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The evolutions of the world military forces since the end of Cold
War

Jacques Fontanel

Colloque Economics of International security
Université Pierre Mendeés France
Economistes contre la course aux armements

Grenoble, 16 mars 2007.

Summary : The world economic and strategic landscape has radically changed, with the
end of US-Soviet antagonism and the liberalization of world trade and financial flows.
The disarmament of the 1990s was only temporary and gave the impulse to a
reorganization of the world military industry allowing the USA to reinforce their
military supremacy (Part I). Is militarism essential to capitalism? This may be asked,
given the maintenance of numerous international tensions in spite of globalization and
the importance of the technological and industrial links between the military and civil
sector, in the post-Cold War era. The importance of the American armament is likely to
favour conflicts, as it obliges the adversaries to innovate and to find new techniques to
erode the American power.

Le paysage économique et stratégique mondial a radicalement changé, avec la fin de
I'antagonisme américano-soviétique et la libéralisation du commerce mondial et des flux
financiers. Le désarmement des années 1990 n'a été que temporaire et a donné
I'impulsion a une réorganisation de l'industrie militaire mondiale permettant a
Washington de renforcer sa suprématie militaire. Le militarisme est-il essentiel au
capitalisme ?0On peut se poser la question, étant donné le maintien de nombreuses
tensions internationales malgré la mondialisation et I'importance des liens
technologiques et industriels entre les secteurs militaires et civils, dans l'apres-guerre
froide. L'importance de I'armement américain est susceptible de favoriser les conflits,
car elle oblige les adversaires a innover et a trouver de nouvelles techniques pour
éroder la puissance américaine.

Mots clés : Military Industrial Complex, globalization, arms industry, Dual technology.
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The dominant liberal theory has presented military expenditure as
unproductive and wars and economic conflicts are prejudicial to the good
functioning of economic mechanisms. Today the success of the American
economy, which was regarded as declining at the end of the years 1980,
raises the issue of the correlation between war, military expenditures, and
economic growth with a new acuity. The theory of Paul Kennedy (1987)
who explained at the end of the 1980s that the excessive importance given
to military strength by the major economic powers has always been a factor
of their decline, is challenged. The decline of USA is contradicted by the
facts, with the collapse of the socialist system and the raise of the new
economy of information, which have reinforced the American economy and
technology (Smith, & al., 2008). Many analysts during the 1980s considered
the Soviet Union as a greater military power than the United States, 20
years later the situation has radically changed, for the almost exclusive
advantage of USA a kind of hegemonic power while maintaining a high level
of military expenditures, almost the half of the world total, notably on
military R&D. The reorganization of its arms industries has even been
considered as a factor of “creative destruction” and the development of
armaments adapted to the new strategic needs, such as terrorism and the
uncontrolled spread of nuclear weapons.

The end of the Cold War has led to several changes in the arms
industry at the world level. The expected “peace dividends” did nor appear,
as the crisis on arms markets, due to the decrease in military expenditures,
was not yet overcome when the defence budgets picked up again (Fontanel,
Ward, 2002). The market logic has been encouraged in Western Countries
to restructure the arms industries. The development of generic or dual
technologies was encouraged, as well as the diversification on civil markets.
The consolidation of the American arms industry has been quickly
achieved, thanks to a strategy of rationalization and cost reduction, as well
as of integration of military activities. The results was clearly less
convincing in Western Europe, while the countries of ex-Warsaw Pact
suffered from a dramatic industrial crisis.

Since 2000, disarmament is no more relevant. The Treaty of Rome
and the World Trade Organization (WTO) recognize the inalienable right
for governments to manage their defence and their security. The objective
of national independence was decisive in the choice of the arms production;
afterwards economic reasons have prevailed, such as imports replacement
by national production (Fontanel, Saraiva, 1986) and increase of arms
exports, development of the high technologies with spin-off useful for



civilian purposes or job creation. States of arms-producing countries have
always uses the military sector to set up their industrial policy.

The Peace-making Globalization disappointed

The rise of military expenditure during the Cold War induces several
studies on their economic consequences whether neoclassical or Keynesian.
Many famous economists have advocated for the end of the arms race,
notably Arrow, Galbraith, Tobin or Sen, gathered within associations
Economists Against Arms Race (ECAAR). Some studies dealt with the
potential economic consequences of world disarmament, using mainly
macroeconomic models. The economic analyses of the arms race had
started with the Richardson model (1960). The World Model of Leontiev
and Duchin (1980, 1983) analyses the economic consequences of
disarmament of industrialized countries, with the transfer of savings to
developing countries. Another model about the effects of military
expenditures on the France and Morocco countries gave some unexpected
results (Fontanel, 1982) on the relation between economic growth and
military expenditures..

Some economic studies explained that military expenditures divert
financial means, thus limiting civil investments. The reports of the United
Nations at the beginning of the 1980s stresses the importance of the sums
engaged in the military sector, and they insist on the considerable
opportunity cost that they represented, in particular for developing
countries (Accordino, 2000 ; Fontanel, 1981, 1982). Mary Kaldor (1982)
had considered that the Military Industrial Complex (MIC) of industrialized
countries, generated too sophisticated and costly technologies. The
protection and secrecy rules of the military sector prevent technological
spin-offs on civil production and guaranteed outlets for a few privileged
firms.

The end of the cold war in 1991 has opened the way to a
disarmament process at the world level. Taking account their unproductive
character (in a cosmopolitan or peaceful economy), the military
expenditure should assert negative effects on the world growth in the long
run. A logic of “arms control” and disarmament took place of arms race. In
1990s, the advocates of the direct conversion of military facilities (from the
sword to the plow) considered that it should turn industrial activity
towards unexploited opportunities in the civil sector. But the reality of
conversion has been less encouraging, because of its induced costs, notably
for retraining the staff, and because of the high financial barriers to get
entry on civil markets. The cut in military expenditure has increased
unemployment in arms producing countries, making it necessary to adapt



the economic policy. The disarmament has created an obsolescence of
productive capital and the need to undertake heavy investments. A
restructuring of military industries may have negative economic effects in
the short run.

However, disarmament is not equivalent to a reduction of military
expenditure. Disarmament may have different forms, such as the reduction
of the military expenditure, the cessation of some arms productions or the
destruction of weapons.

- The destruction of weapons stocks or the control of disarmament
agreements leads to additional costs. Moreover, a destruction of weapons
stocks neither guarantees the reduction in the strategic capacity, nor that
the military expenditure.

- Partial disarmament modifies the balance of power and often implies a
procedure of rearmament.

- Lastly, the immediate conversion of the military productions into civil
ones often proves inadequate. The military secrecy and the very strict
administrative rules have created a culture far removed from market’s
constraints. Sophisticated military technology is generally not adapted to
mass production, and the products resulting from conversion obtain
uncompetitive costs in a market strongly encumbered by the production of
civilian firms.

The arms industry remains important for industrialized economies,
but the firms that are the most successful are those that are able to develop
dual technologies and to diversify their production in the civil sector. The
American disarmament has succeeded in releasing resources for the civilian
sector and in attracting the world capital, notably thanks to the
development of information technologies, which had first been developed
in the military sector.

The reduction of defence budgets did not create the awaited
“dividends of peace” nor did it reduce significantly the threats because of
the remaining stocks of nuclear weapons. The arms industry remains
important for industrialized economies, but the firms that are the most
successful are those that are able to develop dual technologies and to
diversify their production in the civil sector. On the contrary, disarmament
caused major sectorial and regional crises, in particular in the economy of
USSR (Aganbeguyan, 1994; Fontanel, Borissova, Ward et al. 1995;
Shkaratan et al,, 1998 ), but also for some regions or industrial sectors
(Fontanel, Matelly 2000). Then, if there is no profit, it is impossible to
receive some dividends. The concept of “peace dividend”, very popular
during the Cold War among economists, has been replaced at the UNO by
“peace investment”, thus showing the costs induced by the disarmament
process.



The new firm'’s strategy was to sell not only military products but also
commercial services. The world concentration process of armament firms is
spectacular Since 1991, under the impulse of the government, the American
arms industry engaged in mergers-acquisitions, leading to the emergence of
four great entities: Boeing, Lockeed Martin, Northtrop Grumman and
Raytheon. The size of the firms but also of the American market makes
armament firms able to obtain economies of scale and greater export
competitiveness than armament companies from foreign countries.
However, according to Blanc (2000), the American reorganizations were
not just made to reach size effects. These concentration operations are not
mainly decided for military or economic reason, but for increasing financial
profits for managers and shareholders.

Table 1. Regional distribution of the SIPRI Top 100 Arms-Producing
Companies: 1990 and 2003

Countries Share of Total Arms Sales % ‘ Number of companies
1990 2003 1990 2003

North America 60.8 63.2 49 39
USA 60.2 63.0 47 38
Western Europe 22.1 29.2 40 36
UK 10.4 11.4 13 12
France 12.0 7.5 11 9
Non-OECD 3.0 4.6 6 15
Russia - 1.5 - 6

Source : Dunne and Surrey (2006), p. 410.

But in other places, and in particular in the countries of the ex USSR,
the cut on world military expenditure had a much more destroying impact
on the armament industry. Russia, in particular underwent heavy economic
losses (Aganbeguyan and al. 1994 ; Fontanel et al. 1998a, 1998b, 2000,
2002; Earle and al. 2001). In 1991, the success of the conversion of the
gigantic MIC was presented as a necessary condition for the transition
success, notably in several report of UNO. Fifteen years later, force is to
note that this conversion was a global failure (Fontanel & Karlik, 2004,
Karlik and al. 2008). Military industries, at the base of the Soviet industrial
development, could not be reconverted satisfactorily into civil productions.
Indeed, the cessation of the military production may have disastrous
economic effects in the short run, by involving the closing of factories,
which ensured the economic survival of important areas, while at the same



time conversion in civil production proves to be impossible, because of the
barriers to get entry in civilian sectors. In addition, the cost of the cessation
of military productions must integrate the cost of the capital, which cannot
be used in new productions. Unemployment were the immediate
consequences of the reduction of Russian military expenditures. Many
effects of inertia, related to the administrative rules inherited the preceding
political regime, have prevented a good conversion.

Today, most the former Soviet MIC firms are privatized by the
Russian government, or were transformed into public companies. Several
are now under control of regional authorities. Just as in the West, the firms
have tried a diversification toward civil productions and dual technologies,
in aeronautics and aerospace, as well as the development of military and
civil exports. Today Russia is indeed one of the largest arms exporters in
the world. Lastly, it is also necessary to take into account the fact that the
destruction of the military materials, associated a procedure of
international disarmament, is expensive. Most of the assistance of the
Western countries to disarmament was used for the elimination of
Weapons of mass destruction.

The spontaneous disarmament of the Soviet Union therefore proved
to be an ideological, political, and economic defeat (Earle & Komarov,
2001). Paradoxically, at the beginning of the 1990s, the United Nations
reports explained that is was probably in the USSR that conversion should
be the most economically interesting, because of the great potential
demand of the weak competition and of the capacity for companies to
produce dual goods, for military and civil consumption. Gorbatchev himself
has based great hopes on the MIC forces to revitalize the national economy.
However, the Russian economy suffered from obsolete infrastructures,
inertia effects, industrial over-capacity as well as from a very insufficient
commercial culture, and an economic crisis. The transition problems are
partially due to the incapacity of the military sector for a civilian
reconversion. Experience shows that in the short run there exist few dual
applications for civil production, even if later on, the spillovers may prove
interesting.

Compared to the American firms, it is with delay that European arms
firms have been engaged in a reorganization and concentration (Hartley
and al., 2008; Dunne, Surry, 2006 ; Fontanel, Ward, 2002). That is explained
by the difficulty of reforming a European industry, which was
compartmentalized around national markets, preventing the reduction of
unit costs and the widening of range of products. In addition, the programs
of industrial cooperation in order to set up an integrated European defence
industry have been set up only gradually. The success of joint venture is
limited, because of rigidities, the rules of national return and additional



administrative costs. The strategic divergences between European
countries is the main problem for European defence..

During the decade 1990s, there was a multiplication of joint
companies created for marketing and customer service. However, the
European industrial structures became very complex, generating
duplication, making it necessary to rationalize the productive and
commercial structures. After the reform of defence policy engaged in Spain,
France or Italy at the end of the years 1990s, it was possible to engage the
first great operations of fusions-acquisitions on a European scale, initially in
the aerospace one and the electronics of defence, therefore radically
modifying the structure of the European industry. Nowadays, some great
European firms have emerged on aerospace and the defence electronics
markets but in particular for land and naval armaments, the reorganization
remain incomplete.

The industrial groups resulting from the reorganisation of the last
1990s have gradually changed their strategies, by multiplying the
subsidiaries, joint ventures and alliances, while diversifying in civil
productions. These are primarily the sectors of aerospace and defence
electronics that were concerned with the diversification process. For
France, in 2001, 72% of these markets were contracted by the DGA
(Délégation Générale a I’Armement). The groups wish to limit their
dependence to official orders. This evolution complicates obviously the
statistical analysis of the armament sector, in particular on the level of the
appreciation of the manpower really employed in defence.

What importance for military-industrial complex ?

The worldwide liberalization of economic activities did not produce
the pacification of international relations and thus does not validate the
classical paradigm of peace thanks to free trade. There is a persistent
instability, due to nuclear deterrence from the super powers and the
economic race and future economic conflict between super powers. USA
hold supremacy for new weapons including technological progress. The
market logic, seems to have reinforced both the military and economic
power of this hegemonic country. For Washington, the opening of the
economic frontiers favours the world peace and therefore disarmament.
Hoxwever, during the Clinton’s mandate, the national security has been
presented as depending on the economic power. Paul Krugman (1996)
criticized its idea (a country is not a company). The idea of an economic war
justify a strong industrial and trade policy in the USA, using economic
intelligence and counter-intelligence. The development of the Advocacy
Center, of the National Information Center (DTIV) and of the Central



Information Reference and Control System (CIRC) confirm this US
hegemonic policy. .

One can wonder whether the war is not essential to the capitalism. In
1967, a report (Anonymous, 1967) has stated that the disappearance of
wars would create economic and sociological problem in USA. The idea of
conversion was presented as politically unacceptable, given the acquired
interests and because there was no real substitutes for war and war threats.
Indeed, the report underlined the importance of the military expenditures
wasting in the stabilization and control of the national economies. War also
permits the citizen’s subordination to the State and the control of social
dissensions and antisocial tendencies (Barnett, 2003). New institutions
should be created in a situation of lasting peace, so has to maintain citizens’
adhesions to the political authority. In the same perspective, Jacques Attali
(1998) present war as the expression of an extreme industrial competition;
the history of capitalism implies the emergence of brutal phase, which, if it
does not give place to a military war, led with the development of symbolic
alienation system (Coulomb, & al. 2005). Nowadays, the latter could be
found in the modern ideology of the globalization (Binnendijk, 2002).

In a world of scarcity, the military expenditures, largely unproductive,
may be considered as a wasting, notably in the absence of conflicts or major
Threats. However, high economic and social inequalities may fuel
international conflicts; and yet the globalization process has not solved the
problem of poverty and underdevelopment. As Kenneth Arrow (2002)
recalled, the preceding age of the globalization peaked at the end of the
nineteenth century and was brutally stopped by the World War |, in spite of
the rise of world trade and financial flows. Francis Fukuyama (1993)
considered the end of the Cold war as the end of history. However, this
civilization philosophy does not work. It appears today that asymmetrical
wars will multiply in the future (Miinkler, 2003. The globalization process
also makes more industrialized countries more vulnerable to enemy
attacks, given the development of communications and mass transports, the
population concentration in urban zone, etc. While the Cold War arms races
opposed comparable actors, the new arms races will be asymmetrical,
confronting countries with high-tech weapons to less developed countries,
but with mew weapons. Several examples, such as African conflicts or the
attacks of September 2001, have proved that the technological superiority
is not a guarantee of security or of victory, whereas industrialized countries
wish to limit the human loss of life.

Moreover, the cost of the new wars is much lower than that of Cold
War conflicts. The American-Soviet arms racehad impoverished the Soviet
economy-y, leading to its collapse. The current asymmetrical conflicts do
not require the same level of financial resources. Recent terrorists acts have



shown that military inferiority could be offset by commando-suicides. The
terrorist methods have the advantage of not having to count on the
implication and the support of the civil population, unlike the guerrillas.
Today there are a lot of conflicts, bur only 2 are interstate conflicts, United
States against Iraq and India against China. Most of the others were new
conflicts, not limited to an interstate confrontation. They involve new
actors, such as militia, political groups or civil population. These conflicts
are difficult to identify in time and in space and require international
operations (notably with UNO) that associate human rights specialists and
technicians to rebuild the state apparatus. It appears however that
economic misery and social inequalities, combined with political
oppression, are factors of conflicts. In the 1980s, the “debt crisis” remains
important for some developing countries and their dependence toward the
International Monetary Fund and the World Bank limits their sovereignty
and their chances for democracy. The economic argument of peace through
development thus seems particularly significant in the African cases.

The arms industry changed with globalization. It is internationalized,
even if arms markets remain mainly national and if the government keep on
supporting arms exports. The USA used the conversion process of the arms
industry to reduce by a half the regular suppliers of Pentagon and by
instituting commercial standards for the military purchases. The
dissolution of COCOM, partially replaced by the arrangement of Wassenaar
to keep some restrictions against the rogue states, permitted exports of
products usable for weapons, in particular the telecommunication and
computers materials. Thus, dual technologies have been used for civilian
ends. Indeed, military and civil technologies of satellites are very close and
military ones are able to replace old civilian satellites.

The concept of globalization expresses the integration of the
productive and commercial activities in global market system. It applies to
the creation of value, from the export to the total integration of production.
All reorganization process has a cost, like any investment it supposes
economic risks. From a cultural point of view, the military sector is
expressed mainly in the field of the high technology. It privileges some
technologies, which then influence all the economy. Three assumptions are
generally retained for the study of the economic effectiveness of the
military R&D. First eviction effect supposes that appropriations for military
sector of a new technology produced by military R&D are done to the
detriment of the civil sector. Then the technology transfers between
military and civil sector suppose the passage from a technological and
strategic priority (often kept secret) to an economic priority. Lastly, the
demand-pull effect makes an additional request for R&D that supports the
forces of innovation.



Today, the art of warfare remains linked with technological progress,
but the political considerations become preponderant. The new generation
weapons are based on information technologies, in the forms of meta-
systems, thus qualifying the compete overlap of the weapons systems and
command chains. The installation of computer viruses likely to make
inoffensive the enemy weapons may give a considerable power to a State.
USA Kkeeps its lead in this field, thanks to its advance in information
technology. A limited number of firms control the production of these new
materials, thus reinforcing the influence of the MIC. Europe being connected
with American networks, its dependence toward the American army is
reinforced. The law of the strongest prevails here and will favour the global
supremacy of the American industry on world markets.

The military sector can be more likely than the private sector to
reveal major innovations boosting economic growth, in particular through
rise in productivity. The demand for defence would have largely accelerated
the development of new technologies in USA in the past. More particularly,
the sectors of aeronautics, nuclear and electrical energy, data processing,
Internet and space are more concerned. The technological maturity is
necessary so that the innovation leads to productivity gains. A major war
threat produces a new technological revolution sufficient to durably
increase productivity rates. But only the existence of an external threat
could lead once again to the mobilization of the scientific, technical and
financial resources necessary to make appear these major technologies, as
during the Cold War (Ruttan, 2006)..

In peacetime, the military sector does not have sufficient incentive to
carry out such an effort, nor does other parts of the public sector. Private
sector is not able to initiate a new major technology, considering the
induced short term profits and the slowness of the cycle of innovation,
which often lasts several decades. In the same order of idea, Bellais and
Foucault (2005) criticize the reforms of the defence policies in Western
countries; the liberalization and the market logic discourage long-term
R&D, which is thus central for industrial innovations.

The question of the relation between the defence budget of defence
and economic development is important, at constant national security level.
For example, the advantages resulting from the maintenance of a high level
of military expenditure, in terms of domination on the international
economy, should be taken into account (trade agreements, markets
liberalization, diplomatic pressure, etc.). The long-term economic
consequences of an excessive militarisation should also be considered. As
the US defence budget increases the public deficit exerts an inflationary
effect, and it undoubtedly influences the dollar parity and the flows of



foreign direct investments. The links between military expenditure and
economic growth is thus multiple and difficult to analyse.

With the extension of NATO, the risks of conflicts between the great
powers decline. The rise of American military expenditure, along with
forces redeployment and new strategies, reinforces United States
hegemony in front of its allies Nevertheless the importance of the American
armament, turned a priori toward the zero defect of national defence, is
likely to favour conflicts, as it obliges the adversaries to innovate and to find
new techniques to erode the American power (Ayduinly, & al. 2005).
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