive reduction in



inequalities of income. This view is moreover not accepted by Paul Samuelson (1964),
who suggests that military expenditure has, at best, a neutral multiplier effect, that the
ending of the cold war should even facilitate American economic growth and that it is
better to promote public non-military expenditure. This view is more strongly defended
by Dumas (1987), who thinks that the security of the United States is at least as much
dependent on its economy as on arms, and that military expenditure squanders the work
force, capital and technology of a private enterprise economy in a situation of harsh
competition, thus detracting from its effectiveness in the long term and producing a
bureaucratic and military organization that is little concerned with the rules of
international competitiveness.

However, Browne (1988), who made a close examination of the American
economy, did not find any clear indications of the responsibility of military expenditure in
the low productivity of American industries, since there were only a few effects of the
supplanting of technology and loss of jobs. In a recent study (Alexander, 1990), taking a
sectorial model distinguishing exports, defence, government expenditure and the rest of
the economy, it is considered that military expenditure does exert eviction effects between
these sectors, but that the overall result does not necessarily indicate a negative
connection with growth following an increase of military expenditure, even if the military

| sector proves, for all that, to be less productive and less economically efficient than the
other sectors. This analysis leads us to assume that it may be difficult to analyze the
negative effects of military expenditure on the national economy in the short term; it
would gradually erode the very foundations of the economy, mainly by limiting its
competitiveness.

The effects of military expenditure on economic growth are transmitted through
four main channels, namely the possible reduction of investment, the effects of
substitution of the work force (especially, skilled workers), the application of a military
technology that has less respect for the economic rules of profitability, and the growth of

effective demand. The expansionist effects of military expenditure have often been high-



lighted. In a situation of underemployment, military expenditure boosts the economy, but
at the same time it has inertial effects in the longer term that are capable of impeding
future growth. Other expenditure could be envisaged to combat the recession. Whereas
increased military expenditure is capable of promoting economic growth, it does not
necessarily produce the cumulative effects that are a feature of economic development.
Although it is possible to use the military infrastructure for civilian ends, it is rash to
think that such a situation is optimal (Chatelus, 1982). Besides, it is paradoxical to note
that economists have sometimes explained the growth of Germany and Japan between
1930 and 1940 by investment on armaments while explaining the economic miracle of the
same two countries since the last world war by the weakness of their military
expenditure. It has to be conceded that there are far more essential arguments to account
for these two periods. On the other hand, the expenditure on imported arms of small
countries that do not produce arms limits the reserves of scarce foreign exchange; military
imports overtake productive imports and result in indebtedness. Should this military
investment be financed by international aid, there will still be substitution costs. Under
these conditions, military expenditure has a direct and very unfavourable effect on
economic growth. In the case of developing countries, military expenditure redistributes
the capital available for investment, and absorbs résources that may however increase
internal demand and have a spin-off in modernization. According to Deger (1986), a
percentage point reduction in military expenditure increases economic growth by a third
of a point and completely eliminates the external capital requirement of the least advanced
countries. The competitiveness of the economy is increased and the deficit on the trade
balance is reduced. Furthermore, when real income is very low, military expenditure has
a negative effect on growth. The effect is positive for countries with a medium income,.
and becomes negative once again for countries with a high income. The graph of the
relationship is an inverted U.

Taken over all, military expenditure has positive effects in developing countries,

but the net effects remain basically negative. Econometric analyses seem relatively



incapable of providing indisputable information on the existence of the negative or
positive relationship under consideration. The ultimate effect of military expenditure on
economic growth depends on the functional combination of several parameters concerned

in particular with its cause variables, namely investment, consumption, the balance of

payments, inflation and unemployment.

Table 2. Effect of military expenditure on economic growth by development level
(Deger, 1986)

Development Channels of military expenditure Net effect

level growth effect

Weak Resource redistribution Negative
Modernization Positive

Medium Resource distribution Negative:
Modernization Positive
Technical progress Positive
Utilization of capacity Negative
Creation of demand Positive

High Technical progress Positive
Utilization of capacity Negative
Creation of demand Positive

VI.2 Investment

The existence of a negative relationship between investment and military
expenditure is a fairly old hypothesis, one that had already been advanced in his day by
Pigou. Williamson (1983) has shown that the burden of the military expenditure of the
Napoleonic wars caused investment to be appreciably reduced in Great Britain. Most
econometric studies, which are, moreover, often confined to reduced forms, tend to
provide empirical confirmation of this hypothesis (Pryor, 1968; De Grasse, 1983; Smith,
1980; Faini, 1984; Fontanel, 1980; Deger, 1986; Percebois, 1986) and to give three
explanations for it, namely the eviction effect, the objectives of social consumption, and

the constraints of industrial capacity.



The taxes required to finance military expenditure depress private demand and
reduce the profit hoped for from investment. Possible debts connected with the financing
of the defence effort result in increased interest rates and are therefore conducive to a
cutting back of private investment. Lastly, the defence effort reduces or slows down
other government programmes, which are often free to be decided. These supplanting
effects cannot be denied, but the extent of their impact varies with the time and place.

Military purchases are the specialized output of certain specific industries, such as
aeronautics, ship building and the computer industry, typically sectors producing capital
goods. If military demand takes priority, these industries are no longer able to supply the
civilian demand for capital goods, particularly in times of rapid rearmament. Under those
conditions, military expenditure creates bottlenecks that reduce the possibilities of
investment and cause inflationary trends. Gansler (1982) is of the opinibn that the
American aeronautical industry experienced considerable bottlenecks consequent upon the
policy of military redeployment decided upon by Reagan.

The objective of social consumption raises the problem of division of social
resources between current and future needs. Private or public consumption, such as
expenditure on health, is a current "concern", whereas military expenditure does not yield
immediate benefits except in a period of open conflict, and is therefore a "future" good.
Private civilian priorities may cease to correspond to government priorities (Hartland-
Thunberg, 1988). Societies have a relatively stable objective for social consumption, with
a fixed proportion of revenue devoted to the present. Within that proportion and
independently from it there is a distinction between public and private property. The only
adjustments possible are in the part devoted to investment (representing the future) and
consumption (representing the present). It is therefore possible to substitute public
consumption and private consumption, on the one hand, and military expenditure and
investment on the other, but the substitutions between the two groups prove to be limited.
This analysis is of interest because it can explain why the relationship of substitution

between investment and military expenditure is not always operative. Should the



economic effort of defence be perceived as a present need yielding immediate profits or
responding to an urgent situation, military expenditure is substituted for global
consumption. It is therefore the immediacy of danger and its national perception that
determine the quality. of the substitution between military expenditure and investment.
There are, therefore, four factors that may invalidate this relationship, namely
social acceptance of the financial effort of defence, the structure of military expenditure
(the ratio of personnel costs to capital or infrastructure costs), the level of economic
growth (in a period of economic stagnation, military expenditure is more directly in
competition with investment), and the existence of a strong arms industry. If the
population is prepared to accept the defence effort, in particular in a situation of
oppressive and identified international danger, then, as has been stressed by Schultze
(1981), it may make up its mind to reduce its consumption. The fact that the increase in
military expenditure is not leading to a reduction of global investment at the present time,
comes about because the citizenry do not yet see clearly that the danger of war is
imminent. There is therefore a discrepancy between the needs expressed by economic
interests and the attitude of the State, which may, moreover, be due to the availability of
different strategic information. This provides a vindication of Boulding (1973), who has
shown that although military expenditure in the United States in the years 1929-1969
adversely affected expenditure on personal consumption, there was only a slight down
turn in gross investment. This analysis is confirmed by the studies of Russett (1970) and
Weidenbaum (1990). This was all the more so because the American arms industry had
some dominating effects on all the industrialized countries. Lastly, Looney’s analysis
(1988) confirms the hypothesis that arms industries may benefit from an increase in
military expenditure, and that this may have positive effects on the investment of
developing countries. This analysis may, however, be contested on methodological
grounds. The establishment of an infrastructure, the modernization of ways of thinking
and education in national feeling and in the collective interest that are features of the

militarization of economies make it possible for the less advanced countries to oppose the



swallowing up of production capacity and the potential for innovation (Deger, 1986). It
makes no odds that the effects of military expenditure must be analyzed more closely,
having regard to the nature of outlays (personnel, conscription, current operations, R &
D, investment) and the supplier (national, multinational or foreign undertaking). Given
that military expenditure is incontrovertibly unproductive, it is difficult to see how, at
least in opportunity cost terms, military expenditure can be the best possible investment
for economic development, save perhaps when a conflict exists.
V1.3 Employment

There is no real consensus on this matter. Anderson (1975), Bezdek (1975),
Boulding (1979), Smith (1978), de Grasse (1983), Szymanski (1973), Fontanel & Smith
(1975), and Anderson, Frisch & Oden (1986) all consider that military expenditure tends
to have a negative effect on employment. The general conclusions are, however,
unsatisfactory. If the increase in military expenditure applies mainly to personnel costs,
the effect on unemployment is liable to be positive, whereas an increase in military capital
expenditure would not have a positive effect. Wider conscription is capable of reducing
underemployment in the short term, but is a decision that may restrict the development
potential in the long term, particularly if job losses lead skilled workers temporarily to
leave the production sector; under these conditions it may lead to increased
unemployment. Aben (1981) has, however, shown that a drastic reduction in military
expenditure inevitable leads to increased unemployment, at least in the short term. This
hypothesis is partly disputed by Smith and Dunne (1987), who are of the opinion that the
adverse effect is brought into play only if there is no additional public expenditure to
offset the reduced military expenditure. In a later work (1990), the same authors
concluded from a simple dynamic macroeconomic equation model for the United States,
the United Kingdom and 11 OECD countries that the unemployment rate was not
significantly affected by the proportion of the national product devoted to military
expenditure. It may be concluded that military expenditure does not have to be

specifically considered in an analysis of employment, but also that disarmament may not



be systematically associated with a rise in the unemployment rate.

Adams and Gould (1987) think that the number of jobs created by military
expenditure is not a good indicator of the impact of defence expenditure on the jobs
market. Such expenditure creates jobs in some regions, but not in others, at certain
levels of specialization or skill, in particular branches or industries, and for certain firms.
The first effects to be felt are substitutions, the long-term effects of which are difficultly
quantifiable. It is, in fact, of greater interest to consider which will be the regions and
the sectors in which jobs will be created, and in whose favour? More generally speaking,
the economic consequences of military expenditure on employment may be analyzed only
by taking several cause variables into consideration:
the existence of conscription;
the ratio of expenditure on personnel to capital expenditure;
the relationship between military pay and wages in the civilian sector;
national arms production;
the nature of the jobs in the arms industry;
whether the employment situation is one of underemployment or full employment.

If we confine our attention to public expenditure, it is clearly apparent that military
expenditure "generates” less jobs than the education system. However, given that these
two types of expenditure do not satisfy the same objectives, this answer is no more than a
very general indication, an a posteriori gloss on the situation, it being understood that
some social values such as equality, justice, legitimacy and security transcend the
imperialist pretensions of the economist in collective choices. The fact of admitting that
military expenditure does not create many jobs ought not to be seen as prescriptive.

VI.4 Inflation

Two aspects must be considered in this type of analysis; the first involves
considering price movements in the military sector, while the second lays the emphasis on
the macroeconomic effects of a change in military expenditure.

The first effect tends to be inflationary in arms-producing countries (cost-push



inflation). Skons (1983), Boulding (1979), Gansler (1980), Dussauge (1985), Adam and
Gold (1987), and Aben and Maury (1987) consider that military prices tend to rise faster
than  prices for civilian products. However, although considerable unexpected increases
are indicated by analysis of some products, it is scarcely possible to arrive at adequate
quantitative conclusions owing to the lack of information on and/or the secrecy
surrounding military price indices and how they are calculated.

The second effect is more controversial. It is also dependent on the economic
conditions of full employment or underemployment, on the production capacity of the
arms industries, the arms effort required over a short period of time, changes in the
remuneration received by military personnel, the social status of the military etc. Lester
Thurow (1982) was of the opinion that only a significant deficit in the public budget could
finance the defence effort of the United States, and that it would contribute to great
instability of the financial markets and the development of inflationary tensions. This
situation could be the source of "compulsory saving" or of ostentatious consumption.
Taken overall, military expenditure appeared to fan inflationary tensions. However, this
relationship has not been clearly established for France (Percebois, 1986; Fontanel, 1981;
Aben & Maury, 1987), or for the United Kingdom (Starr, Hoole, Hart & Freeman,
1979).

Actual economic situations differ too much over time and in space for it to be said
that the existence of a necessarily positive relationship between price rises and the
upsurge of military expenditure is a rule or an inevitability. On the contrary, rapid
rearmament leads inescapably to inflation, as a general rule. Although there has not been
any real study of the impact of disarmament on inflation, it is not obvious that effects
directly in line with the increase in military expenditure would be obtained.

VI.5 The balance of payments

Two aspects of the impact of the military effort on the balance of payments must

be examined: Whether, on thevone hand, arms exports or imports play an important role

in the stability of the balance of payments, and how, on the other hand, the



macroeconomic effects of the defence effort influence internationél trading and financial
transactions. If the country is an arms importer, the arms imports worsen the situation of
international transactions. If the country is an exporter, an account must be compiled of
the imports induced by intermediate consumption and the time-lags between the payment
of amounts owing and amounts due, a basic time-lag that may destabilize the national
currency. However that may be, the arms-producing countries of the Third World are
reducing their arms imports, according to Looney (1988), which justifies the policy of
import substitution.

If all the arms purchases of a State are imports, its trade balance is adversely
affected by the defence effort, at least in the short term. In fact, the economic proposal
should take into account the comparative advantages or what accrues to the factors of
production on the understanding that a country may improve the situation of its balance of
trade by not producing its bwn arms and by specializing in other, more profitable
activities. The recipient is multiply dependent on the perception of the danger, its degree
of autonomy over arms purchases, its capacity to initiate or step up national arms
production, the diversification of arms supply, the availability of alternative sources of
supply from which to purchase, the reliance placed on foreign suppliers regarding spare
parts, the degree of training and the maintaining of self-sufficiency. It is, however, true
that, other things being equal, importing countries are only the main beneficiaries in the
short term, when there is a concerted reduction in military expenditure, if their imports
have been linked to national exports by an intergovernmental agreement. A recent
econometric study (Pearson, 1989) has given prominence to the variables relating to arms
imports by geographic zone, by testing the following five hypotheses: national
characteristics (e.g. area, population), government (military State or democracy), military
characteristics (such as defence budgets), economic characteristics (such as the degree of
wealth or the level of trade), and international characteristics (such as the international
disputes in which these countries could have been involved). In general, it is military

considerations that dominate the explanation of how arms imports are determined



(especially the level of military expenditure), as well as the inertial effects that highlight a
veritable market with buyers and sellers involved practically every day in negotiations.
Brzoska (1983) has demonstrated that the total indebtedness of Third World countries
would be something like 20 per cent less were there to be no arms imports. A
disarmament drive would possibly be able to reduce this dangerous connection, even if
there is always the risk in the short term of an arms enterprise seeking to resell the
surpluses that the developed countries, held back by international agreements, would be
led to disregard.

On the other hand, arms exports make it possible to develop learning effects, to
improve economies of scale, and to apportion fixed costs to larger series; they are an
active component of foreign policy and defence policy which establishes links of
interdependence at both the military and the commercial level. Such exports often look
like support for the existing political system, but arms exporters must take imports of
intermediate consumables into consideration, along with payment periods and non
payments, and the effect of the time-lags between delivery and financial settlement on
exchange rates and the competitive position of the national economy. Exporting is not
necessarily a lucrative activity for industrialized countries (Smith, Humm and Fontanel,
1985) and it does not reduce the national armament effort despite the possible economies
of scale, which seem rather to favour the importers. Examination of the forms that
purchases take shows that the economic arguments in favour of the protection of national
arms industries are quite open to dispute.

Thurow (1981), Melman (1974) and Rothschild (1973) all consider that military
expenditure reduces industrial competitiveness and promotes a trade deficit. Adams &
Gold (1987) even think that military expenditure, being inherently inflationary, is bound
to weaken the competitiveness of American enterprises and may lead to a worsening of
the trade balance. Under these conditions, the international arms market would be less
congested. It is now being asserted that the arms industries have weak industrializing

effects, notably because the spin-off from military technology is relatively limited for the



civilian sector and because the arms export war is probably as costly for the community
as it is profitable for the many middlemen (Schmidt, 1984). Looney (1988) considers that
the arms-exporting developing countries come out of the situation better than their
importing opposite numbers, in particular because of an improvement in their balance of
trade. It is quite difficult to arrive at any final conclusions concerning the impact of
military expenditure on a trade balance subjected to influences that are as different as they
are opposing.
VI.6 Military research and de\}elopment

Military research and development constitutes more than a third of civilian R & D
in the United States. Given that there has now been half a century of almost continuous
involvement in military and space R & D, the United States government has forgone the
equivalent of nearly 20 years of civilian R & D. What contribution this wastage has
made to the loss of competitiveness of the American economy is a question that has been
widely debated. Mary Kaldor (1982) referred to baroque technology because the weapons
were so sophisticated that they were bound directly or indirectly to have harmful effects
on civilian technology. However, Browne (1988) thought that there was little to indicate
that military expenditure would have a pernicious effect on American innovativeness;
nevertheless, no relationship could be established for the short term spin-off of military
technology onto its civilian counterpart. Weidenbaum (1990) additionally considered that
military R & D did not enter into competition with civilian R & D, and that the two
sectors were mutually independent in their operation. There was therefore no financial
switching of amounts allocated to one or the other. This presentation is, nevertheless,
still ambiguous. There are many relationships between military technology and civilian
technology in which the former naturally utilizes the results of the latter, whereas the
latter, restricted by secrecy and by the considerable difference of highly sophisticated
products manufactured in small series, is only indirectly influenced by the major decisions
taken by the State in the main branches of basic research. Thus, should the government

opt for nuclear weapons, the two sectors will have the benefit of atomic energy, but the



civilian sector will find that its own freedom of choice regarding energy will be restricted
by the very size of the research contracts awarded to nuclear technology.

The arguments put forward in condemnation of the influence of the military sector
in modern technology are not however always consistent between those who consider both
that the civilian applications of military research and development are very slight (the
baroque arsenal theory) and that present day societies are undergoing a militarization of
the economy (the theory of the military-industrial complex), and those who take the view
that military research is an essential vector of present economic development (the theory
of human capital and training) while at the same time considering that it must be
protected against civilian diffusion that would be bound in the long run to favour the evil
designs of potential adversaries (the theory of unequal exchange). These ambiguities in
analysis are explicable by the diversity of the necessarily close relationships between
military technologies and their civilian counterparts at the sectoral, regional and national
levels, and over time. Because there is no a priori reason for military rationality to be in
phase with economic rationality, opportunity costs may prove to be very high in a world
of scarcity, notably because the adding of additional constraints modifies the conditions
for realization of the economic optimum (Fontanel, 1989f).

VL7 Development

Development is a broader concept than growth; it also introduces the idea that
well-being is irreversible or that entitlement is flourishing (Sen, 1983). The question is
one of knowing whether or not a prolonged military effort is a brake on economic
development. Comparison of the recent experiences of the USSR and the United States
with those of Japan and Germany seems to provide an answer, although one that is not as
clear as might seem a priori. Deger (1986) thinks that there is a negative relationship
between socio-economic development and military influence, even if this basic hypothesis
is not always supported by oversimplifying econometric studies. There are at the present
time four main approaches to economic development: the seeking of comparative

advantages through the easing of restrictions on trade; development based on exports; the



expansion of industrializing industries; and the policy of import substitution.

The easing of restrictions on trade affords little opportunity for developing
countries to attain their own independent advanced arms industry, Liberal theoreticians
take the view that the opening of economic frontiers is cgalitarian in promoting economic
and social progress and favourable to peace. Every country ought to specialize in
products for which it is reasonably cost-effective. Tt is pointless to produce arms for their
own sake, because the trader and the manufacturer ought to supplant the warrior. The
production of the arms essential to security ought to be carried out in allied States that
have the best comparative advantage. Vernon’s theory of the product cycle (Fontancl &
Saraiva, 1976) stresses the progressive transformation of the world economic landscape, a
feature of which is the irreversible trend for some sectors of industry of the developed
countries to shift to the developing countrics. In its first phase the new product is
manufactured in the developed countries, which arc havens of scientific and technical
research and are the principal purchasers. The developed product is better known, and
demand for it increases considerably owing to the diffusion of technology and the
appearance of new competitors. The product becomes increasingly international and the
conditions are established for the manufacture of the standardized product, the features of
which are a good knowledge of the manufacturing processes and their simplification. If
the Jabour input of the product is heavy, the price elasticity high and the transport cost
low, the devcloping countries are able to gain a place in the market. These products even
have a tendency to drift outwards. The manufacture of traditional weapons that change
little, are not shrouded in military secrecy and do not require sophisticated manufacturing
processes may follow Vemnon's cycle. In that context, however, the developing countrics
are unable 0 take on production of the arms needed for their security on their own and
their production responds above all to purely economic considerations and is confined to
ordinary munitions. The United Kingdom of Mrs Thatcher accepts these new constraints,
but it is also cxperiencing additional economic difficulties in the short term and definitcly

a loss of control over its own defence (Dunne & Smith, 1991). Were one or two



countries to prove to be the most competitive in this sector, it is likely that after several
years of near monopoly they would progressively use this power to subjugate all their
customers. The arms industry is not an activity like all the others, but one that calls
security and freedom into question.

The policy of import substitution seeks to replace imports by a product
manufactured within the country. It was at the outset a matter of ensuring the
manufacture of imported intermediate goods and consumer durables. The principle of the
theory is a simple one: given that an internal demand exists, what has to be done is to
produce locally what is bought abroad. In this sense, the pursuit of endogenous
development is opposed to liberal theories based on comparative advantages and the
contributions of factors. Early in the seventies there were many agreements for the
manufacturer of arms under licence. If it be true that arms production is favourable to
national supply industries, it also permits the penetration of foreign capital and the
conversion of military industries into transnational industries. This policy is nevertheless
estimated to economize on scarce foreign currency. Purchases of munitions abroad place
a heavy strain on the trade balance; they are sometimes the source of a deficit that may
have grievous consequences through its effects on speculation, worsening of the terms of
trade, and the emergence of cumulative effects that aggravate the deficits and inflationary
tensions. Nevertheless, the arms industry does not really promote economic growth and
even less does it promote industrial integration because the multiplier effects are,
empirically, fairly weak, having regard to the divorce between civilian activities and
military activities, the fact of military secrecy, and the economic dislocation. It may lead
to a very considerable increase in costs, to dependence for intermediate consumables and
patents, to a break between the protected military sector and a civilian sector in a
competitive situation, and to eviction effects, notably at the level of employment and
finance capital, to the advantage of military activities etc. The influence of scientists has
upset international strategies. In the absence of good military research and development,

the security of countries is under constant threat, unless it is covered by a military



alliance. Technological competition, which is unending, accelerates obsolescence. That
is why it is difficult for developing countries to assert their economic independence, since
they are obliged to seek foreign licences - generally for the production of what is already
on the way to obsolescence - for the equipment essential to their defence. It is easier to
import sophisticated equipment than to obtain the licences required for its production.
Under these conditions, national production may even run counter to the very security of
the country.

The strategy of development through exports is extremely dangerous when applied
to the military sphere. The trade balance will not necessarily benefit, at least not
initially, since allowance must be made for the imports required for the manufacture of
national equipment (more than 30 per cent of the cost of the military equipment exported
by France), for the price competitiveness of nationally produced arms in relation to their
foreign counterparts (on pain of temporarily replacing a deficit of the trade balance by a
budget deficit or of redistributing public expenditure), and for time-lags (purchases from
abroad are rarely paid for in cash, but imported components for military equipment are,
which may cause unacceptable bottlenecks). The need to export in order to cut costs by
economies of scale also gives rise to economic dependence. The exporting of arms is
often regarded as a highly lucrative activity, although few studies have been specifically
concerned with this point. In fact, this function appears to have been quite poorly
fulfilled for several years past. Sales are in effect accompanied by credit conditions that
are especially favourable to the purchaser, and at times they do not involve any reciprocal
financial transactions, notably for heavily indebted or developing countries: furthermore,
some equipment is on occasion sold more cheaply abroad than to the country’s own
armed forces, and there is such a thing as impoverishing exportation, i.e exports that tend
to weaken the country economically, notably when they are a factor in worsening the
terms of trade. Lastly, having regard to the requirements of purchasers, the economies of
scale expected to accrue from serial production are not always very great, except for very

ordinary equipment from which little profit is expected, by virtue of the competition. It



should be recalled that munitions have the highly specific attribute of being goods that are
destroyed. Furthermore, a decision to disarm would then be highly prejudicial to the
national economy as a whole. Under these conditions, there would evidently be less
scope for the application of policies of import substitution or of the principle of
industrializing economies and the return on investment would be bound to be sufficiently
disturbing to cause serious problems regarding the survival and conversion of companies
(morcover, companies that arc often nationalized).

Arms industries as industrializing industries or polcs of development ar¢ an idea
that has been strongly developed in Brazil and India. Economic development must be
brought about through stimulating investment, since it is impossible, initially, to achieve
harmonized and balanced development. What is therefore needed is to invest in activities
thal have the effect of providing an impulse through sequences of induced investments
that ensure vertical and/or horizontal complementarity of the country’s industry. The
elfectiveness of investment is measured by these induced knock-on effects. In this sense,
military industry is a pole of development either through the backward linkage effect,
which reveals the increased demand of all the production sectors feeding the sector in
which the investment is made, or through the forward linkage effect, which is felt further
down the line. Production of military equipment stimulates the civilian sector through the
purchasc of intermediate consumables on the internal market and through the creation of
new jobs. Nevertheless, these stimulating effects arc not decisive for development, since
there is considerable risk of obsolescence in an economy in which there is alrcady little
innovation, there is considerable risk in exporting to achicve acceptable economies of
scale, except for products that provide little stimulus, the risk of penctration by foreign
capital is far from negligible, and military industries make great demands on capital,
which a scarce factor of production for Third World countries. The policy of import
substitution - i.e. the creation of a national supply corresponding to an expressed internal
demand for imported products - may be selected in this case so as to promote internal

industnial supply. Arms production leads to militarization of the cconomy and reduces the



disarmament potential. It cannot be denied that whole groups of national industries may
go rapidly into recession unless military orders are replaced without delay by civilian
orders, but it is also logical to expect that positive effects will emerge from disarmament,
possibly in other sectors or other regions. This is probably one of the reasons that led the
Soviet Union to be so keen for a pause in the arms race. Mikhail Gorbachev developed
this idea when he asserted that development and international relations were modified by
the arms race and the militarization of ways of thinking. Reconversions scarcely seem to
pose major problems in the shoﬁ term in planned economies, having regard both to the
urgency of measures to boost the economy and to the civilian activities of most of the
arms industries. Half the Soviet Union’s steel, a quarter of its railway equipment and
more than a fifth of its consumer goods are in fact produced by the military sector
(Cooper, 1988).

How arms-producing Third World countries cope with the existence of technical
and human capital made obsolete by a political decision and a new international situation
after heavy investment has already been made in that sector will be instructive regarding
the intentions of the developing countries, and even perhaps, in a broader context, of the
real potential for lasting disarmament. Furthermore, the changeover from military
activities to civilian activities right on the industrial site often proves to be a particularly
delicate operation, having regard to the fact that the equipment is unsuited to the
constraints of civilian demand, so that there has to be a compromise between technical
specifications and cost. Two basic economic reasons are usually advanced to justify arms
industries: the saving in scarce resources and the industrializing effects. Analyses of
import substitution policies and of industrializing effects are not very encouraging in this
respect. The opportunity costs of using highly skilled personnel in the military sector, the
heavy investment involved, the pace of innovation and the rapidity of obsolescence in the
military sector, the imports necessarily occasioned, the length of the production cycle, the
intervention of multinational corporations, and the weakness of the industrial base needed

if the best-performing products are to be competitive are deterrents at the purely



economic level against national production of arms in developing countries.
VIL. Case studies on the economic impact of disarmament in developed countries
There are two complementary types of analysis: simulation by economic models

of varying degrees of complexity and statements of economic policy based on what must

be done in the context of disarmament.
VII.1 National economic models

Whereas a number of economic models have been constructed to analyze the
impact of increased military expenditure, there are few formal analyses of the economic
effects of disarmament. The application of simulations based on the reduction of military
expenditure involves the hypothésis that the effects on the national economy of an
increase or a decrease in the economic effort of defence will be to some extent
homothetic. Now, it is probable that threshold effects will emerge to render such a
generalization questionable, above all effects of stocks or of property. There are few
economic studies on the economic effects of disarmament on national economies, and they
are not always applicable to the present situation of contractual disarmament by mutual
agreement desired by the great military powers, faced with the failure of the socialist
system tried out for more than seventy years by the Soviet Union.

As regards France, a very simple model focusing on chronological series
(Fontanel, 1980) shows that progressive disarmament haé a weakly positive effect on the
gross domestic product of France. This impact is due mainly to reduction of the
inflationary tensions to which the armament effort gives rise and to the appreciable
increase in national investment. Above all, however, the essential idea which is rather
poorly developed in most economic models and is present in this analysis is consideration
of the dual nature of military expenditure: as public expenditure it exerts important
effects on global demand and is therefore capable of exerting Keynesian multiplier effects;
as military expenditure in the strict sense it must be analyzed in comparison with other
forms of public and private expenditure. Under these conditions military expenditure has

quite high opportunity costs, notably because it reduces the public and private investment



potential for production. The effects of a 40 per cent reduction of military expenditure on
the main sectors of the economy and on employment were studied in another model of
input-output type (Aben, 1981). The following results were obtained:
reduction without the substitution of civilian expenditure for military expenditure led to an
appreciable decline in national production (34 per cent for the armaments sector,
shipbuilding and aeronautics and 3 per cent for smelting and metal working) and a loss of
400 000 jobs (300 000 for the military sector alone);
were civilian expenditure to be substituted for public civilian expenditure, several
hypotheses were envisaged depending on the structure of the new allocations. None of
the possibilities for the reconversion of defence activity made it possible to avoid a
worsening of the employment situation in the short term (a loss of the order of from 140
000 to 213 000 jobs). This conclusion must, however, be heavily qualified, on the one
hand because conscripts are not very costly and would readily find work in the civilian
sector at an equivalent price, and on the other hand because very few economic activities
subjected to such a reduction of their credits would emerge with such a satisfactory result
(the loss of between 13 and 20 per cent of their labour force). Lastly, with the exception
of the sensitive sector of armaments, shipbuilding and aeronautics, no sector received
more than 2 per cent of its direct and indirect orders from the military sector in 1980.
The harsh, disturbing result of the enforced loss of jobs resulting from disarmament in
France is therefore considerably tempered on the one hand by the relative lowness of the
figures obtained and, on the other hand, by the positive effects in the medium term of the
replacement of military expenditure by more efficient civilian expenditure, unless the
State should decide to make economies on extravagant items of expenditure or on
expenditure as unproductive as defence costs.

As regards the United Kingdom, Dunne and Smith (1984) are of the opinion that
disarmament is more of an opportunity than an economic problem. Using the CGP model
(CGP = Cambridge Growth Project, Warwick University) they made several simulations

of the economic impact of disarmament in Great Britain. They tested two hypotheses of a



reduction of one billion pounds (1970 prices) in military expenditure. In the first
(hypothesis A) the reduction was offset by public expenditure; in the second (hypothesis
B) there was no compensation. The results are interesting. The first type of disarmament
produced a slight improvement in the balance of payments, a limitation of inflationary
tensions of the order of one per cent (which abated from the second year onward), the
creation of new jobs connected with the labour-intensive nature of the defence expenditure
relative to the civilian governmental expenditure, and additional growth, of the order of
0.5 per cent, starting with the first year. Policy B, on the other hand, led to a reduction
in the GDP of the order of 1.46 per cent, a fall of 0.15 per cent in the price index, and a
worsening of the jobs situation (with 149 000 new unemployed in the first year and 200
000 at the end of 5 years). This situation was, however, brought about more by the
deflationary policy than by the actual reduction of military expenditure (Table 3).

Table 3. The main macroeconomic effects of a reduction in military expenditure of the
order of 35 per cent (difference by comparison with the "normal" situation of no
disarmament)

Variables Simulation A Simulation B
Year 1 Year 5 Year 1 Year 5
GDP (%) 0.57 0.43 -1,46 -1.28
Prices (%) -0.95 -0.42 -0.15 -1.51
Jobs 200 000 257 000 -149 000 -191 000

More detailed analysis suggested that there would be more than 250 000 jobs thus
affected by disarmament, but a comparable reduction in the public sector would have led
to a severe worsening of unemployment involving something like 350 000 jobs. The
structural changes were, howev‘er, mainly of a microeconomic and mesoeconomic order
- and highly heterogeneous. Several questions were then raised concerning the
appropriateness of a national arms industry, its export capacity, its global effects on the
balance of payments, its technological competitiveness, and the existence of dual
commodities. The adjustments came up against inertial effects, mainly at the level of

individuals, the region, the company and the industry itself. These structural effects are



difficult to demonstrate in a macroeconomic model that is necessarily an overall synthesis.
However, the authors assert that the results are in line with the historical experience of
the United Kingdom (Chalmers, 1983) and with studies that stress the effects of
substitution of militafy R & D to the detriment of civilian products (Kaldor, 1980), poor
use of military technology (Maddock, 1983), and the effects of eviction of investment
(Smith, 1980a). Disarmament eases the constraints on financial policy, the scarcity of
technological ability, capital formation and the balance of payments; this, according to the
authors, represents a major contribution to the regeneration of the British economy.
Hartley’s more qualified study (1987) emphasized the difficulty of actually determining
the reductions of military expenditure, the fact that there need not necessarily be a
correspondence between disarmament and the reduction of military expenditure, and the
somewhat negative effect of military expenditure on the growth of the United Kingdom,
an effect also manifested by health expenditure.

The impact of disarmament on the Canadian economy has been analyzed (Bernard
and Truchon, 1980; Galligan and Herring, 1987) using the macroeconomic model of the
Canadian Institute of Statistics (National and Inter-Regional Input-Output), which is
based on the structure of the purchases of each sector and the distribution of the various
demands for a given year. There are, therefore, no time relationships, which detracts
considerably from the significance of the study, given that disarmament is a process that
is necessarily progressive and dynamic. The results lay stress on the serious difficulties
of the aeronautics industries, shipbuilding and communications equipment, the decline in
the productivity of the industries concerned and the regional heterogeneity of the effects
of military expenditure. At the national level, the multiplier of military expenditure over
" national expenditure would be of the order of 1.75 in 1985. The results obtained
undoubtedly lack clarity in the context of an examination of disarmament.

The decline of the American economy has been emphasized over the last few years
by the way in which innovation has lagged, low productivity, the twin deficits, and

problems of competitiveness. Paul Kennedy (1987) formulated the hypothesis that these



problems could be due to too high a level of military expenditure in the United States.
The argument is certainly not a new one, but econometric analysis does not yield any
very clear results in its support. The statistical data do not provide irrefutable proof of a
negative relationship between capital formation and military expenditure, and the
productivity problems of American industry cannot be ascribed to the defence effort
alone. The available scientific tools are inadequate to support such propositions (Gold &
Adams, 1990). Kinsella (1990) demonstrated by the use of an autoregression vector that
no substantial causal relationship existed between military expenditure and prices,
unemployment and the interest rate. A direct positive relationship (without time lag) did
exist between military expenditure and national output, but only for monthly or quarterly
information, notably when the economy was in bad shape and thus was under the effect of
the Keynesian multiplier. The fact that no delayed relationship between the national
product and the economic effort of defence was significant pointed to the weakness of the
causal relationship between these two variables. Huang and Mintz (1990) confirmed this
analysis. Atesoglu and Mueller (1990) thought that there was a positive relationship
between military expenditure and economic growth, but that the multiplier was very
small. Unless reduction of military expenditure was very considerable and abrupt, the
effects of highly progressive disarmament on American economic growth would be
negligible. This relationship might imply that the United States had relatively too few
opportunities for investment and that the increase of military expenditure was a Keynesian
opportunity of increasing creditworthy demand.

A study by Ward and Davis (1990) demonstrated the multiplier effects of
governmental, military and civilian expenditure on the national economy and revealed the
existence of contradictory effects, the resultant of which was dependent both on the
magnitude of defence expenditure in the economy of the United States and on the
importance of the military effort in the State budget. The relative weight of military
expenditure in the national economy is a burden for the economy, whereas public non-
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defence effort tend to restrict economic growth. Conversely, by virtue of the difference
in the productivity of governmental expenditure itself, the share of non-military
expenditure in government expenditure tends to have a negative influence on growth,
unlike that of military expenditure. It must be pointed out that the State often has to be
responsible for activities that are not very productive but are necessary for society as a
whole, and that cannot be handed over to the private sector for economic considerations
of profitability or the principle of public service. ~ Thus, the defence of justice, freedom
and the rules of democracy does not always make sense in terms of economic value
added, even if these principles are superintended by administrations that have to satisfy
the criteria of good management within the restricted framework of their constraints.
Ward and Davis concluded that the global effect of American military expenditure during
the period (1952-1988) had been very slightly positive, but that its contribution to national
productivity had declined, in contrast to that of governmental civilian expenditure.

Lastly, a simulation relating to a 5 per cent reduction of military expenditure indicated
that were investment and employment to remain constant, growth ought not to be affected
in the short term. This brings us back to the hypothesis of Atesoglu and Mueller (1990).
Furthermore, Aschauer (1989), who applied an empirical test to productivity, was of the
opinion that whereas the expenditure of the State infrastructure had very positive effects
on growth, the same could not be said of military capital expenditure.

To sum up, it seems that military expenditure has tended to have a very slightly
positive impact on the national economies of developed countries, quantitatively speaking.
In terms of opportunity cost, however, it does not appear that the defence effort is the
best economic investment in today’s world, and this may explain the progressive loss of
competitiveness of countries that maintain a raised level of military expenditure over long
periods. A distinction should also be drawn between arms-producing countries (for which
the effects of disarmament may be positive or negative in certain cases), great pOWers
(which may benefit from effects of domination) and middle-level powers in their desire to

maintain adequate national security. Lastly, let us stress that, as a process, disarmament



is not symmetrical to armament, since the cffccts of stocks are very different. When the
capital of the military scctor is underemployed, disarmament indisputably increases the
sectorial crisis of armament, whereas when the situation is one of its full cmployment, the
cffects may be posilive, thanks to the easing of market conditions. At the global level, on
the other hand, the freeing of resources in a situation in which there are favourable
opportunities for investment may have positive effects on the cconomy as a whole.
Situations in which military expenditure rises are not necessarily comparable to
disarmament situations. Substitution effects appear when there is full employment. In a
period of underemployment military expenditure excrts a Keynesian growth influence that
could equally well be excrted by other public expenditure (Colard, Fontanel &
Guilhaudis, 1981).
VIL.2 Analysis of economic policy

Were the situation of the possible disarmament of the major nuclear powers to be
rapidly analyzed, the effects would differ globally in accordance with the actual situation
of each national economy. Paul Kennedy (1987) was of the opinion that the United States
had to confront the dilemma of the military obligations of a great power and of industrial
decline aggravated by agricultural problems, the twin deficits and progressive loss of
international competitiveness. Under those conditions, peace dividends from disarmament
could appear as much in favour of social programmes as of national productivity. The
reduction of defence expenditure did further the competitiveness and the productivity of
American enterprises, all the more so since the technological spin-off from the military
sector was considered to be inefficient and costly (Mclman, 1974). Joshua Goldstein
(1988) suggested that war and prosperity were closely connccted in a relationship of
repulsion and that one per cent of American military expenditure relative to the GDP
destroyed 1.5 per cent of annual economic growth. It should be added that disarmament
by the United States would be of global significance (certainly of structural significance)
only provided that the allies did not increase their own military effort under an agreement

for the sharing of the defence burden (Sandler, 1987). Furthermore, a changing



economic situation is sometimes the source or the cause of new potential for conflict and
rearmament (Russett, 1983).

Lawrence Klein thinks that the effect of disarmament on the American economy
will be bound to be positive (Klein, 1990a). The production of civilian capital goods will
be very useful when it takes the place of military production, because the former creates
new income flows, whereas the latter is used to destroy or 1o be destroyed without any
cconomic return, Thus, a motorway will still have utility far beyond the expenditure
period and will further the expression of other utilities. Where military equipment is
concerned, the first condition is not always guaranteed, and the second hardly ever. All
conversion of the civilian to the military leads, a priori, to an indisputable economic gain,
even if certain situational or regional problems may sometimes arousc a hint of doubt,
However, the reduction of military expenditure ought not to result in a limitation of
global demand, and the government ought simultancously to pursue a policy of
compensatory public expenditure or reduction of the budget deficit. Thus, disarmament
that did not involve international transfcr of the whole or a part of the savings made
would inevitably lead the government of the United States to pursuc a policy of limiting
the public deficit (thought to be critical), restoring national savings and progressively
reducing interest rates. Under those conditions, the entire world economy is likely to
experience profound transformations. Should the American deficit decrease, the eviction
effects of civilian investment will be reduced, at the same time as the pressures on
interest rates will tend to diminish. In the short term, however, some major national
enterprises will suffer a considerable reduction in their public orders, notable McDonnel
Douglas, General Dynamics, General Electric, Teneco and Raythcon, which together have
a total of more than 130 billion dollars worth of Pentagon contracts. In the medium
term, lower interest rates will lead to morc investment, and that situation will favour both
international trade and reduction of the public deficit. It is noteworthy that changes of
interest rates would be bound to have important cffects on the exchange market. Lastly,

military expeaditure exerts undoubted inflationary pressurcs, because the economy



provides salaries without a flow of goods being produced in exchange. The result, in
addition to the situational, regional and structural problems of the conversion or the
closing down of certain armament activities, should therefore be an increased propensity
for investment. Furthermore, the changes in interest rates, the confidence shown by
international financial operators in this change in international relations, and the very
nature of the disarmament procedure will inescapably produce effects on exchange rates,
the non-mechanistic nature of which makes it impossible, a priori, to evaluate the
structural modifications that will occur in the comparative value of currencies. As far as
the United States is concerned, Klein therefore recommends a progressive reduction of the
public deficit, the initial consequence of which would be reduction of the interest rate,
followed by a limitation on the cost of the debt, and ultimately by an improvement in
exporting situations. The LINK model posed the question of what the effect would be of
a 3 per cent reduction in military expenditure, accompanied by a more flexible monetary
policy. The main answer was that there would be an appreciable reduction, of the order
of 2 per cent, in interest rates. There would then be a revival of heavily indebted
economies, that would receive a real subsidy from the reduction of interest rates and
would then be in a position once again to import American products.

Charles Schultze of the Brooklyn Institute is putting forward a plan for a
progressive reduction of mﬂitary expenditure of the order of 50 billion dollars over five
years (falling from 287 to 237 billion between 1989 and 1994); the "savings" thus made
would be compensated and one fifth would be devoted to Federal civilian expenditure for
high-priority programmes, while the rest would go to reduce the public deficit. It was the
case a few years ago that when the United States had a cold, the western countries
contracted bronchitis. Now Europe is progressively becoming the economic centre of the
world and its regular process of integration should have important positive effects for the
whole of the world economy. The government of the United States no longer plays the
dominant economic role that it has had since the last world war, and the developing

countries can hope only for indirect effects from a reduction of the military expenditure



national economy to withstand the shock of the increased obsolescence of national
investment without great harm to economic growth.
VIII. Disarmament for development in favour of the developing countries.

Disarmament and development are two essential objectives of our time. What we
need to know is whether it is desirable that they should be linked. It may be recalled that
successive French governments have frequently called for the establishment of an
international fund of disarmament for development that would enable the amounts saved
on arms to be used to develop productive activities that would speed up economic
development and extend it through aid arrangements to the developing countries (Klein,
1990; Fontanel & Smith, 1987). Consideration must be given to the negative
consequences of military expenditure for security itself, it being understood that the
measures that ensure the defence of one country are seen as a threat by the others; the
non-productive nature of the arms race is asserted under those conditions. However, in
the absence of confidence in the balance of forces, national strategy cannot be satisfied
with such a proposition. Demilitarization of the economy frees additional resources, the
reallocation of which calls for strategic decisions and an economic policy reconciling the
- objectives of growth and the redistribution of resources to the benefit of the least well
endowed. Disarmament for development is generally analyzed, on the one hand, in the
absence of any international transfer of the resources saved through disarmament and, on
the other, in the context of increased aid for the most destitute countries.

VIII.1 The internal effect

If military expenditure is unproductive, it follows that anything that tends to
reduce it while maintaining an equivalent level of security is economically desirable.
Nevertheless, it cannot be denied that considerable problems may arise as a result of
ongoing disarmament: increased unemployment for young conscripts who are not called
up; a reduction in the number of jobs for military personnel whose abilities are sometimes
too specialized to be easily fitted into the civilian economy; reduction in the activity of

garrison towns and arsenals (Dunne, 1986), and so on. It is assumed in the reports of the



of the United States, principally through the channel of the progressive reduction of
interest rates.

The countries of the East are currently confronted by two basic problems: the
restructuring of their economy and the reduction of military expenditure. For a long time
the USSR pursued an approach of "paradoxical militarism" (Sapir, 1989), in which the
strategic accent was on the ostentatious aspect of strength whose political and strategic
end was often realized to the detriment of the real efficiency of the armed forces. At the
present time the Soviet Union does want ongoing disarmament, because the economic
impact of military expenditure is too onerous for an economy of scarcity. Mikhail
Gorbachev has given clear expression to this wish in asserting that "development and
international relations have been altered by the arms race and the militarization of ways of
thinking". That is an essential point of the new Soviet strategy. Klein considers that a 5
per cent reduction of military expenditure in Poland is associated with a 3 per cent
expansion in civilian expenditure on consumption. Having regard to the fact that the
arms markets operated on a highly developed quota system, there is a new opening for
international trade that should strengthen interdependence and solidarity. However, we
do not know of any econometric or quantitative studies from which to demonstrate the
economic point of disarmament in the countries of eastern Europe. Reconversions
scarcely seem to poée short term problems in the context of a planned economy, even
though the urgency of measures to revitalize the economy makes most changes both tricky
and necessary. Furthermore, conversion should raise less problems than in the western
countries because many military enterprises are already working in the civilian sector.
Cooper (1988) asserts that half the electric steel, a quarter of railway equipment and more
than a fifth of the consumer goods are already being produced by the military sector, a
fact which shows that there are good prospects for reconversion in a country in which
private consumption remains quite modest and wide open for development.

It is, therefore, not enough to say what form disarmament will take. We must

also indicate the economic policy that will provide the support that should enable the



national economy to withstand the shock of the increased obsolescence of national
investment without great harm to economic growth.
VIII. Disarmament for development in favour of the developing countries.

Disarmament and development are two essential objectives of our time. What we
need to know is whether it is desirable that they should be linked. It may be recalled that
successive French governments have frequently called for the establishment of an
international fund of disarmament for development that would enable the amounts saved
on arms to be used to develop productive activities that would speed up economic
development and extend it through aid arrangements to the developing countries (Klein,
1990; Fontanel & Smith, 1987). Consideration must be given to the negative
consequences of military expenditure for security itself, it being understood that the
measures that ensure the defence of one country are seen as a threat by the others; the
non-productive nature of the arms race is asserted under those conditions. However, in
the absence of confidence in the balance of forces, national strategy cannot be satisfied
with such a proposition. Demilitarization of the economy frees additional resources, the
reallocation of which calls for strategic decisions and an economic policy reconciling the
- objectives of growth and the redistribution of resources to the benefit of the least well
endowed. Disarmament for development is generally analyzed, on the one hand, in the
absence of any international transfer of the resources saved through disarmament and, on
the other, in the context of increased aid for the most destitute countries.

VIII.1 The internal effect

If military expenditure is unproductive, it follows that anything that tends to
reduce it while maintaining an equivalent level of security is economically desirable.
Nevertheless, it cannot be denied that considerable problems may arise as a result of
ongoing disarmament: increased unemployment for young conscripts who are not called
up; a reduction in the number of jobs for military personnel whose abilities are sometimes
too specialized to be easily fitted into the civilian economy; reduction in the activity of

garrison towns and arsenals (Dunne, 1986), and so on. It is assumed in the reports of the



United Nations that the arms race reduces world growth potential and limits the scope for
economic development by its squandering of scarce resources. It is, nevertheless, likely
that increased military expenditure is made possible by the high growth rate of the
economy, and not vice versa. The well-known study by Benoit (1978), partly confirmed
by Frederiksen and Looney (1982), which suggested that military investment would be
conducive to industrial modernization, to training and knowledge, to the improvement of
infrastructures, to full use of the productive capacities of the economies of developing
countries, and to the sense of order and discipline, and which also suggested that the
desire for independence would not be an obstacle to their economic development, has
been strongly questioned both as regards its form (Deger & Smith, 1983) and its content.
This relationship is basically highly disputable, because there is a considerable difference
between the modernization of defence forces and of the economy. It even happens
frequently that competition develops between the military sector and the civilian sector
over the hiring of the best skilled personnel, and under those conditions the effects of
eviction reappear as strongly as those initially affecting the formation of civilian capital.
The analysis of Deger and Smith (1983), while disputing the form of Benoit’s analysis,
arrives at opposite results by the use of a small, three-equation model. Whereas military
expenditure has a positive effect on growth in the short term, by reducing savings, it has
a negatiﬂze impact on economic development in the longer term.

There are three substitution effects in countries in which resources are scarce:
temporal (the choice between the present and the future), sectorial (the choice between the
military and civilian spheres) and by category (the investment eviction effect caused by
defence expenditure). Augusto Varas (1986) considers that the effect of military
expenditure differs with the development level of countries, influencing the material well-
being of Third World countries and the growth of developed countries. The militarization
of developing countries is not conducive to their economic development in the long term
(Smith & Smith, 1983), despite the mobilization of the surplus to which it may give rise.

The theory of the diversion of resources (Melman, 1974) sets out the view that an



economy in which a large amount of critical resources is allocated to unproductive
activities considerably reduces its capacity for efficient production, either because the
national industry becomes less competitive, or because of the corrupting effect of the
behaviour of economic agents. Under those conditions disarmament does eventually
improve the national average standard of living and increase the world economic
development potential. The substitution relationship between investment and military
expenditure which is henceforward quite generally accepted for developed countries, at
least when the strategic threat is quite weakly perceived by the private sector, is less
accepled for the developing countries, which suffer the pangs of chronic
underconsumption. Other effects may be involved. Thus, military infrastructures may be
suitable for civilian production, and demobilized soldiers back in civilian life are capable
of improving national productivity, Nevertheless, Gyimah-Brempong (1989) is of the
opinion that the military expenditure of African countries is not capable of being passed
on to economic growth, since the positive effects often instanced are largely offset by the
reduction of investment occasioned by this defence effort.

Saadet Deger (1986) and Nicole Ball (1988) regard national armament as a cause
of underdevelopment, whereas Robert Looney (1988) thinks that this relationship can
really be accepted only for countries that are not arms producers. Looney’s econometric
results indicate that: (1) political and administrative influences do more to determine
military expenditure than do international rivalries; (2) the substitution effects are greater
in arms-producing countries than in countries that merely import the arms that they need
for their defence; (3) military expenditure has made only a slight contribution to the
increased indebtedness of Third World countries, notably those in the Southern
" Hemisphere. Be that as it may, military expenditure has not, according to Ball, played
the essential role that some would have wished, a posteriori, to have seen it play, since
national arms production has some advantages, such as the savings on scarce foreign
currency, technological expertise and the possible introduction of an industrialization

policy stemming from military investments that would not, in any case, have been made



for civilian purposes. Nevertheless, no Third World country is capable of sustaining such
a policy unless it already has a sufficiently strong and diversified industrial sector (Wulf,
1983). David Whynes (1983) even Suggests that only large developing countries, notably
Brazil and perhaps Indoncsia, in the arca investigated, are really in a position to derive
sufficient multiplier effects from their military cffort to exceed the eviction effects that the
military sector undoubtedly exerts on the civilian sector. Lastly, the growth of arms
industries in the developing countries also leads to an increase in military expenditure
liable, in the long term, to raise serious difficulties in national economic development
(Fontanel and Saraiva, 1986). Even so, Michael Ward (1991) demonstrates that the
military programmes in Brazil and India are tending to be globally positive. If account is
taken of the fact that other public expenditure is even more satisfactory for growth,
opportunily cost is a question that still has to be considered. This hypothesis has,
however, encountered objections that cannot be resolved either by the analysis made by
Lakhami (1986) or by that of Looncy (1986), predisposed to the establishment of a
military industry in the developing countries, having regard to the descriptive approach
and the cmpirical statistics that they employ exclusively and systematically.

In the absence of transfers, for countrics that do not have an arms industry, the
cffects of a reduction of military expenditure will be positive even in the short term,
provided that they are not offset by an equal or greater expenditure on the maintenance of
internal order or on the purchase of imported luxury goods, since they make for the more
efficient use of scarce resources. For arms-producing countries, disarmament may have
perverse effects in the short term, notably for the industries and regions directly involved
in the industrial activitics of armament. The economic impact should be positive in the
long term, provided that the situation of economic decline triggered by the reduction of
internal arms purchases does not lead to irreversible effects, notably as regards
conversion of activity. It is even likely that good management of the reduction of
military expenditurc would have positive long-term effects on civilian rescarch and

development, on the real prodﬁctivity of national economies, and on confidence in



international trading relations that cannot be quantified by econometric studies, that in
general apprehend only short-term developments in which the past (characterized by the
arms race) is repeated in the future. However, although many developing countries do
devote a not inconsiderable part of their resources to military purposes, the large sums
tied up in armaments should be concentrated in a small number of countries. Basically,
disarmament appears to have favourable effects on the national economy in Third World
countries, even if the arms-producing countries risk experiencing some difficulties over
conversion in the short term, which will be largely offset by the reduction in imports
relating to the military industrial effort and by the matching increase in civilian public
expenditure.

The effects of disarmament cannot be measured in isolation from the economic
policies implemented by governments. A voluntary reduction in military expenditure
cannot be satisfied with reasoning of the "all other things being equal" type. The theory
of underdevelopment as a product of development takes the view that the economic
situation of Third World countries may worsen if, for example, reconverted enterprises in
the developed countries enter irito competition with national products, or if the developed
countries cease to buy the raw materials that constituted the greater part of their export
resources. This latter fear would not appear to have been borne out, since the model of
Leontieff and Duchin (1980, 1983) reveals the increase in the demand for raw materials
that should result from ongoing disarmament. The conversion from military to civilian
activities may, however, lead to a search for new outlets and to increased competition for
the products of Third World countries. Similarly, a reduction in expenditure on military
research and development to the benefit of the civilian sector may widen the technological
gap and lead ultimately to greater economic inequality.

VIIL.2 International aid

The question is differently analyzed when the military effort is accompanied by

assistance from a developed country. In that case, the effects of modernization may have

free play, without the economic constraints of limitation on investment being apparent.



Partial transfers of the resources cconomized by a reduction in the military expenditure of
the Great Powers may have positive effects on Third World countries. Trrespective of the
improvement in international relations that would stem from disarmament and
improvements in international interdependence, aid linked to disarmament, if expressed in
convertible currencics, should normally have the same effects as existing traditional forms
of aid. There are no grounds for expecting its influence to be greater or less, except
perhaps at the level of the size of transfer, which may cxceed the threshold above which
the solidarity accorded has significant economic effects. It should, however, be noted
that not all transfers are equally favourable to the economic development of destitute
countries. Disarmament can have favourable effects on economic development only if the
saving that it makes possible is not confiscated by a social grouping that decides to devote
it to unproductive uses (exports of capital or imports of luxury goods, for examplc). In
other words, a transfer makes economic sense only if it finds expression in a highly
productive activity. A transfer may on occasion be capablc of having an advcrse effect,
notably by aggravating inflationary trends owing lo the appearance of demonstration
effects. A resource transfer may also be the occasion of new markets for the developed
countries and new dependence for the poor countries. Thus, James Lebovic (1988)
succeeded in demonstrating that political and military considerations were just as
uppermost in American foreign aid during the presidency of Carter, with its heavy
emphasis on defence of human rights, as during that of Reagan, when the pursuit of the
military might essential to American security was a strong influcnce. Transfer therefore
satisfies political and military considerations, in the first instance, then the economic
intcrests of the donor, and only lastly the economic development needs of Third World
countries. The developing countries must therefore avoid the transfer being, on the
whole, impoverishing. Should the transfer be made in a nonconvertible currency, the
recipient country will be obliged to buy from the donor country, which may take
advantage of this to reintroduce unequal trade flows. Should the transfer be in kind it

may not be evident that the product concerned satisfies the development needs of the



recipient countries; for example, if the aid relates to a commodity that competes directly
or indirectly with the national industry of the poor country, the end result may perhaps be
very negative for the Third World, the more so because every product bears the stamp of
a culture and the dominant values of the society in which it was created.

Lastly, aid from developed countries may lead to distorted development, especially
if it is not disinterested. Some forms of transfers prove ultimately to be costly, notably in
operating costs, and political constraints are rarely absent from such an undertaking by
rich countries. Furthermore, "aid to developing countries may be devoted to prestige
expenditure, to the increasing of social inequalities, and to furthering the development of
societies in which human rights are not necessarily respected. Transfers may also be the
subject of sordid calculations of interest tending to accustom populations to a type of
consumption that renders them dependent on the industrialized countries..." (Fontanel,
1984). Taken overall, the results are favourable to disarmament for development
because, although the developed countries may experience a slight reduction in their
growth rate in the short term, the effects tend to be positive in the longer term, even if
not very significantly so, statistically speaking. The result is to narrow the disparities in
growth that would exist in the absence of such a transfer. The question then becomes on
of whether the developed countries desire such an outcome, it being understood that
disparities of income are interesting indicators of the satisfaction of the needs of
populations. These effects are felt more deeply and more rapidly if there are existing
measures for the easing of market restrictions and the freeing of the currency, but the
possible gains may also disappear because of changes in the terms of trade, in national
interest rates and in debt repayments. In fact, the statistical significance of the models is
relatively weak in this context, it being understood that the hypothesis of all other things
being equal that prevails in the application of econometric techniques is largely brought
into question by the exceptional event that real ongoing disarmament would be.

VIILI.3 In the world economy

A reduction of military expenditure has been simulated in several models of the



world economy (Fontanel, 1989b), five of which yield interesting results.

(1) The transfer of resources to poor countries furthers their ‘economic development in
the model of Leontieff and Duchin (1980a,b, 1983). Disarmament for development is
therefore desirable. Ongoing disarmament would have a positive effect for all the regions
of the world and the transfers of resources would appreciably increase consumption and
the per capita GDP of the arid countries of Africa, and the low-income countries of Asia
and tropical Africa (Table 4). Three scenarios of the evolution of armament expenditure
and transfer of the resources made available were tested (inter alia):

the Base scenario represents a projection of the arms race at the beginning of the eighties,
leading to world military expenditure in the year 2000 of 646 billion (1970) dollars,
purchases of military equipment of 266 billion (1970) dollars, and an arms trade of 37
billion (1970) dollars;

DIS1 represents a disarmament process with the United States and the USSR at parity,
making use of only two-thirds of the military expenditure of the Base scenario. The
financial defence effort is also reduced for the other countries by an amount of the order
of 25 per cent for 1990 and 40 per cent for the year 2000;

DIS2 takes the same figures as DIS1, but introduces the transfer of resources from the
developed countries to the poorer countries (45 per cent for the low-income countries of
Asia, 30 per cent for the countries of tropical Africa, 15 per cent for the arid countries of
Africa and 10 per cent for the Latin American countries with middle-level incomes), up
to a limit of 15 per cent of the amounts saved through the reduction of military
expenditure for 1990 and 25 per cent in the year 2000.

However spectacular these results may seem to be for the sparsely populated
underdeveloped countries, they are not statistically very significant. Thus, an annual
reduction of military expenditure by 1.2 per cent between 1980 and the year 2000 would
further the economic growth of almost all countries (except for the OPEC countries), by 1
per cent for Japan, 1.5 per cent for North America, 3 per cent for Europe, 10 per cent

for the planned-economy countries of Asia, 20 per cent for the low-income Asian



countries and tropical Africa over a period of 20 years. It may be noted that aid for
development appreciably improves the situation of the poorest countries. However, the
discrepancies of growth and development tend to increase strongly during this period,
which makes the reduction of international tension extremely hypothetical. In opposition
to the hypothesis of a decline in the demand for raw materials following a reduction in
military expenditure, the model of Leontieff and Duchin shows that the new growth
generated by this disarmament does not endanger the economy of the countries that

produce raw materials, most of which belong to the Third World.

Table 4. Per capita Gross Domestic Product (in 1970 dollars) for the year 2000 as
indicated by three scenarios of military expenditure

Country or group Per capita GDP in the year 2000

DIS1 DIS2 Base Growth rate
(Base/GDP 1970)

Eastern Furope 4801 4894 4745 203%
Japan 6805 6801 6734 252%
North America 7937 7937 7814 69 %
Oceania 5412 5411 5386 93%
USSR 5790 5791 5635 215%
Western Europe, high income 5924 5922 5859 127%
Western Europe, moderate

income 996 961 940 35%
Southern Africa 1320 1320 1320 68%
Latin America, high income 1455 1375 1338 202%
Latin America, moderate

income 488 423 418 -30%
Oil-rich Middle Eastern

& African countries 3888 3868 3951 1280%



GE.91-02289 76

UNIDIR/91/54

Tropical Africa 382 251 244 46 %
Arid countries of Africa 353 163 143 - -30%
Asia, planned economies 372 372 380 14%
Asia, low income countries 190 140 136 128%

Table 5. Evolution in the demand for raw materials under conditions of disarmament or
maintaining the arms race

Resource Maintaining Disarmament
the arms race

Petroleum 3.9 1.0
Nickel 3.1 2.2
Copper -0.3 2.4
Zinc -0.3 2.7
Bauxite -1.1 3.0
Tin -1.8 3.2
Iron -3.9 3.4
Coal 5.5 4.0
Natural gas -6.5 3.4

Nevertheless, the econometric results obtained do not seem to us to be very
significant. They give only a very global idea of what the economic impact of
disarmament means. However, the model of Leontieff and Duchin is not very adequate
as a reflection of the ways in which the groups of countries under consideration were
growing in 1990. For example, the excellent results foreseen for the planned-economy
countries are very wide of the mark, because the formalized system had to use optimistic
figures (based on bureaucratic planned prices) supplied by the socialist governments, and
it was scarcely possible to analyze the latent political and economic crisis of the Eastern
countries on the basis of the raw official data.

(2) Capelin, Bjerkholt and Gleditsch (1982) make several simulations of the World
model, applying the same methods. They tested four main hypotheses: the base scenario,

a true projection of the strategic and economic situation of the early eighties, a



progressive reduction of military expenditure of the order of 15 percentage points every
ten years, without any reconversion effort, and an equivalent reduction, but with either an
internal reconversion effort, or a desire for conversion directed exclusively towards the
developing countries. In the first case it is the developed countries that are the main

beneficiaries of ongoing disarmament. With international aid, on the other hand, the gap

between rich and poor countries tends to narrow (Table 6).

Table 6. Per capita GDP in 1980 and 2000 (in US dollars of 1970)

Type of country 1980 BASE DIS REC.1REC.2
Donors 1972 3388 3456 3459 3480
Beneficiaries 172 186 197 317 440
Other regions 837 1180 1224 1302 1392
Developed countries 3323 5475 5655 5663 5709

Resource-rich countries 711 1867 1829 1943 2059
Developing countries
with few resources 184 241 244 320 399

Total 1115 1663 1701 1773 1842

These simulations yield the same types of results and conclusions as those of
Leontieff and Duchin, and the same criticisms may be levelled at them.
(3) A simulation based on the UNITAD world model (Royer, 1985) simultaneously
examines the economic impact of disarmament and of disarmament for development. In
an initial scenario disarmament is not accompanied by an international redistribution of
the amounts saved, while a second type of simulation studies a policy based on the
satisfaction of basic needs (with the promotion of small-scale, highly productive economic
activities in the developing countries). Two cases are analyzed:
disarmament that permits realization of the objective of public assistance for development

amounting to 0.7 per cent of the GNP;



one third of world military expenditure is transferred to development programmes for the
developing countries , partly through direct aid from the developed countries
corresponding to an additional expression of solidarity of the order of one third of their
savings on military expenditure, and partly through a transfer of internal allocations from
military resources to civilian productive activities.

Job creation seems quite modest for the developed countries. On the other hand,
the situation for the developing countries is very appreciably improved. Whereas the
reduction of military expenditure depresses demand and causes an increase in
unemployment in the-short term, its spin-off is expressed in the longer term in the growth
of the developing countries by an increase in demand for the most developed areas. If
the improvement in the amount of international assistance is based on a policy that
accords priority to basic needs, the result is considerable additional growth and job
creation. These effects will be strengthened by measures for the easing of trade and
currency restrictions. It should be noted, however, that these gains may rapidly become
losses if this development is accompanied by an increase either in interest rates or in the
amount of the annual repayments of the debt burden of the developing countries.
Disarmament may relax some economic constraints (and may, in some cases, tighten
them), but it cannot, on its own, resolve all the problems of the developing countries.
Thus, for example, even on the most satisfactory hypothesis, the real per capita
consumption in Africa south of the Sahara will continue to worsen because the population
is growing at too fast a rate, and because of the endemic weakness of agricultural
production. The material well-being of the African population cannot be improved
without substantial improvements in agricultural productivity. Lastly, the governments of
these regions have to realize that they must rely first and foremost on themselves to set

their countries on the road to economic development.



Table 7. Simulations of the economic consequences of disarmament

Hypotheses Mean growth rate (1990-2000), % p.a.

Disarmament

hypotheses Developed countries Developing countries
Without income Basic Without Basic
redistribution needs assistance needs

Disarmament with
public assistance,
0.7 % of GNP 3.3 3.6 7.7 8.9

Disarmament: 1/3 of
military expenditure 3.5 3.7 8.6 9.4

Jobs created (millions)

Public assistance,
0.7 % of GNP 2 8 19 127

Disarmament: 1/3 of
military expenditure 7 10 73 169

(4) A specific version of the SARUM model (Gigengack, de Haan and Jepma, 1987)
introduces the military sector into a world economic model from a model of the arms race
inspired by the studies of Richardson (1960) and of Brito and Intriligator (1976). Several
scenarios are analyzed in a situation of peace, of war, of peace with a heavy incentive to
investment, of world peace combined with strong expansion, and of war with
governmental control of investment. These analyses are only secondarily concerned with

the economic and social consequences of disarmament, especially as military expenditure



may become endogenous variables in the model. The "Peace" scenario has regard to the
hypothesis that the internal forces influencing military expenditure are decreased, notably
the pressures exerted by the military-industrial complex and the view of internal unrest
taken by governmental elites. Under these conditions, Richardson’s coefficients of
response to external aggression are reduced, following which there is a heavy reduction in
government budgets. Nevertheless, the growth rates of all the regions concerned
increase. On the other hand, in a situation of the voluntary reduction of military
expenditure decided upon' by NATO, and assuming proper conversion of the resources
thus freed in the form of productive investments, military security is followed by
economic security and the process of economic development begins in all regions.

(5) The results yielded by the LINK model (Luckham, 1986) are not without interest.
For example, a 10 per cent reduction of military expenditure accompanied by an
improvement in international assistance put at 0.7 per cent of the GNP of the developed
countries is capable, in the best case of a transfer relating exclusively to capital goods, of
leading to a 1.7 per cent growth of the GNP in the developing countries and an 0.2 per
cent growth in the developed countries. However, assistance is not always used
advisedly. Should it be squandéred, the growth rate of the developing countries would
not experience any negative shock in the short term, but the developed countries would
experience a negative effect of the order of 0.3 per cent of their annual growth. For this
transfer to be positive for all parties (donors and recipients), 60 per cent of the aid must
be expended on capital goods. In another scenario of the LINK model, were the United
States, the USSR and Japan to be the main donors of 53 billion dollars down to 1993,
arising from their disarmament and in favour of the development of Third World
countries, the growth path of the world economy would n'ée from 0.9 to 1.7 per cent
annually, but the developed countries would experience an annual decline of the order of
0.2 per cent relative to the normal trend, whereas the developing countries would receive
an additional impetus ranging from 10 per cent for the countries of Africa south of the

Sahara to 2 per cent for the petroleum-exporting countries of the Middle East (Klein,



1990b).

Disarmament cannot, however, be confined to quantitative choices on the
limitation of military expenditure. In effect, we must not forget that national
governments must always defend the interests of the peoples whom they represent in an
international environment that is seen as hostile. Disarmament calls for a range of
decisions on political priorities, the international economic order, the nature of
development; the rate and direction of the technological progress that could be developed
in a less militarized society, the management of the natural environment, and the
reallocation and redistribution of economic resources.

Conclusion

The militarization of economies (defined as a situation in which war, the threat of
war or preparation for war are a major collective preoccupation involving a high degree
of legitimacy, much political influence in governmental decisions and a significant
allocation of national resources) is still very strong (Fontanel, 1991). Many countries
have based their industrialization on arms production, which is dangerous from an
economic point of view, notably when stagnation develops in the international arms
market, and which is a reducing factor, by virtue of the political and military constraints
that are bound to emerge, and that restrict the degrees of freedom of civilian and military
governments over disarmament (Kolodzjej, 1987). Even so, a serious economic study
could provide evidence that some exporting activities are impoverishing, notably when
payment conditions become difficult or even impossible, and when the largely subsidized
arms industry is persuaded to sell at a loss... to the community (Smith, Humm &
Fontanel, 1985; Chesnais, 1990).

Militarism appears with the State system: The social position of the military is
important. The army is often the symbol of national unity, even if its position in the
military-political complex is the central one. The military hold their power in the name
of their competence to defend the basic interests of the Nation. That is why societies that

have conscription seem to be less productive of militarism. Militarism is born from



clashes of interest, as well as from belief in violence and force. Disarmament sets the
scene for the "civilization" of modern societies, the retreat of the ideas of militarism, the
hierarchy, discipline, nationalism, patriotism and xenophobia. Outlooks and behaviour do
not decree why this should not be so. The economy of disarmament does not stop at the
mere reduction of military expenditure; it must also apply itself to the reasons on which
the disarmament is based and which, if possible, make it irreversible. This latter point is
not, however, one that can be tackled by economists on their own, for it involves

consideration of the very nature of humankind.
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