BoNN INTERNATIONAL CENTER FOR CONYERSION

"B 1.CC

BONN INTERNATIONAL CENTER FOR CONVERSION ¢ INTERNATIONALES KONVERSIONSZENTRUM BONN

papet

april



TYPOLOGY OF MILITARY ASSETS
by Michael Brzoska, Patrice Franko and Jo Husbands

T'able of Contents
Executive Summary

The framework of this report

Military sectors as economic entities

Criteria for a typology of military assets

Human resources: Demobilization and reintegration of ex-combatants
Military land

Military production facilities

Civilian business operations of the armed forces

Military Equipment

Military income sonrces

Post-conflict asset transformation: additional considerations

Introduction

Military sectors as economic entities

Definitions and functions of armed forces
Armed forces and military sectors

Military input, output, and assets

Conflict and military sectors

Criteria for a typology of military assets

Categories of military assets

10

12

13

14

15

16

17

18



Michael Brzoska, Patrice Franko and Jo Husbands

Specificity of use and nsers
Conditions of assets and personnel

Reuse potential and challenge
Military assets: categories and potential

Human resources and capital

Former soldiers and ex-combatants from a human resource perspective

Data soutrces

Demobilization and reintegration issues
Demobilization factors
Reintegration challenges

Outside support

Demobilization and reintegration success
Military land

Types of military land
Data on military land use

Reuse and redevelopment opportunities and challenges
Potential obstacles
Investments
Valuation

Reuse and redevelopment

Excamples of successful base conversion and development
Military production/service facilities

Types of facilities
Sources of Information

Civilian reuse potential of producers of military goods

Military specificity

18

18

19

19

19
19
20

22
22
23
24

25

25

26

27

28
28
30
30
30

31

33

33

35

36
36



Typology of Military Assets

Factors shaping reuse
Conversion of production factors

Privatization

Excamples of civilian reuse
Armed forces’ business operations in civilian markets

Military business
Sources of information

Asset transformation issues
Military equipment

Types of weapons and ammunition

Other military equipment

Data on military equipment

Productive reuse potential of military equipment

Selected examples of reuse, scrapping, and elimination
Income to finance military operations

Sources of funds/ entitlements
Defense budgets
Other government funds
Other institutionalized sources of funds
External funds/military aid

Income from military-run business/pension funds
Sources of information

Scope of a “peace dividend”
Conceptual considerations
Impediments to alternative resource use

Empirical evidence

37
38
38

40

40

40

44

44

44

45

45

46

46

47

52

52
52
53
54
54
54

55

56
56
57
58



Michael Brzoska, Patrice Franko and Jo Husbands

Efficiency savings
Post-conflict asset transformation

Asset revaluation

Ownership issues

Civilian/military asset ownership problems
Decision-matking over post-conflict asset transformation

Privatization 62
Security sector reform

Reorganization of security sectors

Asset and human resonrce reuse in security sector reform
Political economy of military asset transformation

Interests and actors
Sequencing

Assets and liabilities

Summarizing possibilities and problems of military asset transformation

Table 2: Typology of military assets

References

58

59

59

60
60

ot

62

62

63

63

63

64

64

65

68

70



Typology of Military Assets

Executive Summary

The framework of this report

This report suggests a framework for a country interested in assessing the scope of its
military assets that have potential for transformation into peaceful, productive purposes
as part of a post-conflict or structural adjustment package. This report draws no
conclusions as to an optimal level of defense assets. Rather, once a political and
strategic decision is made by a country to realign its military sector, this framework
shows how successful management of the transformation of military assets may
contribute to economic development and sustainable peace.

A military asset is defined broadly to include the stock of physical goods, land,
human and financial resources controlled by the armed forces.

Military sectors as economic entities

The opportunities and challenges of reducing the costs of armed forces and freeing
resources for reconstruction and social development are at the core of this report.
Military sectors draw on inputs of finance, personnel, industrial expertise, equipment,
land, and infrastructure to produce the output called defense.

During conflict military asset accumulation may be unsustainably high and
somewhat haphazard.

Under post-conflict conditions or with constraints imposed by economic
adjustment, reallocation of resources from the military to the civilian sector might be
considered in the national interest.

The armed forces, together with the ancillary organizations that support their
efforts are called military sectors. Major elements include civilian command, control,
and administrative structures: defense ministries, private and state production facilities
for weapons and ammunition, research institutions, civilian logistics operations and
training facilities to support the armed forces, and business operations such as airports
and duty free shops run by armed forces in civilian markets.

Criteria for a typology of military assets

The fungibility of assets, or the degree to which they can move from the military to the
civilian sector is a key criteria for evaluating reuse potential. Physical conditions of assets,
including age and degree of usage, influence reuse potential. In many cases, znvestment is
critical prior to reuse. For example, land must be cleared of mines, and combatants re-
educated for civilian employment.
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Human resources: Demobilization and reintegration of ex-combatants

Releasing labor from the armed forces may promote civilian development, particularly
where training has improved the skill level. Post-conflict societies may, however, have
difficulty in absorbing additional labor.

Demobilization of ex-combatants must take health and handicaps, level of
training, demand for skills, length of service, and personal motivation into account.
International data on active duty personnel strengths and recent experience with
demobilization is fairly accessible. Flexible coordinated outside assistance for
resettlement and training is crucial to success. A wide range of instruments, including
counseling, technical and managerial training, provision of tools and inputs, credit
facilities, housing programs, social infrastructure, health, and short-term bridge
employment should be considered as part of a well-planned process. Special
consideration should be given to the needs of child soldiers, female ex-combatants, and
the children and spouses of former combatants.

Military land

Military land includes training areas, airfields and airports, naval ports, logistics facilities,
barracks, command and control facilities, testing grounds, education facilities, service
centers, and environmental and geological observation stations.

In assessing the reuse potential of land, environmental contamination, condition
of superstructures and the degree of specificity of use of structures must be taken into
account.

Systematic international data on military land holdings is unavailable; national
governments are the best, albeit sometimes unreliable, source of information on
military land use.

Major reuse challenges include proper apportionment of institutional
responsibilities, environmental clean-up costs, the diversity of facilities with differential
reuse potential on a single base, and control over the process of transfer to prevent
asset stripping and squatter settlements.

Investments must often be made to upgrade the condition of facilities prior to
resale. A high valuation depends on pre-sale repairs, modernization, and environmental
cleanup as well as the local real-estate market. Timing is crucial; damaged and depressed
post-conflict economies may not support healthy asset sales in the short run. Public-
private partnerships to develop facilities but share environmental and clean-up risks
have facilitated base closure and regional development.

Military production facilities

Military production facilities include military arsenals run by the armed forces, government
facilities for technology (usually run by defense ministries), government owned,
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privately managed facilities, state owned, privately registered companies, and fully
private arms producers. These produce military systems and their components, but also
relevant basic products (steel, aluminum, etc.) and dual-use goods. Together with
research and service facilities they comprise the defense industrial base. Depending on
the degree of privatization, data on production facilities may be limited, even on the
part of the government.

The structural adjustment of military production facilities must take into account
the barriers in moving from military to civilian production, including secrecy
requirements that require compartmentalization of work, detailed project accounting,
performance orientation targets to small scale production, cost negligence, and
unfamiliarity with marketing in non-government markets.

Defense industry culture, including an organizational structure that favors
research and development over marketing, highly task-specific research skills, exacting
and expensive levels of quality control, and a government-oriented production
mentality must be transformed for effective conversion. The degree to which defense
producers were operating in dual use technology environments, their exposure to
civilian marketing, the capacity for long term civilian business planning, the ability to
reduce overhead, the availability of risk capital, and the degree of outside assistance
condition the probability of successful conversion. Privatization of facilities is generally
the best option for conversion; at that point the general economic environment is
crucial in shaping success.

Civilian business operations of the armed forces

Armed forces operating businesses in civilian markets sustain military operations in several
countries, including Indonesia, Turkey and Ecuador. Extra-legal activities, such as
logging in Cambodia or Thailand and narco-trafficking, may support official programs
or personal gain. A low degree of transparency makes data on military businesses
scarce. Pension and insurance companies, strategic industries, transportation,
construction, and logistic services including air and road transport often enjoy political
advantages over private commercial concerns.

Privatization of military businesses promotes transparency, and reduces the
likelihood for corruption or embezzlement. Changing access to these assets, may,
however, challenge a delicate balance of power within the military and between the
military and civil society. Carefully planned compensation and assurance of more
transparent and accountable sources of funds may serve to secure the institutional
interests of the military.

Military Equipment

Military equipment is generally highly user-specific, with limited post-conflict reuse
potential. Heavy conventional weapons, light weapons, and ammunition are more often
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candidates for disposal than reuse. Other military equipment such as computers, earth-
moving and construction vehicles, radar, radio, transport aircraft and trucks, and other
land and sea vehicles hold greater reuse potential. Scrap value of heavy equipment is
low, with the exception of ships. Data on heavy weapons is quite good; the information
base on light weapons is improving but still sparse and there is no comprehensive
international data on other types of military equipment.

Light weapons are a source of violence and insecurity, circulating from one
conflict to the next. Safe storage or elimination of light weapons has become an urgent
matter to decrease crime and support internal security measures. Clearance of
landmines has become a precondition for agricultural development, although the
process is slow and expensive.

Military income sonrces

Income to finance military operations derives from defense budgets, other government funds
such as special accounts, institutionalized sources of funds such as the sale of natural
resources, and external funds or military aid.

Good governance practices for fiscal transparency include principles of clarity of
roles and responsibilities in defense budgets, public availability of complete and detailed
information, open budget preparation, execution and reporting, as well as independent
assurances of integrity and accountability to promote efficient use of military resources.

Data on military expenditures is unreliable; national data must be scrutinized for
what it does and does not contain. Off-budget income sources and the placement of
pension funds are two critical divergences.

The “peace dividend” from post-conflict downsizing often may be smaller than
anticipated. Conceptual and measurement problems plague estimates. Impediments to
alternative resource use include general economic collapse following transition, the
drying up of external sources of funds including foreign aid and expatriate
contributions, and the fact that disarmament itself may generate additional costs of
disposal, destruction, and environmental cleanup.

Post-conflict asset transformation: additional considerations

Asset revaluation needs to occur prior to transformation. Asset value after
transformation is a function of the civilian usability or fungibility of entitlements, the
physical status of assets (including environmental dimensions), the civilian demand for
transformed assets based upon consumer preferences and general level of economic
activity, the investment cost of asset transformation, and the degree of asset
degradation either in the short term due to asset stripping or over time through disuse.
Ownership issues can plague transformation. Ambiguities in lines of decision-
making between civilian and military authorities and among the different branches of
the armed services complicate transformations. Various levels of government (local,
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state, and national) may lay competing claims on assets. Interests of local authorities in
maximizing jobs may conflict with national bureaucracies interests in fiscal adjustment
to optimize immediate income.

To promote respectful and cordial civil-military relations, the military might
require compensation for the sale of assets; the military may also be held accountable
for investments prior to sale including disposal and environmental clean-up and might
look for compensation for such outlays.

Central military institutions versus regional units may dispute claims on military
assets; private individuals within the armed forces who have enjoyed certain perquisites
of service may resist reallocation and loss of control.

Foreign ownership of military assets presents practical problems of responsibility
for cleanup that might affect the residual value of bases.

Ambiguities in decision-making authority arise at the level of planning and
implementation, financing, and allocation of benefits. Planning might fall under
national/institutional lines of authority while regional development agencies are tasked
with final use problems. The interests of external donors in facilitating transformation
may also conflict with local, state, and national concerns. Careful coordination and
consideration of layered levels of interests is critical to success.

Transformation of military assets in post-conflict situations requires a
simultaneous revision of national security objectives and reform of instruments to
ensure external and internal security. This complicated process of security sector reform can
be facilitated by external funding to engage civilians and military in a careful and
constructive dialogue on security concerns. Issues for consideration in the
reorganization of security sectors include the strengthening of systems of military
accountability to civilian decision-making; a re-orientation of military doctrines toward
peace, arms control, and regional security; the democratization of the armed forces; and
the separation of police functions to maintain internal order from responsibilities for
external defense and international security concerns.

Military asset transformation is intimately linked with the po/itical and economic fabric
in a given country. It must take into account the difficult reconciliation of the political
and institutional interests of the military with the goals of civil society. Downsizing of
the military does not necessarily mean a denigration of military capability; military
reform should instead promote a better and more transparent match between
objectives and instruments to achieve a stable and sustainable peace. If downsizing is
accompanied by a modernization and professionalization of the military to meet new
strategic goals of resource surveillance and patrol, for example, the military may
petceive the win-win nature of a reallocation of defense assets from outdated strategic
scenarios to new national priorities.

Sequencing of the release of assets must take into account local political and social
needs. The immediate release of ex-combatants, for example, might be postponed
through road construction projects if local labor markets are not yet ready to absorb a
large influx of job aspirants.

The political rationale for demobilization and destruction of military equipment
may indeed outweigh the economic imperative. An estimate of the costs and benefits of
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demobilization should include the estimated costs of political and social violence that
excess and uncontrolled weaponry perpetuates. Environmental considerations of
cleanup of land mines or other facilities may tip the scale over the immediate economic
returns. Governments may need to invest today in defense asset restructuring to reap
economic benefits in the future.

Introduction

This report introduces a framework for assessing the scope of military assets for a
country considering the transformation of its defense sector at the end of conflict or
for fiscal adjustments. It provides information relevant for the World Bank’s work in
transitioning post-conflict countries, as well as in countries undergoing substantial
downsizing of their armed forces, broadly defined. The ultimate goal is to assist the
World Bank, and other actors involved in post-conflict work, in maximizing the
positive contributions and minimizing the negative effects of excess military assets to
sustain peace and promote economic growth.

The World Bank and the IMF, in particular, give significant attention to the size
of a country’s military expenditures, but until recently they have not examined their
content nor other issues related to the defense sector. A number of recent trends within
the Bank’s activities have nonetheless led to greater attention to defense sector
questions. The enormous barriers facing countries emerging from conflict in their
efforts to get back on the path toward sustainable development, which led to the
creation of the Post-Conflict Unit, have made it difficult for the Bank to ignore at least
some security-related issues, such as the demobilization and reintegration of former
combatants. Perhaps most important, the Bank’s increasing focus on governance
brought acknowledgement of the defense sector as another possible subject for public
sector reform (World Bank, World Development Report, 1997). One reason for
undertaking the creation of a typology of military assets is thus to assist in thinking
about the security sector as one would about other sectors that might be the subject of
World Bank activity. The analogy is certainly not exact, but this report explores how
much might be done to create such an analytical framework.

Attention to the defense sector is a sensitive issue within the Bank because of
concerns about overstepping the Bank’s mandate (see e.g. World Bank, 1998, p. 23).
Questions regarding what activities are appropriate within the mandate are outside the
scope of this report. The authors of this report attempt systematic and comprehensive
coverage of assets and similar resources in military sectors in order to present the full
menu of possibilities. Choices would have to be made by taking into account
organizational mandates, along with the policies and practical situations of individual
countries.

The authors believe that the post-conflict transformation of military sectors can
have profound influence on the stability of economic, societal, and security conditions
for reconstruction, depending on the scale of military activities during the war in
relation to peacetime levels. Transformation is often costly, but when managed
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successfully can contribute to a sustainable peace, as well as economic and social
development. Transformation of assets to non-military use can take numerous forms,
the most promising being commercialization and privatization. Past experience with
post-conflict transformations of military sectors generated a wide array of examples and
lessons, which provide a useful contribution towards future improvement of
transformation strategies. As an inception study on transforming military assets, this
report cannot do full justice to the wide spectrum of past experience. It does, however,
provide a preliminary analysis of the large body of relevant literature and pertinent
work at the institutions responsible for this report. It also includes comments collected
in a series of interviews at the World Bank. A broader study could build upon this work
on the basis of in-depth country analysis.

This report focuses on the technical and economic aspects of defense asset
transformation. It does not discuss how likely, beneficial, or detrimental it would be for
a certain country to keep, increase, or release assets within the military domain. What is
presented here is not a security assessment, but an economic one. In this report it is
assumed that a prior decision has been made by the relevant national authorities to
release military assets. The topic is the management of these assets for sustainable
peace and development, not the rationale behind releasing assets. However, an asset
typology can provide an important base to make these political and strategic decisions.
After states have undertaken these decisions, the management of the transformation of
the assets can begin. It should be underscored that any assessment of the possible size
of military asset releases is in no way indicative of an optimal asset release in terms of
security. Analysis of available assets and lessons of conversion and downsizing
elsewhere may, however, help guide policymakers towards optimizing productive uses
of national assets.

The questions asked in this report include:

*  What are military assets?
*  What types of military assets can be distinguished?
* How fungible are these assets for non-military use?

* How does the management of military assets affect post-conflict reconstruction
efforts?

* To what extent can military assets be put to productive use in post-conflict
situations, and to what extent are they an obstacle to post-conflict development?

The term asset is used in this report in a broad sense, and is not limited to the categories
of standard accounting practice. Rather, in addition to the stock of physical goods and
funds owned by armed forces, it is also used to cover human resources, land, buildings,
technological facilities and financial incomes of armed forces and related entities.

11
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The first section of this appendix supplies the conceptual foundation for a broad
typology of military assets by looking at military sectors as resource transforming,
economic operations. In the second section, criteria for a typology of military assets are
discussed; it is followed in the third section by the detailed typology. This exercise is
presented as a prototypical assessment of military sectors. The third section also
presents possible international sources of information on the various military assets that
might be helpful in making assessments of the availability of military assets, which
sharply differ from case to case. Not all armed forces hold a complete range of assets
presented. The section also contains some discussion of the particular difficulties and
prospects of military asset transformation by type of asset. The fourth section discusses
problems specific to the revaluation of military assets after the end of conflicts, or in
times of rapid military downsizing. What formerly were assets can become liabilities.
Other assets may have to be reconfigured or reconstructed to be of continuing value.
New investment may be necessary to reap benefits from asset transformation. A
sufficient level of security forces will be necessary for sustainable peace and economic
growth. This leads to the related issue of security sector reform, with a view to optimal
asset exploitation and resource use in the restructured armed forces. Some relevant
experiences and lessons are brought into a mostly conceptual discussion in this section.
In sum, this project is intended to define the scope of military assets and underscore
their productive potential in post-conflict situations.

Military sectors as economic entities

This study concentrates on the economic aspects of re-using military assets for
sustainable development upon the cessation of open hostilities or during a period of
rapid military sector restructuring. Obviously, post-conflict situations are almost
synonymous with political and social crisis, which strongly influence both in-country
policy-making and the conditions of outside assistance (World Bank, 1998; OECD,
1998). However, such political questions are outside of the thrust of this report. Our
focus is on maximizing benefits and minimizing costs of reform after the political and
strategic decision to downsize the military is made (BICC, 1996).

Military forces built up before and during conflicts are generally over-sized and
often not properly configured for peacetime purposes, so that post-conflict the political
will for downsizing is widespread. This political will is often reinforced by economic
considerations, including the wish to reduce the costs of armed forces and free
resources for reconstruction and economic and social development. The opportunities
and challenges of such reductions and the reuse of resources are at the core of this
report. Thus, the report is limited to looking at just one of the many issues of post-
conflict reconstruction (see World Bank, 1998; OECD, 1998), the transformation of
defense assets, and highlighting the economic side of that issue.

To better illustrate the economic approach, it may be helpful to think of the
military as an entity producing an output by using resources, combining factors of
production, or employing assets. However, there are some difficulties with this model.

12
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One is defining and valuing the product "defense" or "security," while another stems
from varying institutional arrangements in transforming inputs into outputs. Discussion
of military-economic aspects is therefore sometimes limited to analysis of the inputs
used by regular armed forces, but this view is too limited (Hartley and Sandler, 1995a).
Armed forces are more than just a collection of inputs, even from a narrow economic
point of view. They combine various resources to achieve the fulfillment of nationally
determined functions and turn resources into assets which decision-makers view as
optimal for achieving those functions. However, while return on equity, and similar
indicators, provide obvious criteria for optimizing production elsewhere, the
ambiguous nature of "security" as a public good of a specific nature makes calculations
of social returns on inputs in military efforts highly problematic.

Definitions and functions of armed forces

In Western industrialized countries, the usage of terms such as “the military” or “the
armed forces” is often limited to Army, Navy, Air Force, and the like: well-structured
organizations tasked with providing national defense against external enemies. Holding
monopoly control over large-scale tools of violence, these forces are capable of
inflicting heavy physical damage. This narrow definition is linked to the specific military
function developed in Western liberal societies since the 18" century. It assumes a
strong separation of external defense from other functions, with strict control over the
tools of violence by central governments and specialized organizations that exist
independently of the military. But this definition cannot be assumed in many countries.
Especially in conflict situations, terms such as “armed forces” and “the military” need a
wider interpretation and the following should be taken into consideration.

* Regular armed forces often have the additional or even sole function of “regime
security,” of keeping a government in place, if necessary with violent means, against
internal opposition. The difference between what are often called “police functions”
in Western industrialized states, namely to maintain internal order, and the role of
these forces becomes blurred (Ball, 1988). To combat internal enemies, armed
forces may mount comprehensive nation-building activities. The goal of such civic
action is to win the confidence of the people and establish the credibility of
governments, most often in remote areas.

* Organizations with a government mandate to legitimately carry weapons and use
them proliferate during periods of violence. These include non-professional, or
half-professional organizations, such as militias, paramilitary groups, or official
organizations which attain a role in the maintenance of internal order through
violent means, such as border patrol forces, coast guards, customs, and well-armed
police forces.
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* The government monopoly over the use of organized violence is often punctured
by opposition and guerilla forces, non-governmental organizations armed with
weapons and the intent to use them to fight similarly equipped organizations.

If one broadens the conventional definition considerably, all groups of persons
organized to use force against comparable groups and to carry weapons in order to
tight others carrying weapons, could be called armed forces. This definition would not
only include forces fighting over political goals, such as administrative control over a
state territory; but armed bandits, whose only goal is private enrichment, along with
private security guards charged with protecting property. For the purpose of this report
the most useful definition includes only those groups of persons organized to use force
against other groups to achieve political goals, such as control over territorial
administration.

This discussion indicates that a comprehensive view of “the military” includes:

* Regular government forces, professional warfare specialists with heavy armaments:
Army, Air Force, Navy, Marines or other special forces.

* Paramilitary governmental forces, semi-professional, with lighter armaments:
militias, border patrol forces, coast guards, customs and well-armed police forces.
(Note that the term "paramilitary” is a technical reference to these lightly armed
forces and does not carry the pejorative association sometimes used in the popular

press.)

* Opposition forces, often less well equipped than regular government forces but
intent on using organized violent force for political goals: guerilla forces, liberation
forces, etc.

The existence, type, and size of non-regular forces are determined by historic, as well as
country-specific circumstances. Historically, there has been a process of
monopolization of forces within countries: regional forces have been integrated into
central ones, paramilitary forces and militias have been brought under a unified
command and control system. In some countries, armed forces are commanded by
different authorities for functional reasons. Some historical differences continue to
have importance. The British security-institution system, for instance, lacks well-armed
paramilitary forces, such as the French Gendarmerie and the Spanish Guardia Civil. In
some countries, rather than reflecting different functions, a bifurcated force structure is
deliberately maintained as a power balancing mechanism, with one type of armed forces
coming under the Ministry of Defense and another under the Ministry of the Interior.

Armed forces and military sectors

Some armed forces have historically tried to be self-contained organizations, providing
themselves with their own food and producing the necessary weapons, uniforms, and

14
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equipment in military establishments. Opposition forces often come close to this model
of self-sufficiency. More modern armies rely on specialization; they operate with
ancillary organizations around them to provide administration, logistics, weapons, etc.
The concept of armed forces as a hub of a larger set of organizations to support their
operations is captured in the term “military sector.” The military sector consists of all
those organizations that allow the armed forces to fulfill their functions. The size of
such organizations varies; they generally grow with the acceptance, in the armed forces
and by those making decisions about armed forces, that a division of labor promotes
efficiency. Armed forces may continue to perform operations in-house, even where
inefficient, because of considerations of security, or to maintain exclusive control over
such operations.

Major elements of military sectors, in addition to the armed forces themselves, include:

e Civilian command, control and administrative structures, such as defense ministries.

* Production facilities for weapons, ammunition and other military-type goods,
whether under non-military government ownership or under private ownership.
These facilities may also be operated as joint ventures with international defense
producers.

* Military research and development institutions.
* Civilian logistics operations for the supply of armed forces.
* Civilian training facilities for exclusive, or predominant, use by armed forces.

* Business operations run by armed forces but operating in civilian markets. These
may include official business activities such as airports and duty free shops. They
should be distinguished from extra-legal activities sometimes undertaken by
individuals within the armed forces, such as smuggling or commodities stockpiling,
which do not add to the official assets of the armed forces.

Military input, ontput, and assets

Military sectors, with armed forces as their core, need various inputs to perform their
assigned functions. These inputs are supplied by, or taken from, the society at large.
Resources available to a society, and its economy, are drawn in as inputs to military
sectors. Figure 1 illustrates this conception of the military sector as a user of various
types of resources in a simplified way:

* All military activities must be financed; thus, military expenditures are a vital
determinant of the size of the military effort. They divert economic resources of a
state and the economy as a whole from social production.
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* Armed forces, and the other operations in the military sector, need personnel,
drawn from the population base, with a general emphasis on young males.

* Industrial expertise and production equipment are used for the production of
weapons and other military equipment.

* Armed forces and military sectors require land and infrastructure for bases,
barracks, training ranges, etc.

*  Where armed forces are engaged in private sector entrepreneurial activities, they
may present barriers to entry to private firms.

A distinct conceptual difference exists between the financial resources acquired by
armed forces and partly redistributed to other operations within the military sector, and
the other, physical resources often paid for with money given to armed forces. To a
large extent, counting both financial resources and physical resources comes to double
counting of resources claimed by military sectors. Nevertheless, both financial and
physical inputs are considered in this report. The analysis of both sides brings
interesting insights into the economic aspects of the operations of armed forces and
possible gains from the downsizing of such operations. The physical inputs become
assets when used by the armed forces to produce its output, the difficult to define
product called “national security.” The various types of assets, in a broad sense
combined in the military sector, are discussed in more detail below.

Conflict and military sectors

Militarized contflict is, almost by definition, accompanied by increased military resource
use and the build-up of military assets. In severe conflicts, the military resource use will
be so intensive that it is not sustainable over long periods of time; ‘“resource
overstretch” is an important factor in making conflict situations “ripe” for solution
(Zartman, 1989). Thus civilian resource reuse becomes a precondition for post-conflict
economic development.

The growth of armed forces and military sectors in conflict situations often is
haphazard, as it occurs under great pressure. Combatants will not receive proper
training, weapons are stocked simply because they are available, and military bases are
occupied without proper planning. While such asset accumulation may not be optimal
for maximizing the military output, it can make later civilian resource reuse simpler
because the specificity of military resource use is lower.

Extensive military resource use fosters special interest groups benefiting from
continued conflict. These can include suppliers of military goods (see below), but also
non-military goods, such as food. In a number of conflict situations, armed groups, or
sections of them, have themselves developed a vested interest in the continuation of
conflict. Internationally banned drugs are a case in point; their production flourishes

16



Typology of Military Assets

within the instability caused by armed conflict in a number of places (Jean and Rufin,
1996).

Any reduction in military resource use provides opportunities for other, civilian
use or reuse, although it may not be considered disarmament in a strict sense (Laurance
and Wulf, 1995). Downsizing may or may not increase relative efficiency in providing
the product of national defense. At times, some of the resources released from
inefficient production of security may be retained by the military sector to modernize
security capabilities. Transformation of the military sector may redeploy assets toward
new security concerns. Economic gains may be indirect, such as the case where
modernization is tied to better radar systems for environmental monitoring or coastal
patrol boats to police overfishing within a nation's Exclusive Economic Zone (EEZ).

Criteria for a typology of military assets

Military assets can be classified in various ways. The most important of these flows
from viewing armed forces and military sectors in economic terms, as organizations
turning resources into assets and combining them to produce an output. This results in

Figure 1: Resource use and combination in the

military sector

Financial resources

Military
expendi-
fures

Weapons

Science
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a list of military assets discussed in the next section. Here the focus is on post-conflict
asset reuse, and assessing the difficulties and possibilities of such reuse.

Categories of military assets

The operation of armed forces can be viewed in monetary, as well as physical terms.
They need income to pay their personnel and for the purchase of goods and services.
Because it is of interest to look at both sides, all aspects are considered here, although
not all of them constitute assets in the proper sense. An important resource, and an
asset in a broad sense, is the personnel in the armed forces and other organizations
constituting military sectors. Military land and military equipment are assets in a narrow
sense. The production of weapons and military business activities in civilian markets are
two more economic factors within the military sector. The financial means available to
armed forces come from a variety of sources, discussed in detail below under the
heading of military sonrces of funds/ entitlement .

Specificity of use and users

Another way to look at military assets is to analyze whether they are in exclusive use by
the military or are also used for civilian purposes. This is obviously of great importance
for the possibilities of civilian reuse.

The above discussion of resources and assets implies that the degree of specificity
will generally increase from largely fungible resources to more military mission-specific
assets. However, not all assets used by armed forces need to be military specific.
Transport vehicles, for instance, can be civilian. On the other hand, incomes by armed
forces, which, as financial flows, seem to be highly fungible, may be contingent on
military missions, for instance as military assistance coming from another country.

There are other factors complicating the question of specificity of use and users.
First, specificity is relative. It may be prevalent for the asset as it is, but be lower if the
asset is put into a different environment, or considered in parts. A warship has little
civilian use, but contains valuable scrap metal. Second, specificity may not derive from
technical or physical criteria but economic or legal ones. The civilian reuse of military
land may be possible, but not economical, because of a lack of demand for such land.
The reuse of weapons may be possible, for instance for individual security, but not
legally acceptable.

Conditions of assets and personnel

Another possible categorization of military assets is their physical condition, which can
have an influence on civilian reuse potential. The most obvious case is wartime
destruction of assets, for instance of military airports. Age and degree of usage can also
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be a consideration in this respect. Ammunition, including mines, presents a special
concern as their safety generally degrades with age (GAO, 1996a). Similarly, ex-
combatants may not be fully capable of becoming productive members of their
societies, because of physical or mental handicaps or lack of training and education
over generations of combatants.

Reuse potential and challenge

The goal of civilian reuse of military assets is a contribution to economic development,
but direct civilian reuse without some modification of assets is limited to the most
fungible resources. In general, investment will be required before reuse. This raises the
question of whether such investment makes sense in terms of the benefits of civilian
reuse. The question has a narrow economic side, but often also raises other issues, for
instance ecological and security considerations. Some military assets promise little
economic benefit, but must be destroyed to free complementary assets. The most
obvious case is landmines, but there are many other examples such as environmental
cleanup of testing facilities. Humanitarian and environmental concerns of potential
harm may complement potential economic gains to prompt cleanup or destruction of
dangerous sites. This example illustrates that military assets can become civilian
liabilities, an issue that will be picked up again in the last section of this report. The
following section, however, focuses on assets that provide civilian reuse potential.

Military assets: categories and potential

In the following discussion of military assets, each section begins with a description of
what, in theory, might be candidates for productive conversion; identifies information
sources for the relevant category; and concentrates on describing productive reuse, its
potential, and pitfalls.

Human resources and capital

Former soldiers and ex-combatants from a human resource perspective

Armed forces consist foremost of people. While their training in the armed forces is
designed to optimize their contribution towards security, some of their skills and
experiences gained during service will have civilian applications. In some cases, armed
forces deliberately train for later civilian jobs. In addition, depending on the
circumstances and procedures of armed forces, members may have received civilian
education or training prior to or during service. As a result, armed forces can contain a
reservoir of capabilities that can be used in civilian economies (Ball, 1988; Niibler,
1997). Releasing people from the armed forces can make a contribution to the
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development of civilian economies. It will also, in most cases, result in a reduction of
costs as personnel usually constitute the largest part of military expenditures (Ball,
1984a). Some of the gain, however, may accrue over time, as military pensions
comprise a bulk of the outlays.

On the other hand, the civilian post-conflict economy may have difficulty
absorbing additional labor. Former soldiers and ex-combatants become just one more
group of persons swelling the ranks of the underemployed and unemployed, or they
displace civilians. Especially in post-conflict situations, large reductions in armed forces’
personnel can put a heavy burden on economies. If this problem is not tackled, it may
jeopardize economic development and peace building as frustrated ex-combatants use
their specific military-style skills in criminal activities or violent political opposition.

Some of the factors that shape the possible contribution of former combatants to
civilian economies include:

* Personal status, including health, handicaps, etc.,

* Level of training in civilian skills,

* Appropriateness of available skills to demand for skills,
* Length of service, and

e Personal motivation.

In post-conflict situations, demobilization is often a highly contentious process with
close links to the early, shaky phases of a peace process. It involves complex tasks of
registration, encampment, disarmament, and so on. This usually has to be followed by a
phase of settling ex-combatants in the communities where they come from or places
where they intend to make a living. Only then can the reintegration process of making
ex-combatants productive members of societies begin.

Data soutces

Information on personnel strengths of armed forces is available on an annual basis
from two standard sources, the International Institute for Strategic Studies’ Military
Balance (1ISS, 1998) and the US Arms Control and Disarmament Agency’s World
Military Expenditures and Arms  Transfers  (ACDA, 1997). There are considerable
differences between the two sources for many countries. In general, the data given by
the IISS is more detailed. The IISS also gives some figures for paramilitary and
opposition forces, but such data usually is hard to come by and therefore must be used
with caution. Data on the personnel of armed forces can also be found in some
reference books such as Keegan’s World Armies (Keegan, 1983).

Information on demobilization and large-scale troop reductions generally
becomes available with peace agreements or through announcement by governments
and organizations. Data of this type is collected, for instance, by the Bonn International
Center for Conversion and published in its annual Conversion Surveys since 1996 (BICC,
1996). (See also Box 1.)
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Box 1: Examples of Recent Demobilizations in Africa and Central America

Angola

Chad

Dijibouti

El Salvador

Eritrea

Ethiopia

Guatemala

Haiti

Liberia

Mali

Mozambique

Namibia

Nicaragua

Rwanda

Sierra Leone

A demobilization of about 76,000 ex-combatants of the Angolan Armed Forces (FAA)
and the National Union for the Total Independence of Angola (UNITA) was agreed
upon in 1994; after initial progress in encampment and demobilization, the
demobilization is seriously in jeopardy; many of the about 20,000 UNITA fighters
formally demobilized might still be under UNITA command.

15,000 soldiers were demobilized in 1992-1994; an additional demobilization has been
announced.

About 8,500 soldiers are planned to be demobilized.

30,000 members of the regular armed forces were demobilized between 1992 and mid-
1993; 8,000 Frente Farabundo Marti para la Liberaciéon Nacional (FMLN) opposition
forces were demobilized in 1992.

55,000 ex-fighters of the Eritrean People’s Liberation Front (EPLF) have been
demobilized since 1993.

Almost half a million soldiers of the defeated Derg army were demobilized in 1991;
between 1992 and 1994, another 22,200 fighters of the Oromo Liberation Front (OLF)
were demobilized.

24,000 “military commissioners” were demobilized in 1996; the government committed
itself to reducing the armed forces by 33 per cent in 1997 (15,633 armed forces
personnel were demobilized as a result) and to the full demobilization of the 200,000-
strong “Voluntary Civil Defense Committees.” In addition, about 2,928 guerrillas of the
URNG were demobilized in March—May 1997.

6,250 soldiers were demobilized between late 1994 and April 1996.

Between November 1996 and February 1997, 20,332 fighters have officially disarmed
and demobilized; new national armed forces of about 5,000 are being created.

About 4,000 Touareg fighters were demobilized following the 1992 peace agreement
with the government.

70,910 soldiers of the government forces and 21,980 of the Renamo opposition forces
were demobilized in 1992-1994.

All of the about 23,500 people fighting for South African forces in Namibia and 26,000
combatants of the People’s Liberation Army of Namibia (PLAN) were demobilized in
1989.

The national armed forces demobilized 65,000 soldiers between the end of the 1980s
and 1992; 23,000 “contras” were demobilized in 1992.

In late 1998 the government announced that 3,000 soldiers were to be demobilized.

Demobilization plans were shelved after a military coup in May 1997.
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Somalia Several—but thus far largely unsuccessful—demobilization efforts have been made
since 1992

South Africa The integration of seven armed forces into the new South African National Defence
Force (SANDF) begun in 1994 was completed in 1998; the further downsizing of the
SANDF from 93,000 to 70,000 is to take place in the second half of 1999 as part of the
armed forces’ “rationalization” process.

Uganda 36,350 soldiers were demobilized between the end of 1992 and October 1995

Sources: Kingma, 1998, BICC, 1998, 1999

Demobilization and reintegration issues

Demobilization factors

A considerable number of countries in Africa, Central America, and Asia have seen
large reductions in the number of persons in their armed forces, which can properly be
called demobilization. Each case of demobilization involves a distinct political and
socio-economic context. Still, some patterns stimulating demobilization can be
recognized:

* A peace accord between fighting parties,

* Defeat of one of the fighting parties,

* Perceived improvement in the security situation,

* Shortage of adequate funding,

* Perceived economic and development impact of conversion, and

* Changing military technologies and/or strategies.

Most demobilizations in the past decade have occurred at the end of a violent conflict,
though context and method vary, ranging from victory of one side and defeat of the
other to stalemate resulting in a process of first unifying existing armed forces and then
scaling them down.

The entire process of demobilization and reintegration and the institutions
involved differ in each case. Generally, once the decision to demobilize is taken,
practical plans must be devised and financing ensured. Because frequently the
demobilization is occurring in countries devastated by war, the need for outside
support during demobilization is great (Ball 1998c). At the time of demobilization, a
“package” in cash and/or kind is usually provided to assist the ex-combatants in the
carly stages of resettlement. These may include foodstuffs, civilian clothing, household
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utensils, building material, seeds, or agricultural implements. Substantial support is
often required to transport ex-combatants to where they come from or where they

want to settle (Coletta et al., 1996a; Kingma, 1999).

Reintegration challenges

The main challenge generally comes after demobilization and lies in the reintegration of
the ex-combatants and their families into civilian life. All the millions of people who
have left the armed forces over the past decade faced—and many still do—the
enormous challenge of finding alternative employment and of reestablishing themselves
in civilian life. A considerable body of review work has recently been written on the
demobilization experiences of African countries (for example: Berdal, 1996; Cilliers,
1995; Colletta et al.,, 1996b; Kingma, 1996 and 1998). Some of the major lessons
learned in these reviews, particularly focusing on Africa and Central America include:

* Successful demobilization requires cessation of hostilities, the existence of the
political will to proceed with demobilization, and the full support of all parties.

* Non-availability of adequate funds jeopardizes the entire demobilization process.
* Planning for demobilization should start as early as possible in the peace process.
* Sufficient provision of basic needs at the encampment stage is critical.

e (Careful disarmament of combatants who are to be demobilized is an essential
prerequisite.

* Although it is important to provide special assistance to the ex-combatants, they
should not receive more support than necessary to help them attain the standard of
living of the communities in which they are trying to reintegrate themselves.

* Use should be made of the wide range of instruments that exist to facilitate
reintegration such as counseling, technical and managerial training and advice,
provision of tools, credit facilities, construction of houses, improvement of social
infrastructure, creation of short-term employment, and so on.

* Support programs should be designed using a case by case analysis based on the
needs and aspirations of the ex-combatants and their families.

* Health care and special assistance to the disabled are important components of
effective reintegration programs.

* Special support is required for former child soldiers, female ex-combatants, their
children, and the wives of ex-combatants.
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* Demobilization and reintegration supports are most efficient and effective when
coordinated by one central civilian agency and implemented as de-centrally as
possible.

* Donor agencies should be able to provide flexible support.

Field level research shows that the reintegration is not one general process, but consists
of thousands of micro-stories, with individual and group efforts, and with setbacks and
successes. Some interesting and useful research has been done at this level, but
additional research is warranted for an accurate picture of the distinct circumstances of
ex-combatants in specific regions, and especially the role of women in the reintegration
process. Psychological adjustment also appears difficult; ex-combatants have trouble
adjusting their attitudes and expectations. Military personnel and guerrilla fighters are
experienced in top-down methods of management, which often contradict the
appropriate approaches for management and entrepreneurship in the civilian sector.
Ex-combatants must go through a personal process of adjustment, after losing a
predictable environment with a certain social status—positive or negative. They are
forced to rethink their ambitions and capabilities. In addition, large numbers of the
demobilized suffer from psychosocial problems due to post-traumatic stress disorder;
for example, a very high incidence of this disorder is believed to exist among ex-
combatants in Angola and Mozambique. Empirical data on this phenomenon is still

very limited and the most effective types of counseling or other therapies remain topics
of debate.

Outside support

External support programs for demobilization and reintegration are increasingly
perceived as critical for the sustainability of peace and as concrete steps towards broad-
based human security and development (Colletta et al., 1996b; GTZ, 1996; Mahling
Clark, 1996). Among the agencies involved, such as the GTZ (the German Gesellschaft
tir Technische Zusammenarbeit), USAID (United States Agency for International
Development) and UNDP, the World Bank has established itself as the predominant
actor in support of the demobilization and reintegration of ex-combatants in post-
conflict situations. The Bank has gained considerable experience in this field and is
expected, both internally (World Bank, 1998, p. 4) and externally (Ball, 1998c) to
continue to be a leading agency in future demobilization efforts.

Important lessons have been learned with respect to external support (Ball,
1998¢), including:

* The importance of institutional support spanning the functions of strategic
planning, coordination within the government and with the donor community, and
oversight of implementing agencies;

* Flexibility and quick reaction to challenges on the ground;
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* Special attention for vulnerable groups;

* [Efficiency controls over donor influence over program development and
implementation need;

* Necessity of needs assessments on the ground; and

* Balance between special treatment for ex-combatants and general support for
others affected by conflicts.

Dealing with the reintegration issues of demobilized combatants does not imply that
policy design must start from scratch. Experience gained with returning refugees and
internally displaced people, as well as with the retrenchment of public servants within
structural adjustment programs, contain useful lessons (Kiggundu, 1997).

Demobilization and reintegration success

The experience with demobilization and reintegration is, by and large, encouraging.
Demobilization efforts have helped stabilize peace and reconciliation processes. The
economic reintegration of ex-combatants has often been difficult, but not more so than
for other persons affected by displacement and wars. Recent research in Ethiopia, for
instance, shows that the ex-soldiers are indeed generally poor, but they are not
significantly worse off than civilians in the same location without a military background
(Dercon and Ayalew, 1998). The World Bank has drawn the conclusion from its own
work that demobilization and reintegration have substantially decreased defense
expenditures in countries that have experienced recent conflict, releasing necessary
resources for civilian reconstruction (World Bank, 1998, p. 33—34). In a recent study of
four African cases of demobilization and reintegration this conclusion was largely
confirmed (Kingma, 1999). However, it remains to be seen whether more long-term
studies will be able to replicate these findings. In some earlier cases of demobilization,
such as Zimbabwe, war veterans have violently expressed their discontent with
reintegration, while in others, such as Angola, demobilization has not prevented
resurgence of conflict. More research over time and on a growing number of cases may
be able to help us ascertain to what extent and how demobilization and reintegration
can best promote sustainable peace and economic development.

Military land

Armed forces and military sectors occupy land for their operations. As part of military
downsizing, armed forces are often willing to release land for civilian use, as unused or
underutilized bases lead to unnecessary maintenance and security costs. National
governments have also, in past cases, allowed armed forces to take in some of the
proceeds from land sales. It is also true that governments may have an interest in
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closing bases against the wishes of the armed forces if this allows for a more productive
use of the occupied land. The necessary relocation of forces will, however, in general
lead to investment costs.

Types of military land

A basic distinction can be made between land on which superstructures is built and that
which is basically left barren. Assets that are productive, as well as technological
facilities, will be considered in a later section.

Training areas: Large sections of land are used by armed forces for training
purposes. Training fields, shooting ranges, etc. are often in remote areas, but have
housing and logistic facilities.

Airfields and airports: These are often well equipped and in good shape, as the
high performance criteria of military aircraft require high-quality airport facilities.
These facilities are also likely to have barracks and logistics centers.

Naval ports: These can range from simple mooring facilities to large-scale logistic
centers with extensive buildings and housing facilities.

Logistic facilities: Armed forces generally operate their own logistics; not just at
air fields, air ports, ports, or parts of ports, but also at dedicated logistic centers and
storage facilities. Maintenance, repair, and production facilities, discussed in more
detail below, also require land with superstructures.

Barracks: Regular forces normally house their personnel. Often barracks are close
to other military facilities, such as training areas or logistic facilities.

Command and control facilities: Armed forces and their ancillary organizations
often have elaborate command and control systems, which include not only
administrative centers but more secretive and less vulnerable command centers for
times of war, observations posts, meteorological stations, intelligence posts,
communication posts, etc. What appears to be a large number of military bases is
often the result of an extensive network of command and control facilities strewn
over a country.

Testing grounds: Armed forces hold land to test weapons, ranging from simple
firing ranges to the testing of missiles or major weapons systems.

Education facilities: Depending on the nature of the education to be provided,

educational facilities can be adjacent to training ranges, logistic facilities or, in the
case of more general education, barracks.
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* Service facilities: In all kinds of military installations occupied by larger numbers
of military personnel, service facilities such as kitchens, are present.

* Other: Armed forces sometimes occupy land to perform functions that are not
directly related to their main functions, such as environmental observation posts,
geological stations, etc.

Important distinctions must be made with respect to the condition of the land and its
superstructures:

* Environmental pollution problems: Training ranges in particular can be
environmentally contaminated, with conventional pollution, for instance from
motor oil, but also though live munitions. Few armed forces take the necessary
measures at their training ranges to avoid such pollution and initiate regular cleanup.
The problem is not confined to training ranges alone; for example, ammunition
storage facilities, either at airports and ports or stand-alone, often present specific
environmental hazards.

* Condition of superstructures: While some military facilities are modern and well-
maintained, experience shows that for armed forces investment in the maintenance
and repair of existing facilities has low priority. Where many developing economies
have suffered periods of economic crisis and fiscal restructuring, investments have

been long postponed.

* Specificity of superstructures. In general, superstructures on military land, such as
buildings and facilities have a high civilian reuse potential. There are numerous
problems in specific cases, though, that range from different technical standards
used by the military and civilians (for instance in air traffic control) to different
cultural standards found in armed forces and among civilians (for instance the

acceptability of housing).

Finally, it is useful to distinguish between foreign and domestic bases. Especially in
lower income countries, foreign bases often provide higher quality superstructures than
domestic bases. Foreign owners, or users, of bases may however ask for compensation
for handing over infrastructure that they have built or improved. Facilities may also be
stripped of productive assets if the departure of foreign personnel is not amicable.

Data on military land nse

Governments are the most important source of information on military land use; a
number of countries, including South Africa, release such information to the public
(South African Department of Land Affairs, 1997). Good international data on military
land use and superstructures is lacking and no effort seems to have been made so far to
collect such information systematically. The location of naval ports can be found in
standard sources on naval forces, such as Jane’s Fighting Ships (Jane’s, 1998). Likewise,
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information on major air bases is contained in standard sources on air forces. The IISS
Military Balance also gives locations for major bases (IISS, 1998). Somewhat outdated
information on foreign military bases is contained in a book published by the
Stockholm International Peace Research Institute (Harkavy, 1989). The Institute has
plans to release an updated version.

Reuse and redevelopment opportunities and challenges

Military land and superstructures which armed forces are prepared to give up have a
large reuse potential. Military specificity is generally low, but there are still major
challenges to base reuse and redevelopment, which are discussed in more detail below.

A related question is that of the value of land and superstructures. The value
depends on characteristics and conditions of bases, such as the ones discussed above.
In addition, a certain level of investment is almost always required before productive
civilian use is possible. The question then becomes whether potential reuse and
redevelopment is economical and who will finance the investments necessary for the
transition. Privatization or private-public partnerships are generally the best road to
reuse and redevelopment. Case studies of land conversion can be useful in determining
re-investment and reuse conditions.

Potential obstacles

Major reuse challenges include:

* Institutional issues: When armed forces release military land to civilian use,
different types of questions about ownership and regulatory responsibilities
frequently arise. First, often the previous civilian owners re-claim ownership, either
because they were not properly compensated, as was for instance the case in South
Africa, and/or because they were forcibly removed from the land. Second, armed
forces will generally expect compensation for the hand-over of the land, especially if
they have financed the construction and improvement of superstructures. Complex
financial arrangements are sometimes made to compensate the armed forces
indirectly for the loss of these assets. Institutional questions may arise over the
appropriate use of such funds, such as in the case of Fort Bonifacio in the
Philippines. Third, there is often confusion over which institution should oversee
and regulate the civilian reuse of military land and infrastructure. In some cases, the
armed forces themselves want to market the land, but usually civilian government
agencies take over. In many countries, responsibilities are divided between
government agencies and ministries at the central level, and with regional
governments or communities where they have a role, for instance in planning and
zoning. Often these bodies do not have the expertise or the experience necessary to
convert military bases to civilian use. In some countries, such as the Ukraine,
confusion over responsibilities and lack of government capacity has delayed the
marketing of former military bases (Cunningham, 1997).
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Environmental cleanup: Pollution on military bases is, unfortunately, quite
widespread. For instance, the U.S. Department of Defense has detected about
27,000 potentially contaminated areas on 9,700 of its domestic sites (CBO, 1995),
with petroleum and lubricants being the most common sources of contamination.
Cleanup costs are high where environmental standards for reuse are high. Although
the party responsible for this contamination is usually clear, it is harder to establish
responsibility for cleanup. Armed forces often are unwilling to do the cleanup or
pay for it, leaving this job to the first civilian owner. Foreign troops generally leave
the cleanup of their foreign bases to the host country. These costs need to be
incorporated into estimates of investments prior to reuse. There is also the risk of
future discovery of unknown contaminants at certain sites.

Diversity of facilities: Military bases often consist of different types of facilities in
different conditions, and not all may be re-usable, such as ammunition storage
facilities. Also, armed forces sometimes would like to retain the use of certain
facilities within the installation while giving up others, thereby complicating civilian
use.

Asset stripping: Depending on the circumstances of the transfer of military bases,
asset stripping may occur and result in a loss of value of superstructures. Armed
forces, particularly if they have not been properly compensated, may move parts of
the superstructure away and thereby degrade the rest. If there is not proper
supervision, individuals may take along what they consider valuable. This happened
at former Soviet/Russian bases in Eastern Europe (Cunningham, 1997). There is
often a critical period after armed forces have moved out of military bases and
before civilian use begins, especially if facilities appear abandoned or are unguarded.
Civilians may take away what they find useful, or take over buildings as squatters, as
occurred at the former U.S. Clark Air Force base in the Philippines and at Coco
Solo, a former U.S. military family housing area near the Atlantic opening of the
Panama Canal (BICC, 1999). Strong local governance, like that at Subic Bay in the
Philippines, is critical to success.

Political dynamics: Several political factors can reduce the likelihood of base reuse
and redevelopment. First, in cases where a military base has brought income and
jobs to a region, closing a base will lead to local political opposition. Second, where
the long-term stability of the political situation, especially with respect to the role
and the influence of the armed forces, is not clear, there may be a fear among
potential reusers that bases will be re-occupied by the armed forces and their
investments lost. Third, if there are several reuse alternatives, decisions may be
influenced by political factors, rather than economic ones, especially in a volatile
political situation.
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Investments

Base reuse and redevelopment usually need some form of investment, for cleanup,
repair, modernization, etc.,, of the facilities themselves, and construction of
infrastructure to link military bases to civilian networks of communication and traffic.
The level of investment to make military land re-usable can vary widely, depending on
the type and conditions of the military facilities and the planned reuse. In many cases, it
is difficult to predetermine exactly the necessary level of investment, especially of
environmental cleanup. In such cases public entities often finance some of the
investment, with hopes of later recouping costs from private users.

Valuation

While the reuse potential of land and superstructures is high, their market value
depends on other factors; for example location, type of facilities, condition of facilities,
cleanup costs, and redevelopment investment costs. This is a function of the demand
for the types of assets—Iand, buildings, port facilities, airport facilities—within a real
estate market, and their scarcity in relation to the financial means of potential users. For
some of the assets, such as housing, the market will be predominantly local; while for
others, such as airports and ports, it can be international. The value of such assets will
often be low in damaged and depressed post-conflict economies but will increase with
growth. This introduces questions of timing in asset conversion. The experience in
Europe, where most of the more than 6,000 estimated base closures of the 1990s have
taken place (BICC, 1996), make this point clear. Base reuse and redevelopment has
been an economic boon in the United States, and may still be quite successtul in
Western Europe. In Eastern Europe many of the more attractive sites are reused
productively while others remain deserted.

Reuse and redevelopment

Former military bases have been put to a wide range of civilian uses. Some of them are
obvious, as when military airfields become airports, or training areas become forests.
But there have been many other forms of use, such as aircraft shelters as horse stables
and barracks as universities (BICC, 1996, p. 197).

In the majority of cases privatization has been the preferred form of productive
reuse of former military land and superstructures. Privatization allows competition for
the most productive use of the land and the superstructure and unburdens
governments from a task they are usually not equipped to handle. Even so, the length
of the period between the end of military use of a base and privatization has not been
uniform. In many cases, private investors expect public bodies to make the risky initial
investments into cleanup and decontamination. Investors and venture capital financiers
often shy away from base redevelopment projects due to the obstacles discussed above
(Seth, 1996). Public bodies often want to have a say in what type of use former military
bases are put to, trying to optimize their interests, for instance in the creation of jobs, in
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the process of privatization. Private-public partnerships have come about in many cases
of base reuse and redevelopment, serving the interests of both parties.

Excamples of successful base conversion and development

Extensive experience has been gained with base reuse and redevelopment in Europe
and the United States (for an overview see BICC, 1996, pp. 174-210; Cunningham,
1997; Bishak, 1997). In the United States and Western Europe, reuse has been
extensive; the economic results of base redevelopment have been promising. Base reuse
and redevelopment in Eastern Europe is lagging behind.

Research in the United States showed that base closure communities had some
problems because of losses in employment and effective demand in the short-term but
that civilian regional development led to better economic benefits in the long-term.
RAND published a report that showed communities did not even suffer substantially in
the short-term (Dardia, et al., 1996). The U.S. General Accounting Office reported few
job losses when major maintenance depots closed (GAO, 1996b, pp. 28-29). Base
redevelopment gets more successful over time. For bases closed before the end of the
1980s, communities had created two new jobs for every one civilian job they lost on
closed bases by the early 1990s (EAC, 1993). Case studies for Germany similarly point
to extensive reuse with gains in regional demand and employment.

Fewer base closures have occurred outside Europe and the United States. Some
better known examples are closures of foreign military bases. One example which has
caught much attention, not least because of the involvement of the World Bank, is that
of Subic Bay and Clarke Airfield in the Philippines (see Box 2), another is former U.S.
bases in Panama. South Africa, which has decided to close and redevelop a number of
bases, again with the help of the World Bank, is likely to emerge as another center of
expertise on base closure and reuse. The potential for further base reuse outside of
Europe and the United States is currently difficult to assess, because of the lack of
information. It should be underscored that the lessons of international base closures
have important applications to less ambitious redeployments of defense assets. The
factors discussed above in the physical transfer are applicable across a range of cases.
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Box 2: Base redevelopment in the Philippines

Conversion of Subic Bay and Clark Air Force Base in the Philippines

The 1991 rejection by the Philippines of the treaty with the United States for the Subic Bay Naval
Facility and the Clark Air Force Base brought a nationalist euphoria but a huge economic challenge: the
replacement of 42,000 jobs and $500 million in annual income to the economy. Located 50 miles from
Manila, the 1992 departure of the American forces from Subic left US $8 billion in facilities, including a
natural deep water port, military grade telecommunication facilities that can handle up to 13,000 lines,
an inexpensive, skilled English speaking labor force, an airport capable of landing a Boeing 747,
thousands of warehouses with potential for conversion into factories, one of the largest ship repair
facilities in the world, a 26.4 megawatt power plant, hundreds of residential housing units and offices.
Leisure facilities including golf courses, swimming pools and a yacht harbor made the 18,000 hectare
site an attractive option for development. The jungle surrounding Subic, used to train pilots and
marines in warfare and survival, was not logged bare like most of the country’s hardwood forests and
remained available for eco-tourism complete with monkeys, wild boars, and aboriginal tribes. The
potential was high but achieving successful conversion rested on leadership, establishing transparent
and accountable procedures, and the development of complementary infrastructure.

Despite the attractive physical infrastructure, the task of replacing jobs and income was not simple.
Short and long-term challenges arose. The mayor of adjoining city of Olongapo, Richard Gordon, was
appointed commissioner, with a paid staff of 1,400 and volunteer workforce of 8,000, engaged in
upkeep and security of the atea. He was allocated US $4.4 million out of a projected US $12 million
budget to transition Subic, principally to buy equipment and property. As the US was pulling out he
was able to buy machines and used autos from the US command for about 12 cents for each dollar of
market value. Systematically playing to the pride of local residents, Gordon rallied volunteers to guard
Subic from looters and then persuaded President Ramos to declare the former base a special economic
zone, exempting investors from paying local and import taxes on materials, capital and equipment.

By 1994, 40 foreign and Filipino companies with total equity of US $400 million had established
operations, but total employment only reached 7,000, a fraction of the 160,000 planners hoped to
create. Certain investors held off due to the absence of complementary infrastructure. While there were
indeed good deepwater facilities, the port was relatively inaccessible to the rest of the country. There
was a clear need to construct roads to link Subic with North Luzon Expressway to make the facility an
attractive industrial zone. Furthermore, as a former navy facility, it lacked a strong commercial and
industrial dimension. The port needed industry to support its volume, but industry needed a stronger,
more stable investment climate for aggressive expansion. Risks for investors included inconsistent and
pootly defined government incentives, political infighting, and initial uncertainties in processing
applications. Others found lease rates relatively high compared to the widely depressed rates in the rest
of the country.

In addition to the residual infrastructure, the US also left behind an environmental disaster. While U.S.
Dept. of Defense spokespersons noted compliance with host country laws, toxic levels due to fuel leaks
seeping into the soil and water tables and lead in landfills raised questions of safety. The basing
agreement did not include cleanup. A Freedom of Information Act request also uncovered evidence of
PCBs at Clark over safe levels. A World Bank conversion plan recommended closure of a ship repair
facility for environmental reasons. In considering new investments, questions of conflicting
jurisdictions for environmental certification between the SBMA (Subic Bay Metropolitan Authority)
and the national EMB (Environmental Management Bureau), an arm of DENR (Department of
Environment and Natural Resources) slowed the process.

Despite difficulties, an industrial core slowly formed. Among the 279 investors in the free port were
Enron Power, operating the navy’s former 30 megawatt power plant and building a new 111 megawatt
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plant; Enron is now basing its Pacific Rim operation in Subic. FedEx set up its Asian hub at Subic in
1995 and has agreed to upgrade and lease for another 5-10 years. Coastal Petroleum is another U.S.
firm, investing $105.8 m to operate the petroleum, oil, and lubricant facilities left behind. Frolics Shoes,
a Tatwanese based firm, produces for Reebok, LA Gear, and Timberland. The Taiwanese provided US
$23.57 million in soft loans to develop land at the base. Since the free port was created in 1992, there
has been a cumulative total of US $2.4 billion of committed investments. Under the Estrada
administration, 4,126 jobs were created; in 1998 US $14.3 million in earnings with export totals of US
$1.53 billion were achieved.

The SBMA is trying to turn the area into a regional growth center with assistance from the Japanese
International Cooperation Agency. Port modernization is one of four pillars of Subic’s development;
the other three include tourism, expansion of growth to include towns and provinces, and the creation
of an information corridor in the region. Plans to boost tourism include an underwater observation
tube that will showcase Subic’s historic bay and rich marine life.

Clark has also seen slow but significant development. The U.S. abandoned the air base in wake of the
Mount Pinatubo eruption. Volcanic ash made it difficult to take off and land; many buildings were
destroyed. The Philippines Armed Forces mobilized 1,500 soldiers, opening the airport in 1993 for
freight and small planes. The residual infrastructure of a hospital, high school, officers quarters, stores,
family housing units and recreational facilities in golf, riding, tennis and pistol ranges has been turned
into an industrial and leisure resort. However, political scandal has surrounded the development at
Clark, underscoring the need for transparent processes and accountability in the conversion of military
facilities to civilian ends.

Lessons from Clark and Subic underscore the need for a strong and well-conceived transitional plan to
set up the institutional framework to guarantee the secure transfer of unviolated property.
Development must be conceived of not only in terms of the facility itself, but include ways the facility
can become a springboard for an integrated regional plan.

Military production/setrvice facilities

This section addresses questions related to the possible transition of military
production and service facilities from the military to the civilian sector. Two important,
and intertwined, issues need to be distinguished, the question of ownership devolution,
which includes privatization, and that of changes in production or service output from
civilian to military goods, what is often called industrial conversion.

Types of facilities

Military production and service facilities need not be owned by armed forces, although
this is often still the case in developing countries. A wide range of forms of ownership
can be found:

* Military arsenals run by armed forces. These generally are managed by officers
and staffed by a mixture of soldiers and civilian technicians and workers employed
by the armed forces or defense ministries. Arsenals generally have no independent
budget or accounting procedures. Pricing procedures for products and services are
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absent or based on partially arbitrary estimates. Their economic efficiency can not
be properly evaluated.

* Government facilities. While usually controlled by defense ministries, government
facilities can also come under ministries for technology or public companies.
Generally managed by engineers or scientists and staffed by civil servants, they
typically have independent budgets, sometimes in conjunction with similar facilities
tully, or to a large degree, financed from government budgets. Pricing and efficiency
measurement is often difficult.

* Government-owned privately managed facilities. Some governments prefer to
safeguard that production or capacities are maintained but under a civilian
management which is efficiency-oriented. Such constructions are often found in
research and development, but sometimes, for instance in the case of tank
production in the United States, in weapons manufacturing.

* State-owned privately registered companies. Such companies generally operate
as private companies, though they are often preferred suppliers to the armed forces.
State ownership can range from 100 % to a “veto share” giving the state the right to
block decisions viewed as detrimental to its interests. Such companies are often
“national champions” for certain types of weapon systems or militarily relevant
technologies.

* Private arms producers. Even private arms producers operate in highly policy-
dependent markets because of monopsonistic domestic demand and government
regulation of exports. However, they can make their decisions for reasons of
efficiency based on standard accounting procedures.

Arsenal-type military facilities remain attractive to armed forces even in industrialized
countries, especially for maintenance of weapon systems. Historically, arsenals have
been the preferred way to produce and maintain weapons from the 17" century. In the
middle of the 19™ century, nations like the United Kingdom began to allow private
companies to produce weapons while still maintaining arsenals (McNeill, 1982). Today,
arms production is widely privatized in a number of industrialized countries, such as
the United States, the United Kingdom, and Germany, but not, for instance, in France.
Privatization of defense industries is also under way in many former socialist countries.
Even in countries with largely privatized defense production, service facilities have
often remained under the control of armed forces. Privatization of service facilities is
currently under review in the United States and Germany (Weichhardt, 1994).

With respect to the second criterion mentioned above, type of product or service,
a number of categories of facilities can be distinguished, which jointly form what has
been called the “defense industrial base” (Dunne, 1995):
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* Producers of military systems.

* Producers of dedicated components.

* Producers of relevant basic products (steel, aluminum etc).
* Producers of dual-use technology.

* Research and development facilities.

e Service facilities.

The boundaries of the “defense industrial base” are difficult to draw, unless a
government has decided to procure weapons and services from a limited set of highly
specialized companies. But in many cases, companies, whether private or government-
owned, will produce civilian goods as well as military hardware and sell to military as
well as civilian markets. Even armed forces arsenals often sell to civilian markets. Even
more difficult is the distinction with respect to technology, especially in electronics
where almost everything is dual-use (OTA, 1992; Gansler, 1995).

Sources of Information

Information on military production facilities is not easy to come by if there are more
than a handful of possible candidates in a country. Even governments may not have an
exact inventory for privately owned arms producers competing for open bid contracts.
Depending on the specificity of the products and production methods, the distinction
between arms producing and civilian production capacities will be blurred.
Procurement agencies will have lists of prior contractors, and some knowledge of
possible suppliers, but these will seldom be completely up-to-date and comprehensive.
Only countries that have tightly government-controlled or -owned arms production
sectors (“military-industrial complex”) have a concise knowledge of production
capabilities.

There are no comprehensive international sources on arms production facilities,
as there are for other aspects of military sectors. A relevant database is kept at the
Stockholm International Peace Research Institute and excerpts have been published
(Brzoska and Ohlson, 1986; Anthony, 1993). In addition, data sets for individual
countries and regions have been published by government agencies and individual
researchers. Information needs to be collected from a variety of sources, including
government lists of suppliers or producers put out for commercial purposes. In
addition to information available from governments, the most important source for
information is commercial publications and trade journals. Many arms producers
advertise and some specialty companies aid their marketing through the collection and
dissemination of information in military markets. The Jane’s Information Group, for
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instance, publishes collections of suppliers and producers in a number of military
markets.

Civilian reuse potential of producers of military goods

At its core, conversion of military production capacities to production of civilian goods
is an industrial structural adjustment. Civilian production has to be expanded and new
civilian markets have to be found. In this respect, conversion is part of the ongoing
process of industrial change.

Military specificity

The production of weapons hardware carries with it some specificity, which makes it
different from civilian industries in similar circumstances and has an influence on reuse

potential (Melman, 1974; Markusen 1986; Alic et al., 1992; BICC, 1998).

* Secrecy requirements. These lead to the compartmentalization of work and the
separation of production activities.

* Detailed project accounting. Control over production and quality is pervasive. A
heavy layer of bureaucracy is added to ensure secrecy.

* Performance orientation. Products generally are research- and technology-
intensive and production batches small. Production is guided by requirements for
the fulfillment of technical criteria

* Cost negligence. Production is funded at the level necessary to fulfill performance
goals.

* Marketing. The monopsonistic nature of the market leads to specific kinds of
marketing not well suited for selling on civilian markets.

Secrecy, performance orientation, cost negligence, and narrow markets together form a
specific “defense industry culture” which is different from the situation in civilian
industries. These differences are larger in some countries, such as the United States,
than in others, such as Germany. Also, they are less important for companies already
strongly engaged in civilian markets or producing dual-use goods (OTA, 1992; Kelley
and Watkins, 1995). The “defense industry culture” has a number of elements that
affect conversion efforts, including:

* Organizational structure. Defense production entities generally have larger
research and development and administration departments than comparable civilian
companies. Marketing departments are smaller.
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* Technical capabilities. In general, defense producers have high levels of
technological skills, often, however, in very specific fields of technology.

* Cost structures. Defense producers generally pay higher salaries, are used to
purchasing higher quality materials, put more resources into quality control, and
have undeveloped cost control procedures in comparison to civilian companies.

* Mentalities. Both for management and workers, resistance to change is typical.
The government, as the dominant purchaser of weapons, is seen as responsible for
maintaining capacities.

These factors contribute to making defense production downsizing a special case of
industrial change.

Factors shaping reuse

Few production facilities are so specific that they can only produce weapons. In fact,
from a purely technical point of view there are few limitations to transitioning defense
production assets to civilian use. However, both theoretical analysis and practical
experience show that this is only a precondition for economically efficient civilian reuse
of production facilities. Analysis for industrialized countries, predominantly the United
States, has demonstrated that the likelihood of commercial success of civilian reuse
increases with the following conditions (Markusen and Yudken, 1992; Kelley and
Watkins, 1995; Feldman, 1997, BICC, 1998):

* Availability of advanced dual-use technologies. This can give companies from
the military sector a headstart in civilian markets.

* Earlier exposure to and experience in civilian markets. This makes it easier for
producers to get away from a typical military company culture.

* Capacity for long-term, risk-controlling civilian business planning. This is a
precondition for successful operation in civilian markets. Often military
assighments are in two and three-year billets, thwarting long-term strategic planning.

* Marketing capacity for civilian markets. Marketing, including after-sales support
and other post-production activity, is necessary in civilian markets, but unusual in

military markets.

* Capability of cost control and reduction of overhead costs. Military producers
are generally not competitive in civilian markets without major cost cutting

* Networking with external civilian advisors and cooperators. It is ineffective to
try to buy all the expertise needed for success in civilian markets.
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* Operation in growing markets. Growing markets generally offer better chances
for newcomers and companies in need of rapid sales growth.

* Growth in civilian government procurement. Because of some similarities in
marketing, government markets are often easier to capture for companies focused
on military production.

* Availability of risk capital. The transition costs money, both for investment in
new company structures as well as for bridging low sales periods.

* Assistance from economic development programs. This can help to supplement
external financing,.

* The complicated nature of military technology. Military technology may change
in quantum leaps, leaving defense producers a generation behind if they lack the
resources to maintain aggressive research and development departments. Some less
industrialized countries may also have had imported technological black boxes,
leaving little technological learning to spur civilian product lines.

Conversion of production factors

Conversion of production capacities will rarely be complete. Rather, only some of the
productive assets will be reused even in the best case. In searching for the reuse
potential, it is important to look at the various levels of composition of productive
assets:

* The company, as the highest managerial unit;

* The plant or factory within a company, as the primary unit of production;

* The physical assets, such as machinery, building, or land, constituting the factory;
* Technologies and know-how with dual-use applications or potential; and

* The employees of defense plants, as a group or individually.

Privatization

Privatization of arms production entities is generally the best option to ensure that rules
of economic efficiency guide decision-making on the reuse of production facilities and
production factors released from arms production. In some cases, investment in
research and development or the organizational structure of an entity may be necessary
in order to counter the initial disadvantages of arms production entities, which have
been outlined above. In fact, privatization also has become the preferred mode of arms
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production in a number of industrialized countries, such as the United States, the
United Kingdom, and Germany. More countries are following this trend, such as Spain
and Italy, which are privatizing their defense industries. Problems of monopoly
situations, which are sometimes used as justifications to maintain state ownership, are
better addressed through other policy measures, such as open competitions or, where
security considerations call for domestic procurement, cost and price controls in
acquisition. Arms production falls under the general definition of economic activities
that can be privatized: “Setting aside terminology and its political and emotional
overtones, one can venture that all activities that can be adequately described in
contraction terms and whose performance can be measured can also be privatized.”

(Guislain, 1997, p. 25)

Box 3: Conversion efforts at Denel, South Africa

DENEL Pty (Ltd) was established as a new state-owned industrial company under the Ministry of Public
Enterprises in April 1992. It inherited most of the production and research facilities, and over 15,000
employees, of ARMSCOR, which had organized procurement and production of weapons for the South
African armed forces in the past.

Since its formation in 1992, DENEL has been faced with a declining domestic defense market. It has
also been confronted with an uncertain policy environment, given the post-Apartheid government’s
commitment to the restructuring of state assets (privatization) and the lack of clear government policy
with respect to the future of the domestic defense industry. In this context the company has pursued a
number of adjustment strategies in order to “commercialize” the former ARMSCOR subsidiaries and
to reduce its dependence on local defense sales.

All of DENEL’s divisions and subsidiaries have actively pursued strategies of diversification or partial
conversion since 1992. Some divisions have pursued diversification through joint ventures or alliances
with local and foreign civilian firms or through the purchase of existing civilian product lines. LIW,
which manufactures small arms and artillery systems, embarked on a joint venture with a civilian
company, BELL Pty (Ltd), to manufacture skid steer loaders. Somchem, which manufactures rocket
systems, anti-armor weapons and missiles, has entered into a licensing agreement with Tubi Sarplast
from Italy to manufacture glass-reinforced polyester pipes. Simera, which manufactures fixed and
rotary wing military aircraft has a contract from Rolls Royce (United Kingdom) to build gearboxes for
commercial aircraft engines.

Some of DENEL’s divisions have pursued diversification through spin-offs, by developing civilian
products using existing defense technology and production facilities. This strategy of diversification has
been accompanied by significant investments in R&D and new product development, as well as by a
major marketing strategy to identify new—local and foreigh—civilian markets. Kentron, which
manufactures missiles and air defense systems, has developed new civilian products including traffic
engineering systems, observation systems, and plastic and glass fiber products. Eloptro, which
manufactures electro-optical equipment for military purposes, has developed civilian products such as
glass molding equipment, and night vision equipment. Musgrave, which manufactures rifles and
shotguns, has developed new civilian products including cricket bats and motor vehicle parts. Somchem
has developed civilian chemical and composite material products using its defense technology and
production facilities. PMP, which manufactures small- and medium-caliber ammunition, has developed
a number of civilian products including brass and copper products, drill bits and pressed parts for the
motor industry. Naschem, which manufactures medium- and heavy-caliber ammunition, has developed
a number of civilian products for the mining industry, and a range of plastic products. Informatics,
which is the major supplier of Information Technology (IT) products and services to the SANDF
(South African National Defence Force), has become one of the largest players in the local commercial
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IT market through equity partnerships (Information Database Technologies) and acquisitions of
civilian I'T companies such as AZ Computers.

Only one of DENEL’s divisions, Houwteq, pursued a strategy of total conversion after 1992. Having
previously been involved in military satellites and missile launch systems; the company began to pursue
the development of low-earth orbit commercial satellites after 1992. During 1992 and 1993 the
company developed a civilian observation satellite system and a resource management satellite system.
However, neither domestic nor foreign investment capital was forthcoming, and the company’s
activities were terminated in October 1994. The failure of this conversion effort was partly related to
political factors, particularly South Africa’s efforts to become a member of the Missile Technology
Control Regime (MTCR).

A number of internal and external factors have inhibited more success at DENEL, such as its
traditional management culture, an initial very high dependency on defense, and high overhead costs,
for instance from large research facilities. Also, South Africa’s economy, as well as those of many of its
major trading partners, was in recession. Further hurdles needed to be overcome, including the United
Nations arms embargo (lifted in May 1994) and the absence of clear policies from the government.

The partial success of these conversion efforts has been reflected in the increasing value and share of
DENEL’s civilian business. In 1992, civilian sales—both domestic and export—contributed about 20
percent to DENEL’s turnover. By 1995, civilian sales contributed about 30 percent to DENEL’s
turnover. In terms of value, civilian sales increased by neatly 40 percent in real terms between 1992 and
1995, while the value of defense sales declined by 20 percent in real terms during the same period.
Employment, however, has been declining even more, partly through spin-offs of production capacity.

Sources: Batchelor, 1998; DENEL website at www.denel.co.za

Examples of civilian reuse

In an earlier assessment of industrial conversion, the World Bank expressed reluctance
to offer support, stressing the practical difficulties of achieving a successful outcome
rather than the absence of a mandate (World Bank, 1994, pp. 50-51). The practical
difficulties of conversion have indeed proved to be considerable. However, there has
also been successful, generally partial conversion using diversification or expansion of
pre-existing civilian business activities in a large number of cases (BICC, 1998, ch. 4; for
an example see Box 3). For the most part, success has had to do less with specific
policies to assist conversion than with the general economic environment favoring
market-based enterprise reform. Partial industrial conversion has been most successful
in the United States and least successful in some countries in Eastern Europe.

Armed forces’ business operations in civilian markets

Military business

In many countries, armed forces own businesses that operate in civilian markets. In
some countries, for example Egypt, Indonesia, Thailand, Turkey, and several Latin
American countries, these activities are extensive, both with respect to domestic

40




Typology of Military Assets

military expenditures (see below) and domestic economies. The term “military
business” has become common for a range of the business activities of armed forces.

The primary goal of military businesses is to create income. However, the range
of possible beneficiaries is wide, from the coffers of local units of the armed forces to
pension funds. It is not unusual to find active duty or retired military personnel
employed in military businesses. In fact, the provision of income for persons associated
with the armed forces can be an important objective of military businesses. Another
possible goal of military businesses is to control production in a sector seen as
politically or economically strategic. In Argentina, for instance, the armed forces were a
strong actor in steel production between the 1930s and the 1980s (Franko, 1996, see
also Box 4). Some of the business activity of individuals within the military may be
extra-legal. While not institutionally sanctioned, individuals may use their access to
military power to appropriate resources, such as logging in Thailand, or to participate in
narco-trafficking. These illegal or corrupt activities should be distinguished from the
business interests officially tied to military institutions.

Box 4: Privatizing military businesses in Argentina

Privatization of the Argentine Defense Industry

The Argentine military sector at one time accounted for as much at 17% of gross national product. By
the 1980s, its 39 establishments produced final military goods and intermediate products such as steel
and petrochemicals. Civilian production supported strategic interests in the absence of private sector
entrepreneurship. The directorate for defense industries, DGEFM, therefore encompassed a complete
productive process, with intermediate and final goods producers (Dorin, 1994, p. 29). Financially, the
sector was a disaster, with losses over the 1980-87 period oscillating between $187 and $681 million
(current) dollars per year. Over the period, with the exception of 1982, the total sum of the losses
outran the total value produced by the firms. This means that the production in the sector was realized
at the cost of decapitalizing the firms. The sector showing the best performance was petrochemicals,
with positive profits in all years and no subsidies; the naval sector showed profits in all years but
received subsidies. Overall, privatization was a prerequisite for economic stability.

The Argentine defense industry collapsed under the weight of its inefficiency. Privatization of the outer
core of the industry—those firms less directly concerned with defense production—proceeded rather
quickly. The World Bank provided $300 million of financial assistance to facilitate the ptivatization, sale
or liquidation of 24 of the largest enterprises under the control of the Ministry of Defense, including
steel, petrochemical firms, and shipyards. Together these firms, representing 90% of the defense
industry's employees, sales, and assets, accounted for one sixth of total botrowings from the
government. Explaining the privatization method, Catlos Carvallo, then Undersecretary for Defense
Production, said: "We work closely with the Wotld Bank and once a company is considered reasonably
ready to be transferred to the private sector, we choose an investment bank or financial agent to
determine the best method for privatization." In the case of companies such as the large steel plant
Compania Mixta Siderurgica (SOMISA) not ready to be sold immediately, said Catvallo, "We hire a
consultant to get the company reorganized." (Reuters Texctline Institutional Investor, Oct. 31, 1991).

A revision of defense policy was driven by draconian downsizing of defense budgets. Privatization of
the defense industries paralleled a process of downsizing the Argentine military and a restructuring of
the defense sector. The easiest firms to place in private hands were those not directly engaged in the
production of defense products. Early on the Defense Ministry agreed to shed its holdings in
companies where the initial objective of fostering industrial development had been achieved. These
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included the steel companies SOMISA, Altos Homos Zapla and Forja Argentina, the Tandanor
shipyards, and the petrochemical firms, such as Petroquimica General Mosconi, Petroquimica Bahia
Blanca, Carboquimica and Petroquimica Rio Tercero (Reuters Textline Latin American Report: Southern
Cone, Jul. 4, 1991). SOMISA typified the critical state of some of the companies about to be privatized.
By far the largest company under the jurisdiction of the Defense Ministry and one of the largest of its
kind in Latin America, SOMISA’s assets of $2.1 billion were overshadowed by debts of $800 million.
Several factors contributed to SOMISA's problems, including high raw matetials costs and an excessive
number of workers (Reuters Textline Institutional Investor, Oct. 31, 1991).

The hardest privatizations, those involving the core of the military industry with little application to the
civilian sector, were the toughest to accomplish. Their obsolete machinery and dismal financial position
left little to attract national or international buyers. Some of the firms have indeed been closed, but a
core of firms producing defense materials remains white elephants in the hands of the National Bank.
The government ordered the closing of Hipasam, a state producer of iron ore and pellets managed by
the Defense Ministry. The firm had posted losses since its creation in the 1970s, mostly because of low-
quality output. The opetration was subsidized by the nation's militaty regimes to reduce reliance on
inputs from Brazil and Venezuela for steel production (Business International Business Latin America, Jan.
27, 1992). The new defense policy incorporates a very modest role for the residual firms in the defense
industry.

Impossibly high costs forced Argentina's most modern shipbuilder out of business and saw the state
ship repairer Tandanor (Talleres Navales Darsena Norte) handed over to the private sector. Legislation
was changed to no longer dictate that Argentine owners buy their ships in domestic yards, and the
metchant marine fund, which lost the import/expott freight tax pottion of its income, was dissolved
(Reuters Textline Ligyds List, Nov. 16, 1991). President Menem signed the decree handing over Tandanor
to a consortium led by the United Dutch Bank, owner Ciamar, and Sudmarine Enterprises. The price
was US $8m cash and debt bonds valued at US $54.4m under a nine-year financing scheme. The new
owners, who are obliged to retain the 700-strong workforce for at least a year, are expected to achieve
an increase in occupation, production and investment after repairing and updating facilities (Resusers
Textline Ligyds List, Nov. 16, 1991). The venture should succeed, given the favorable location of the
facilities on the northern and southern access channels to Buenos Aires.

A key aspect of the privatization process was a 1995 contract giving the U.S. Lockheed Aircraft firm a
concession of 25 years on the Cordoba Materiel Area (AMC). Lockheed will have an option for two 10-
year extensions at the end of the first 25 year period. Lockheed will refurbish 18 of 36 Skyhawk
Douglas A4-M planes that Argentina purchased from the United States with the balance refurbished in
the United States. The agreement establishes that Lockheed will hire 2,070 former AMC workers,
respecting salaries and seniority. Menem said the purpose of the agreement was to "reactive the entire

AMC, which will become a plane maintenance and repair centet for the whole of Latin America,"
(FBIS-LLAT-94-242, Dec. 16, 1994, p. 32).

Lockheed is cutrently only using approximately 1/3 of the enormous capacity of the Cotdoba area,
principally for maintenance and modernization of old Argentine Air Force equipment. As a private
firm, Lockheed was able to accomplish what the government had difficulty doing: firing half the people
to streamline production. The firm is moving the formerly military production facility into the civilian
operations. Driven by these new ventures, it hopes to be able to re-hire more of these skilled workers.
It may indeed over time branch out of the aircraft business into production of other transport
equipment such as buses. Lockheed is hoping to use the position it garnered in acquiring the rights to
the military production facility as a foothold for expansion of the civil-commercial base as economies
stabilize in the Latin American region (Interview with Lockheed representative Ron Covais, Jun. 18,

1999).
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The lessons of Argentine military privatization underscore the necessity of cutting losses and closing or
liquidating unprofitable firms while engaging international capital as a source of investment to revitalize
and modernize industries with civilian as well as military potential.

Sources: Frederico Nelson Dorin, “Industria de la Defensa en la Republica Argentina,” CONICET Working Paper,
June 1994; Reuters Textline Institutional Investor; Reuters Texctline Latin American Report; Reuters Texctline 1loyds
List; Copyright 1992 Business International Business Latin America; FBIS-1.AT-94-242, Dec. 16, 1994, first
appearing on Buenos Aires Telam 14:52 GMT Dec. 15, 1994, Interview with Lockbeed representative, Ron Covais.

Military practices of secrecy sometimes lead to low degrees of transparency and
accountability over military businesses, which in turn open doors for personal
embezzlement and corruption (World Bank, 1999). Widespread misuse of income from
military business for personal gains in China was a major reason for the decision in
March 1998 to command the PLA to dissociate from its business activities.

Military businesses can be found in all economic sectors. Historically, armed
forces have been strong in sectors rendering services close to regular military activities,
such as transport, logistics, meteorological, and geological services. Military businesses
can also be found in construction and retail sales, as armed forces are able to supply
large numbers of workers from their ranks. However, military business can also be
found in sectors like mining with no relation to regular activities of armed forces.
Especially for non-state, or irregular, armed forces the export of raw materials is an
important source of income.

While it should be noted that military businesses could be found anywhere in an
economy, examples of typical types of military business include:

* Pension and insurance companies. Armed forces, or members of armed forces,
in a number of countries operate companies whose major goal is to invest in other
productive assets.

» Strategic industries. The combination of a belief in the necessity to build-up and
protect certain industries with a strong political position of the armed forces led to
military involvement in basic industries, especially in Latin American countries.

* Transportation, construction, and logistic services. Often the same assets are
used for the provision of military and civilian services, for instance in air and road
transport. This allows a higher rate of use of these assets.

Military businesses often, although not always, use assets and personnel from the armed
forces. That is one reason they in many cases enjoy commercial advantages over civilian
competitors. Another is that they often enjoy direct privileges through administrative
procedures.
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Sources of information

There are no international comparative sources on military business activities. For some
countries, such as China, there are case studies (Cheung, 1997). However, the available
information on military business activities does not seem to be collected in a
comparative perspective anywhere. A project with this goal has been begun at the Bonn
International Center for Conversion (see under http://www.bicc.de/milex).

Asset transformation issues

There are good reasons to privatize military businesses. Military businesses often lack
transparency, open the door for embezzlement and corruption, and are unfair
competition for civilian companies. For precisely these reasons, strong political
opposition against privatization can be expected at least in some countries.

Since these assets operate in civilian markets, there are no problems of transition
or conversion as in the case of arms production enterprises. However, not all assets will
remain available with privatization. In cases where assets are jointly used for the
provision of civilian and military service, as in the case of airports, a decision will have
to be made whether assets are transformed to civilian companies or kept under control
of the armed forces.

Questions of transparency have been raised, not only in terms of armed forces
versus civilian operations, but also among different factions of the armed forces.
Changing access to assets within military institutions may change a delicate balance of
power within the military itself. The transformation of military business into private
businesses may require compensation for the armed forces or current and former
members of armed forces. In China, the government directive to the armed forces to
abandon military business activities will likely lead to an increase in budgeted military
expenditures to allow the armed forces to continue to operate at the same level of
income. Entitlements on pension funds need to be preserved.

Military equipment

The user specificity of military equipment generally is high, especially for weapons, but
also for non-lethal equipment. The potential of productive reuse of military equipment
that becomes surplus after the end of conflict, or because of military downsizing, is low
and mostly confined to scrapping and reuse of materials. Certain weapons and
ammunition present humanitarian dangers, and can hamper economic development, if
they are not cleared.
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Types of weapons and ammunition

A convenient distinction from the reuse perspective is between heavy conventional
weapons, light weapons, and ammunitions, including mines. (Non-conventional
weapons, such as biological, chemical, and nuclear weapons, which are widely banned
under international law, are not considered here.)

Heavy conventional weapons are weapons that are either stationary, have their
own propulsion systems, or must be moved with transportation equipment. Typical
heavy weapons are military aircraft, armored vehicles, artillery pieces, missiles for
missile launch systems, and warships. Various definitions of heavy weapons, or
similar categories, are used in the Conventional Armed Forces in Europe (CFE)
Treaty (BICC, 1997), the United Nations Weapons Register (United Nations, 1993),
and by research institutes such as for the arms trade data of the Stockholm
International Peace Research Institute (SIPRI, 1998).

Light weapons are person- and/or crew-portable (United Nations, 1997), with the
tirst category often also called small arms. Typical small arms include rifles and
hand grenades, while heavy machine guns need crews for transport. Small arms
have increasingly become the object of international political activity, both at the
national and international level (BICC, 1999; DiChiaro, 1998). They are in this
respect similar to another type of small arms, landmines. With the entry into force
of the Ottawa Convention in March 1999, anti-personnel landmines are banned
internationally.

Ammunition, for both heavy and light weapons, is separated here as a sub-
category, both because of the special security problems that it presents and because
of its reuse possibilities.

Other military equipment

Armed forces use various types of non-lethal equipment, for communication, transport,

computing, etc. (Equipment attached to buildings, such as kitchens, and equipment for
repair and production, is discussed below). Such military equipment often is non-
specific to military use and user; however there are often economic characteristics that
limit its civilian use. Relevant equipment includes:

Computers and ancillary equipment;
Earthmoving and other construction machinery;
Radar and other surveillance equipment;

Radio communication equipment;
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* Transport aircraft (fixed-wing and helicopters); and

* Trucks and other land and sea transport vehicles.

Data on military equipment

Information on arsenals of heavy weapons is quite good—at least when compared with
other military data. The most comprehensive source is the Institute for International
Security Studies annual Military Balance (IISS, 1998). Additions to national arsenals
through arms imports are tracked by the Stockholm International Peace Research
Institute (SIPRI, 1998) and reported in the United Nations Conventional Weapons
Register. Much information on the technical side can be found in various handbooks
put out by the Jane’s Information Group (JANE’s, 1999).

There is less information available on light weapons, despite recent efforts to
improve the information base. There are no data sources comparable to those on heavy
weapons. Available information is collected at various web-sites of NGOs and there are
some useful case studies (Miller, 1998). The United States Secretary of State, Madeleine
Albright, has announced her support for a center to collect information on light
weapons. The Swiss government is to fund a yearbook on small arms in preparation for
a United Nations meeting on small arms in 2001.

Similatly, there is no comprehensive international data on other types of military
equipment. Jane’s Information Group, however, publishes handbooks which describe
much of the technical characteristics of military equipment of all types, including non-
lethal JANE’s, 1999).

Productive reuse potential of military equipment

Heavy weapons: The level of specificity of use and user of heavy weapons is high.
There is limited civilian reuse potential. Some practical cases of productive civilian
reuse include helicopters for search/rescue and police and transport work; light fighter
aircraft for civilian flight training; landing ships for ferries; and armored vehicles as
heavy transport vehicles, for fire fighting and earth-moving (BICC, 1997, pp. 76-77).

The scrap metal value of heavy weapons is low, with the exception of ships. But
even with ships there is the serious problem of dangerous and poisonous material,
including that found in metal alloys. There is generally no urgent need to scrap or
otherwise eliminate heavy weapons.

Light weapons: The military specificity of use and user of light weapons also is
high, though with some important exceptions. These include military-style automatic
rifles, sub-machine guns, and hand grenades, which have proliferated in recent years
during and after conflict from armed forces to civilians (Singh, 1995; Boutwell, Klare
and Reed, 1995), leading to internal security problems. Small arms of these types have
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become a major crime concern in many countries. An additional problem is that light
weapons can circulate from one conflict to the next, destabilizing already volatile
situations.

The safe storage or elimination of some types of light weapons, particularly
mines, but also automatic rifles, sub-machine guns, and hand grenades, has become an
urgent matter in many post-conflict situations. Explosive light weapons, such as mines,
present additional physical security problems and their safe storage requires
precautions. Once scattered, landmines become a serious obstacle to development. The
clearance of landmines from land needed for productive use is increasingly on the
agenda of donors, including the World Bank (World Bank, 1998).

Programs for the collection and elimination of other types of light weapons,
which have become surplus after the end of wars or because of military downsizing, is
lagging behind, though some practical programs have already been begun. The
motivation for such programs is generally multi-fold: They are designed to reduce
violence, the dangers of internal strife, and proliferation to other trouble spots, but also
to improve the general climate for business and investment. The rationale behind this
economic motivation is that domestic insecurity lowers, or even inhibits, productive
investment. A low level of physical security will scare away potential investors, or,
alternatively, increase the costs of their investments if they pay for private security
measures.

Ammunition: All ammunition requires safe storage. Ammunition for automatic
rifles and sub-machine guns present internal security problems similar to those of light
weapons. High-caliber ammunition distributed in the field can present physical security
problems similar to landmines.

Selected excamples of reuse, scrapping, and elimination

Heavy weapons: There are very few reuse examples, such as tanks turned into
bulldozers or ground attack fighter into jet trainers. More extensive reuse planned in
the late 1980s and early 1990s by socialist countries in FEastern Europe, and allowed
under the CFE Treaty, has not materialized. Although the treaty would have allowed
for much higher numbers of the more than 56,000 heavy weapons that treaty member
countries had to dispose of under the CFE Treaty, less than a thousand were converted
for civilian use (BICC, 1997, p. 88). The main reason was that high operating costs, for
instance for fuel and maintenance, outweighed lower investment costs when compared
to dedicated civilian equipment (BICC, 1997, pp. 76-80).

The scrapping of heavy land weapons systems is costly and does not pay. The
average cost for the destruction of more than 55,000 weapon systems regulated under
the CFE Treaty in Europe (armored personnel carriers, artillery, tanks, fighter aircraft,
attack helicopters, missile launchers) was about US $4,000 per item (BICC, 1997, pp.
89-90).

The scrapping of ships, on the other hand, can be a profitable business. It is
mostly performed in low labor-cost countries, such as India and Pakistan.
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Environmental regulations in some countries, such as the United States, require
scrapping in the country (see Box 5). The prices vary by the quality of steel, especially
the content of hardeners such as nickel and beryllium. A scrapped ship may bring
between $100 to $500 a ton in the international market. The USS Coral Sea, containing
about 50,000 tons of steel fetched a price of US $750,000 in 1995, although the owner
claimed he would have been offered as much as $9 million if he had been able to strip it
in India. (American Metal Market, 1997, p. 7).

Light weapons: Demining remains a major challenge, despite recent successes in
a good number of countries (United States Department of State, 1998; United Nations,
1999). Current methods of detecting and clearing landmines for humanitarian purposes
are primitive, dangerous, slow, and costly. A metal detector and a hand-held probe are
standard, although mechanical clearance methods adapted from the military, such as
ploughs, flails, and rollers, may be used when funding and terrain permit. Even with
precautions, clearing mines is dangerous work. One report estimates that mine clearers
are seriously injured or killed at a rate of one per 1-2,000 mines cleared (I'sipis, 1996, p.
12). Even in Kuwait, under relatively favorable terrain conditions and with generous
funding for the clearance contractors, there are reports that more personnel were killed
clearing mines than the combat casualties suffered by the Coalition forces during the
Gulf War.

Box 5: Scrapping of weapons

A wide variety of materials are used to produce weapons and at least some of these materials can be
reclaimed economically through scrapping.

The most important material—in terms of quantity and economic value—is steel, predominantly from
ships, but also from tanks and other vehicles. Many countries have a minor special industry for
scrapping ships, naval as well as commercial. In addition, globally important centers of this industry are
found on the coasts of several South Asia countries, as well as in South Korea.

Before scrapping, ships have to be demilitarized, that is, guns, missiles, missile tubes, and special
electronics are dismantled and removed. Ships then need to be drained of oil, water and other liquids,
and environmentally hazardous materials removed. This can be costly, if environmental regulations
require special handling and disposal, as in the case of asbestos. Steel structures are stripped of fittings
and other materials, many of which (such as wiring) can also be profitably recycled. Steel plates are
detached, cut down into smaller pieces and then sold as raw steel to mills and foundries for the
production of new steel.

In principle, similar procedures apply to tanks and other weapons with large steel content. Weapons are
generally first demilitarized (often through the destruction of guns rather than by detaching them),
stripped and then taken apart. Smaller items may be crushed instead of being disassembled and this can
also apply to tanks. Generally, the ratio of recyclable material in total weight is lower in other weapons
than in ships, making the scrapping of other weapons less attractive in commercial terms. Materials are
mixed up to a greater extent and present major problems for purification, for example in the case of
armored steel. The cost of stripping such weapons, including the handling of environmentally
hazardous materials and the separating of steel armor-plating, often surpasses income from the sale of
materials, especially if carried out in remote places with high transport costs. Non-recyclable materials
have to be discarded in environmentally safe ways, which generally means that some have to be treated
as toxic waste and this increases scrapping costs. Ammunition presents specific problems; safety
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requirements, during both transport and disposal, are demanding, especially in the cases where old
ammunition has become unstable.

Of course, in less industrialized countries, simpler methods can be used. In Somaliland, for example,
demilitarized soldiers are making tools, such as plows, from the wreckage of war, including several
hundred armored personnel carriers (APCs), tanks and anti-aircraft guns, within the framework of a
project jointly sponsored by the International Rescue Committee and Sooyal, a veteran’s group
(Associated Press Datastream International News Wire, 7 April 1996).

Other materials recycled in large quantities from surplus weapons include:

* brass, mostly from ammunition cartridges

* coppet, from wire and other electrical implements

* aluminum, from ammunition cartridges, ship superstructures, aircraft and vehicles
* titanium, from aircraft

* high temperature alloys from turbines

* nickel from valves, fittings and tubing

These materials generally fetch higher prices than raw steel, depending on the form in which they come
out of the stripped-down weapon system and their purity/contamination with other substances,
especially environmentally hazardous ones.

The process is also quite slow. In 1996, 3,000 workers cleared 12 square kilometers of
Cambodia with currently available technology (Morrison and Tsipis, 1997, p.40).
Demining is expensive and cost-ineffective, with costs of clearance out of proportion
to the costs of the mines. The most common types of antipersonnel mines in use cost
between $3.00 and $15.00, while clearing can cost between $300—$1,000 per mine (Joint
Research Centre, 1995, p. 10). In 1993 U.N.-sponsored demining teams cleared 80,000
landmines at a cost of $24 million, and the cost/clearance ratios have not improved.
Clearing the 12 square kilometers of Cambodia cited above cost $8 million. Improving
detection and clearance methods is a formidable technical challenge. The humanitarian
demining problem is characterized by an enormous variability in the nature of explosive
ordnance to be removed, and in the type of terrain and vegetation. In addition, the
mines are infesting some of the world's poorest countries, where the indigenous
personnel available to undertake demining may lack technical skills and experience.

The main problem of other light weapons in post-conflict situations is to get
them out of the hands of criminals and other non-licensed owners and under central
governmental control. Many approaches have been tested to achieve this goal, although
none has proved to be the final answer (Laurance, 1998). A mixture of voluntary and
coercive programs seems to offer the best prospects; carefully designed incentives can
improve the prospects of voluntary programs. Research has revealed a number of
characteristics that enhance the chances of successful gun retrenchment, which has
occurred in a number of countries (see Table 1). Light weapons destruction avoids the
dangers of further circulation of light weapons, and destruction methods are simple
(DeClercq, 1999). Recently, for example, in the collection of light weapons in
Cambodia, the Cambodian Prime Minister climbed into a bulldozer to drive it over
rows of old rifles lined up on the track of a sports stadium. (Reuters, 1999).
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Ammunition: The disposal of ammunition via explosion in ammunition dumps
is simple, though not without its local environmental hazards. More ecologically sound
disposal requires investment in special furnaces. Disposal costs of ammunition are
currently higher than the income from scrap metal. In a few very modern furnaces like

the one at Steinbach, Germany, energy is produced from the incineration of
ammunition (BICC, 1997, p. 80).
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Table 1: Recent Weapons Destruction Profiles (selected list of countries)

Country Magnitude (number of small | Disposal External Assistance
arms collected)
Albania 45,000 to be returned to Albanian | Western European Union
armed forces and police and UN
control
Angola over 10,000 guns and 56 UN
million rounds of
ammunition to be destroyed
or to be utilized by the new
national armed forces
Bangladesh weapons of 2,000 rebels to | unknown None
be collected
CAR over 1,200 rifles returned to army ECOMOG
Chechnya 1,100 destroyed OSCE
El Salvador 3,000 pistols and rifles, destroyed, verified by an Canada, Luxembourg,
2,000 grenades, 35 mines, independent third party Mexico, OAS
over 80,000 rounds of a.
East Slovenia (Croatia) over 8,000 rifles, over partly destroyed, partly UNTAES
13,000 grenades, over 1.7 turned over to Croatia
million rounds of a.
Guatemala Over 1,800 rifles, 2,500 turned over to armed forces | UN
grenades and missiles, over
half a million rounds of a.
Hait 33,000 weapons tutned over to armed forces,
museums, to USA and
destroyed
Liberia Almost 10,000 and 1.2 held by UNOMIL and ECOWAS and UN
million rounds of a. ECOMOG, still undecided
Mali over 2,500 small arms UN, Canada, NL, Norway
destroyed (burned) and USA
Mozambique 12,000 firearms, 8,000 Sweden and USA
grenades, 14,000 mines,
over 124,000 rounds of a.
destroyed
Nicaragua 142,000 destroyed

Papua New Guinea

to be collected n.a.

Australia, New Zealand,
Tonga and Vanuatu
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Income to finance military operations

Sources of funds/ entitlements

Defense budgets

Official defense budgets are normally the major source of income for regular armed
forces. In many countries, official defense budgets are prepared on the basis of sound
practices of budgeting and political decision-making. The requirements on which
defense budgeting should rest are well captured in the principles of the IMF’s Code of
Good Practices on Fiscal Transparency (IMF, 1998a) and the accompanying draft
manual on fiscal transparency (IMF, 1998b):

* (larity of roles and responsibilities;
* Public availability of information;
*  Open budget preparation, execution, and reporting; and

* Independent assurances of integrity.

The World Bank also has adopted a policy on military expenditures reflecting these
basic requirements of transparency and accountability (World Bank, 1992). As the
World Bank increasingly centered its attention on governance issues, questions of
military spending as part of overall public expenditure issues began to surface (World
Bank, 1994, p. 47-52). This study complements this literature in providing another way
of thinking about the problem of the social valuation of a public good, defense, using a
microeconomic approach.

The United Nations General Assembly has repeatedly adopted resolutions
requesting that countries submit information on military expenditures within a standard
reporting instrument and has solidified, through a number of studies, the basis for
proper reporting of military expenditures.

The principles of defense budgeting that emerge from this international
consensus on military expenditures include:

* Completeness: Numbers reported should include all core activities related to the
operation of armed forces. Internationally accepted definitions differ with respect to
the extent of inclusion of non-core items, such as paramilitary forces, and related
items, such as pension payments and civil defense expenditures (Brzoska, 1995).

* Transparency: Numbers reported should be truthfully corresponding to an

internationally acceptable definition of military expenditures. Breakdowns of major
categories of military expenditures should be provided which allow some additional
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insight into the financial operation of armed forces. The roughest such breakdown
is between personnel expenditures, other operational expenditures, procurement of
weapons and other military expenditures, and infrastructure construction and
maintenance. The United Nations requires a much more detailed breakdown,
including by types of armed forces (Army, Navy, Air Force, etc.).

* Accountability: The decision-making process over the size and composition of the
defense budget should reflect some minimum standards of procedural openness.
There also should be ex-post accounting of planned expenditures.

* [Efficiency: Military spending should be efficient with respect to the planned
results. Proper procedures, transparency, and accountability should help to stop
inefficient use of funds, including corruption (World Bank, 1999). Some donor
countries, such as the United Kingdom, have offered to help countries improve
oversight over defense budgeting (Elliott, 1998; Ball, 1998a). The World Bank has
earlier offered its support to work with borrowing countries to analyze the impact
of military expenditures with a view to reducing them to the extent feasible. It

warns, however, that it could not judge the appropriateness of individual spending
categories (World Bank, 1994, p. 49).

While great strides have been made towards an internationally agreed framework on
military budgets, practice has not changed as rapidly in some parts of the world. For
instance, reporting within the UN framework has not improved in the 1990s. Some
governments continue to regard military expenditures as a matter for secrecy, while
others have found it too burdensome to respond to international requests for
transparency and accountability. There are also some indications that the importance of
income of armed forces other than that from regular military budgets may have
increased in the 1990s. The Chinese case illustrates a deal between the army and the
government that permitted extra-budgetary fundraising when the central budget was
constrained to rise no faster than the rate of inflation. Most recently, the Army has
been asked to divest itself of these businesses as issues of transparency were raised. To
contend with the Russian financial crisis, side activities of the military there have
reportedly also increased.

Other government funds

One type of such non-defense budget income is funding from state and central
governments. Despite the wide acceptance of international definitions of military
expenditures, governments exercise much freedom in budgeting defense-related items
under budget categories other than defense. This ranges from special accounts for
procurement to funding military education facilities from education budgets. Especially
in countries in conflict, the distinction between defense budgets and other budgets can
tend to become blurred.
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Other institutionalized sources of funds

In some countries, armed forces are entitled to non-budgeted incomes, such as the sale
of natural resources. In the case of copper from Chile the military are entitled to 10%
of sales for arms purchases. Armed forces, or units of armed forces, may also be
entitled to keep proceeds from the sale of used weapons and other property in special
funds.

Opposition and other irregular forces will often rely on income that is regular,
and in a way institutionalized, but does not run through government coffers. They can
levy tax-like duties on the exploitation of natural resources, and/or the production and
sale of goods and services, they can collect income at roadblocks, and more or less
voluntary contributions from supporters, in the country where they operate and from
outside of it. Probably the most important source of income of irregular forces in the
1990s has been the sale of exploitation rights for natural resources under their territorial
control, such as diamonds in West Africa and tropical forest products in Cambodia.
There is also a strong link between territorial control of irregular forces and production
of narcotics or their pre-products. The link between guerilla activity and counter-
narcotics continues, for example, to fuel the crisis in Colombia.

External funds/military aid

During the Cold War, military aid from foreign governments was an important funding
source for both regular and irregular military forces. Military aid was mostly given in the
form of weapon systems, but also in cash (Brzoska, 1992). International budget
reporting requirements stipulate that military aid should be reported in the donot’s
budget, and as general income. The importance of military aid to regular forces began
to decline in the 1980s and has continued to do so, particularly because of the demise
of the Soviet Union, which gave away large weapon arsenals as military aid (Brzoska,
1995).

It is much more difficult to assess military aid from foreign governments to
irregular forces, as very often the extent of such aid is kept secret. Judging from reports
on supply lines and financing of recent wars, it seems this type of funding also has
decreased with the end of the Cold War (Ploughshares, 1998; Wallensteen and
Sollenberg, 1998).

On the other hand, another type of foreign support has gained in importance in
the 1980s and 1990s: remittances. Financial support from the expatriate community to
irregular forces has been an important source of income for them in some internal
wars, such as in Sti Lanka and Kosovo.

Income from military-run business/pension funds

Another important source of funds for the operation of armed forces in many
countries is military business activities. While good practices of accounting require
reporting on such activities in budget documents and subjecting extra-budgetary
activities to government review and priority setting (IMF, 1998b, p. 18), this is often
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not the case. In China, at least until the government ordered the People’s Liberation
Army to devolve its business activities in 1998, military units of all levels conducted
business activities for direct gain without much central government control (Cheung,
1997).

One well-established form of military involvement in business activities is mutual
funds to which officers and soldiers contribute, such as military foundations and
pension funds, for instance in Pakistan and Turkey (see below). Income for such funds
can be used in financing activities of active military forces. More common, however, is
the provision of pensions to former military personnel. Pension funds may also support
the provision of social services, such as the case of the military hospital system in
Jotdan. It should be clearly understood that these services make play an important role
as a social safety net and, if transferred to the private sector, must be replaced or
replicated to maintain social welfare.

Sources of information

Not least because of differences in definitions and the practical difficulties of marking
the borders of relevant activities, information on military expenditures is not very
reliable. National data generally needs to be scrutinized diligently in order to ascertain
what it does and does not cover (Ball, 1984a, 1984b). International data, while generally
more in line with common definitions, remains frustratingly unreliable. Despite some
efforts to improve reporting, large differences exist among major sources (Brzoska,
1981; Happe and Wakeman, 1994, Lebovic, 1998), as well as within sources where
sources report changes in subsequent editions (Lebovic, 1999).

Standard sources that publicly report on global military expenditures over longer
periods of time include:

* International Monetary Fund’s Government Finance Statistic Yearbook (national data
that corresponds to an IMF definition). The IMF maintains another confidential
data set; however, the data is analyzed and presented in aggregate form annually in
the World Economic Outlook.

* United Nations Military Expenditure Reporting Exercise (national data that
corresponds to a United Nations definition)

* International Institute of Strategic Studies’ Military Balance (reports national budget
plan data)

* United States Arms Control and Disarmament Agency’s World Military Expenditures

and Arms Transfers (reporting data collected by U.S. government agencies based on a
definition similar to the United Nations’)

55



Michael Brzoska, Patrice Franko and Jo Husbands

e Stockholm International Peace Research Institute’s Yearbook on World Armaments,
Disarmament and Security (reporting data drawn from multiple sources based on a
NATO definition of military expenditures).

In addition to these standard public sources, specialized reports exist. Some
organizations, such as NATO and the OSCE collect data of member countries. NATO
publishes some of this data, including on its website, while OSCE data is confidential.
The data from these sources is sometimes also published in other formats. For
instance, the US government puts out reports on military spending based on the same
data sources as the ACDA report, and the UNDP’s Human Development Report uses
SIPRI data.

Standard sources differ for a number of reasons, including definitions, methods
to account for the differences in fiscal and calendar years, currency conversion, and
deflation (Brzoska, 1995). Coverage ranges from a few dozen countries in the UN
military expenditure exercise to a nearly complete set published by U.S. ACDA.

Standard sources generally only report single numbers for total military
expenditures. Detailed breakdowns are required by the UN military expenditure report
format; however, few countries comply. Ball (1984a) has demonstrated that, at least for
a large number of countries it is possible to construct detailed data from national
sources. However, no reporting organization has invested the amount of work and
expertise needed for such an effort on a continuous basis. The work conducted by
Cepal (The Economic Commission in Latin America and the Caribbean) is an
encouraging example of new efforts at regional standardization and transparency of
military reporting.

Scope of a “peace dividend”

Reductions of military expenditures after the end of conflict open the prospect of
additional financial means for civilian sectors, either through reduced financial burdens
on civilian sectors or reallocations of expenditures for civilian purposes. Although
much evidence suggests that reductions in military expenditures have had beneficial
effects on civilian economies, identifying cause and effect is complicated, particularly in
post-conflict situations.

Conceptual considerations

Often, analysis of economically beneficial effects of reduced military expenditures is
concentrated on the perceived “savings” from reduced budget allocations. For instance,
the UNDP’s Human Development Report portrayed the (growing) gap between
military expenditures using the reference year 1987, when they had been at a global
high, and current military expenditures as the “peace dividend.” If another base year
had been chosen the dividend would have shrunk. In other work, the peace dividend is
identified as the (positive) relationship between reductions in military expenditures and
increases measurable macroeconomic aggregates, such GNP (Gleditsch et al, 1996).
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Problems of causality plague these studies. Chan has suggested that it makes sense to
think in terms of steps in a “peace dividend” process or of various “peace dividends”
(Chan, 1995; BICC, 1996). He has proposed dividing analysis into three parts. The
savings resulting from reduced military spending is called the resource dividend. The sum
of the various alternative uses to which the savings are allocated, such as increases in
civilian governmental spending and reductions in military outlays is called the product
dividend. The final outcome, which depends on both how the savings are spent and how
it is transmitted in an economy, is called the welffare dividend. While such a
comprehensive view of the effects of reduced military expenditures is conceptually
neat, it is very difficult to implement in practice (Brommelhorster, 1999). Estimating
the size of the reduction as well as the gains is a difficult process.

Various models have been proposed to capture the peace dividend process in a
simplified way. The most prominent have come from the IMF. Based on assumption of
high productivity of civilian investment versus zero growth impact of military
expenditures they result in high and growing effects of reductions in military
expenditures on economic growth. Transmission mechanisms are reduced interest rates
and increasing capital investment (Knight, Loayza, and Villanueva, 1995; Bayoumi,
Hewitt, and Symanski, 1996). Models where the links among interests, investments, and
growth are less direct and which also take account of changes in demand, such as the
United Nation’s LINK model, produce substantially lower, but still positive, effects on
GDP. If military expenditure results in reduced demand there can even be an initial
period of negative growth (United Nations, 1995; Li and Pauly, 1996).

Impedirnents to alternative resource use

Models and empirical investigations of the type described above are by nature
simplifications and seldom take into account a number of factors which have, in
practice, often limited the effects of military expenditure reductions. These include:

* General income reduction: Decreases in military expenditures often occur in the
wake of general economic collapse. Striking examples are some of the former
socialist countries in Fastern and Central Europe. General income contraction also
is a feature in post-conflict situations.

* Defense-specific reasons: There are also more defense-specific reasons why
reductions in military expenditures may not free concurrent levels of resources for
alternative expenditures or reductions in government incomes in post-conflict
situations. Some of the funds used for the financing of military operations, such as
foreign aid, or contributions from expatriates, may dry up post-conflict. Similarly,
armed forces may have to return entitlements, such as the income from the
exploitation of natural resources, which they were only allowed to pocket during a
conflict.

* Disarmament spending: Reductions in military expenditures in general create
costs. Some of these costs are discussed elsewhere in this report, such as the
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disposal and destruction of weaponry, or the initial costs of demobilization and
reintegration programs. These costs can at least be partly recovered through income
that flows in later. Other costs, such as pensions, are fully sunk. The direct costs of
disarmament differ from case to case, depending on a number of factors. The
assessment of whether they have an effect on the “peace dividend” is also
dependent on whether they are budgeted within defense budgets or put under
civilian budgets.

The analysis of disarmament costs versus later benefits from disarmament has led a
group of economists authoring a study for the UN Institute for Disarmament to posit
disarmament as a process that needs investment (UNIDIR, 1992). In their view, early
costs, lag structures of resources reuse, and cumulative income creation processes
combine to a sequence of “pay now, benefit later.”

Empirical evidence

Post-cold war reductions in military expenditures have led to both reallocations of
expenditures to civilian categories as well as reductions in government income, which
also lower public (United Nations, 1995). While especially in Central and Fastern
Europe economies contracted in parallel to military expenditures, this was
overcompensated on a global scale. As measured by the IMF, the share of military
expenditures in global GNP shrank from 5.2% in 1985 to 2.3% in 1996 (IMF, 1997, p.
147). Empirical investigations of the link between reduced military expenditures and
macro-economic aggregates have to cope with a host of measurement and modeling
problems. These have also plagued the large general literature of the effects of military
expenditures on macro-economic aggregates such as GDP growth. Testing is quite
sensitive to the approach used (Hewitt, 1993) and data, as outlined above, is often
unreliable. In a recent overview of empirical work, Dunne concluded “while there is no
clear consensus on the economic effects of military spending, the most common
finding is that military burden has either no significant effect, or a negative effect on
economic growth ...This means that there is the potential for developing countries to
cut military spending with, at worst, no harm to economic performance and, at best,
higher economic growth” (Dunne 1996, pp. 456—457). Our report provides a micro-
economic analysis of the possibilities for sectoral reform that complements these
macro-economic approaches. Understanding and managing the process of reallocation
of resources at the micro-economic level may indeed facilitate gains in specific
geographical areas.

Efficiency savings

Reductions in military expenditures can also be brought about through increases in the
efficiency of the use of funds. Military sectors are sometimes judged less efficient than
other sectors, because of the cultures of secrecy, hierarchy, and bureaucracy (Hartley
and Sandler, 1995a). Increased efficiency through greater attention to costs, reduction
of bureaucracy, and the introduction of new management techniques can help reduce
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military burdens in many countries. But it is in post-conflict situations more than any
other that there is a chance to increase efficiency. Interests and bureaucracies are less
entrenched and procedures less well established. Drives for more efficiency in post-
conflict situations make most sense if they are combined with military reform in a wider
sense. This should include a restructuring of the strategic framework to reflect new
national and international objectives.

Post-conflict asset transformation

Armed forces aim to optimize asset acquisition and use in military sectors as described
in the first section of this report. As was repeatedly pointed out in the above discussion,
military assets can lose their value, or can become liabilities, when they are not wanted
any more by armed forces and become available for asset transformation. Not all assets
can make a contribution to economic and social development or facilitate the transition
to sustainable peace after hostilities have ceased. While some general considerations
about the possibilities of asset transformation were made in section two of this report,
specific assessments are needed in particular circumstances. These would involve in-
depth country studies analyzing opportunities and constraints in redeployment of
national military assets.

In addition to such technical factors of asset valuation, other, broader issues need
to be considered for successful asset transformation. These include questions of actual
ownership of assets, retention and upgrading of assets by security forces, and the
sequencing of asset transformation.

Asset revaluation

A number of factors influence the value of military assets that become available for
civilian use. They cover physical features of assets, as well as the preferences of
potential civilian users and costs of transforming assets:

* Civilian usability of assets/fungibility of entitlements: Not all assets have
civiian uses. On the other hand, money saved from government military
expenditures is immediately available for civilian purposes. These savings may come
from eliminating operating costs such as fuel and labor.

* Physical status of assets: In addition to age and use, different standards of asset
use, for instance with respect to environmental treatment of land, may reduce the
value of transformed assets.

¢ Civilian demand for transformed assets: Effective demand for transformed

assets may be low, for instance because of consumer preferences or general slack in
economic activity.
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* Investment cost of asset transformation: Few assets can be used as they were in
military sectors. As noted earlier with respect to specific types of assets, investment
is generally necessary before civilian use.

* Asset degradation: In addition to normal asset degradation over time, unplanned
civilian seizure of assets may quickly degrade the value of some types of assets, such
as buildings on military land and military factories. Looting or stripping
complementary assets such as machines can cause a rapid loss of value.

Ownership issues

Military asset transformation can be plagued by ownership questions. It is often not
clear who has authority over reuse decision-making, which institution needs to make
necessary investments before civilian reuse, which institution is entitled to receive
income from civilian asset reuse, or who is entitled for compensation. The financial
mechanisms for transfer of assets are often unclear, complicating later access to funds.

Civilian/military asset ownership problems

Ownership over military assets can span a wide spectrum of institutions and
individuals. Sometimes arrangements are overlapping or unclear with respect to who is
the owner of military assets immediately after the decision has been made to release
them for civilian use. In principle, various types of ownership including civilian
government, military, and private can be distinguished. In practice, however, there is
often disagreement over the legal rights of the owner. Typical disagreements can be
found at:

* Levels of government: While in general it may be assumed that publicly owned
military assets are under the control of central governments, problems can arise
with respect to regional governments or communes, especially where these have
strong roles in economic development and planning (see below). For instance with
respect to military land, conflicts over pricing between central authorities interested
in maximizing immediate income and local authorities interested in maximizing
longer term economic development occur.

* Civilian government agencies versus central armed forces/defense
organizations: Armed forces or, where applicable, defense ministries sometimes
consider themselves as owners of military assets which have high civilian values. As
owners, they consider it their right to receive the income from the sale of such
assets, or require compensation from civilian sources. On the other hand, civilian
government authorities may require that armed forces retain asset ownership over a
period of time before release in order to improve the civilian usability of such

60



Typology of Military Assets

assets. One pertinent example is environmental cleanup before the release of land
for civilian use.

* Central military institutions versus regional units of armed forces/irregular
forces: In some cases, including post-conflict situations, regional military units and
irregular forces may be the owners of assets prior to transformation and require
some form of compensation for the transfer of their assets. Typical examples come
from the realm of military businesses.

* Individuals in armed forces versus civilian private individuals: Military sectors
are, even where they are similar to economic enterprises, under strong military
control. Sometimes it is unclear whether supposedly private individuals are not in
fact acting for the armed forces, or units of armed forces, or vice versa. Especially
with respect to military business, but also arms production enterprises, the
entanglement of private and public ownership at the time of asset transformation
can be difficult.

* Foreign ownership: There are specific problems presented by foreign ownership
over military assets. Where foreign ownership is based on international treaties or
agreements, problems are mostly of a practical nature, such as who pays for
environmental cleanup and what value is given to superstructures built by foreign
forces. In the cases of closures of foreign bases in Europe, East and West, the
agreement has usually been to simply assume that cleanup costs and additional value
from investment into superstructure cancel each other out and bases were

transferred without compensation for either side (Cunningham and Klemmer, 1995,
1997).

Unclear ownership can impede or slow down civilian asset reuse, both where it entitles
the owner to income or compensation and where it induces costs.

Decision-matking over post-conflict asset transformation

A closely related issue, which can also contribute to slow asset transformation, is
authority of decision-making. Decisions to be made include the decision to release
assets from military use, as well as the type and form of reuse. In addition to ownership
of assets at the time of transfer to civilian use, other obstacles to asset transformation
can arise because of unclear or competitive roles of the various levels of actors
involved:

* Planning and implementation authority: Planning and implementation may not
be under the control of the institution that owns the military assets available for
transfer. For instance, regional economic development may be under the control of
regional government authorities, while military land to be transformed is owned by
central government.
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* Financing of investment prior to resource use: Financing institutions, whether
government or private banks, have an important role where assets require
investment prior to civilian use. Special problems can arise in cases where planning
and financing is strongly influenced by external donors. Donors have to be careful
to insure that their objectives are commensurate with those of targeted recipients.

* Incidence of benefits: Benefits of asset transformation will often be local or
limited to certain sectors of an economy or society. Clashes of interests over asset
reuse are not infrequent and need to be solved by legitimate institutions.

Privatization

Privatization of assets coming out of military sectors can often simplify institutional
problems. It is also the probative means to ensure that asset reuse makes economic
sense. However, public financial support may be necessary for investment prior to
civilian reuse in cases where asset reuse could not be otherwise expected to occur, or
where public authorities have objectives in addition to economic ones, such as with
respect to internal security.

Security sector reform

Military asset transformation is also related to the issue of security sector reform (Ball,
1998a). Downsizing of military sectors—the precondition for asset transformation—
remains a haphazard and incomplete measure if it is not connected with an overhaul of
the armed forces and their role in society, including civilian political oversight, civilian
accountability, functions of various types of armed forces, their doctrines, structures,
and practical setup. Not all of these issues, however, can be dealt with in this report,
which is focused on aspect on military asset transformation. Bilateral donors have been
engaged in efforts to restructure security forces in post-conflict situations. This involves
a complicated, long-term process that engages civilians often undertrained in military
affairs in a dialogue with military organizations to determine national objectives and the
appropriate military instruments to achieve them.

Reorganization of security sectors

Post-conflict situations are generally characterized by a desire and need to downsize
available armed forces. In cases of cease-fires among several armed forces, this may be
preceded by a period of unification of these forces and an initial increase in the number
of official government forces, though not the actual number of people under arms. In
addition to downsizing, armed forces often need to be changed in their orientation,
which during conflict was to fight a war. Major elements include:
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* Strengthening of civilian control: This includes civilian command on the highest
level and accountability to parliaments, as well as monitoring of the armed forces
and their activities by civil society in general.

* Orientation of military doctrines toward peace, arms control, and regional or sub-
regional security.

* Democratization of armed forces: This includes the clear establishment of rights
and duties for individual members of armed forces to ensure respect for human
rights and international law.

* Separation of functions: A major element in security sector reform in post-
conflict situations generally concerns an overhaul of structure in response to a
stricter division of responsibilities. Thus an important regular element is the
separation of police functions, including maintenance of internal security and order,
from those of the armed forces responsible for external defense and international
security concerns.

Asset and human resource reuse in security sector reform

The build-up, or massive overhaul, of police forces at the expense of military-style
forces is often the centerpiece of security sector reform in post-conflict situations
where criminality and internal security become major concerns as wars fought by
military forces end. Quite frequently in the past, newly-established or reformed police
forces have made extensive use of former military personnel, former military barracks,
weapons, vehicles, and other assets. While this approach is often expedient for cost
reasons because it allows a speedy build-up of police forces, it has run into problems in
the past (Oakley et al, 1998; Call, 1998; Neild, 1998). Military training is quite different
from that for police forces and military weapons different from what police should use.

Political economy of military asset transformation

It would be naive, as was pointed out in the first section of this report, to view
decision-making over any aspect related to armed forces as purely economic. Armed
forces can be seen to operate like economic entities, but their objectives, functions, and
roles are highly political. In this final section of the report, a few of the non-economic
elements influencing military asset transformation will be briefly discussed.

Interests and actors

The decline in military asset use, as the origin of the possibility for civilian asset reuse,
will in practice generally be paralleled by a decline in the political importance of armed
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forces. Military reform similarly assumes, and actively promotes, a reduction in the
political role of armed forces. This may be resisted by armed forces. Specifically, the
importance of armed forces in conflict may also give them a strong political position
after the end of conflict to resist their downsizing and reform.

Under such conditions, a mismatch may occur between assets under military
control and real needs of the armed forces. Fewer resources and assets may be released
than would be feasible and beneficial for sustainable peace and economic and social
development.

More generally, the political balance between armed forces and civilian
authorities, as well as the relative strengths of actors within armed forces and
governments, will strongly influence decision-making over which military assets will be
released and how they can be reused. The decision-making may therefore be sub-
optimal from the point of view of fostering economic and social development. One of
the objectives of military reform is to increase the rationality of such decision-making
through greater civilian democratic control and accountability. The success of asset
transformation is to some extent dependent on such rational decision-making. While
this project does not make any judgments about optimal force sizes, it is worthwhile to
underscore the win-win opportunities for the military if downsizing is accompanied by
modernization. As took place in the Philippines, some percentage of resources released
in land sales, for example, was retained by the military to meet new security challenges:
radar surveillance of airspace and coastal patrol of the Exclusive Economic Zone to
prevent overfishing.

Sequencing

On the other hand, limited civilian absorptive capacity may also influence decision-
making over the release of military assets for civilian reuse. A large-scale demobilization
or sale of military land may lead to economic disruption instead of contributing to
economic and social development through a more gradual release of military assets.
The economically optimal sequences of military asset transformation may not always be
possible because of the political wish to downsize armed forces faster, or the interest of
the armed forces to rid themselves of assets. Intermediate steps are sometimes possible,
such as by establishing development corps as Namibia and Eritrea have done. Ex-
combatants have been kept under military command but given a clearly civilian task,
such as building roads. An internal assessment of the absorptive capacity of the civilian
economy is critical to the efficient redeployment of defense assets.

Assets and liabilities

Clearly not all items considered assets for armed forces are assets for civilian societies
and economies. Weapons, in most cases, are considered peacetime liabilities as they
contribute to an increase in violence and crime. These liabilities must be dealt with for
political, environmental and security reasons. If nothing is done with weapons, as with
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other military liabilities, they can become detrimental to sustainable peace and
economic and political development in the longer term. The case of incomplete
demobilization is instructive: If ex-combatants are not properly disarmed and re-
integrated and armories are not well protected, internal security problems may arise.
Weapons might remain or fall in the hands of ex-combatants or enter criminal and gray
markets. The availability of these ‘“uncontrolled” light weapons causes dangers at
different levels. It increases the risk that disputes between individuals are settled with
deadly violence, since most ex-combatants have learned little else beyond violence to
solve problems. These weapons could also fuel banditry, and political groups could
more easily arm themselves and disturb democratic political processes and hamper
economic growth. An additional threat to security after demobilization is caused by ex-
combatants trying to apply their military skills elsewhere. The use of ex-soldiers as
mercenaries in official and private armies is increasing. Many of them originate from
armies that have recently been downsized, leaving ex-combatants without good sources
of income.

The distinction between assets and liabilities can become blurred if other than
immediate economic considerations are taken into account. Land contaminated with
ammunition, for instance, needs to be cleared for security reasons; once that has been
done, its value has increased. If a government decides not to invest in cleanup,
problems will likely arise down the line. More generally, governments have to make
decisions on military assets not only in the light of the contribution to economic and
social development, but also their political, environmental and internal security aspects.

Summarizing possibilities and problems of military asset transformation

Armed forces, and the military sectors supporting them, need resources and assets, in a
wide sense, to be able to perform the functions for which they have been created, not
unlike economic enterprises. While the ways in which assets are used and combined are
specific to armed forces, many of them can also be transferred to civilian uses. Such
transfers provide economic benefits and can thus make a direct contribution to
economic development. The most fungible resource in military sectors is their financial
entitlements, especially the regular military expenditures (see Table 2).

However, the transformation of military assets to civilian use will often require
initial investment, as military assets are not directly adapted to civilian uses. Investment
in asset restructuring today may promote long term gains. Military land provides a good
example for such type of asset. Land often needs to be decontaminated before it can be
put to civilian use.

In addition to such direct economic calculations, other considerations are relevant
in the context of thinking about the transformation of military assets. These concern
the framework of economic development: One important consideration, put up front
in the World Bank's thinking on post-conflict is to sustain peace. Lasting peace is a goal
in itself as well as a precondition for investment, building of social capital, and
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economic development. A reduction of armed forces through demobilization and
successful reintegration of former combatants may help to sustain peace.

Another factor inhibiting investment and the building of social capital can be
crime. Demobilization and reintegration, as well as a reduction in the circulation of
illegal small arms, can help reduce the detrimental effect of crime.

A third relevant factor fostering economic development is good governance,
which has received much attention by the World Bank, and, with special emphasis on
transparency and accountability, by the IMF. Military sectors are by nature secretive,
and there are good reasons to be secretive about some elements of it. However, secrecy
requirements have to be balanced with the basic requirements of governance, as well as
those of efficiency of asset use in the military sector. For instance, military expenditures
need to be known so that rational choices can be made by the proper institutions about
the balance with civilian expenditures.

Another factor is corruption, which has also been put strongly on the World
Bank’s agenda. Secrecy as well as certain privileges within military sectors can reduce
the restraints on corruption. Transformation of military business through privatization
can help address this problem.

The detailed discussion of various types of military assets in this report aims to
assess the potential and challenges of military asset transformation. This assessment is
summarized in Table 2. The six types of assets, in a broad sense, discussed in this
report are further subdivided into categories. Military sectors do not only contain assets
in the narrow sense, nor is civilian reuse confined to financial entitlements such as
military expenditures. There is a broad range of resources, assets, and entitlements that
may become available when a decision to downsize military sectors has been made.

Of course, not all of the assets discussed in this report have relevance for all
countries. In fact, in quite a large number of countries military sectors do not consist of
much more than soldiers carrying small arms and financing comes from non-fungible
sources. In such cases, the opportunities and challenges of reuse are limited to
demobilization and reintegration, and perhaps a need to address the dangers of illegal
small arms. In other countries, however, the full spectrum of assets discussed here may
be relevant. This is a matter that has to be established country-by-country for which
some sources of information are suggested in this report. However, as stated eatlier,
any in-depth analyses, as well as actual transformation of military assets, will require the
cooperation of the country concerned.

The reuse potential is summarized in Table 2 in two broad categories by tagging
effects that successful transformation of military assets can have for economic
development and sustainable peace and the difficulties for economic development and
sustainable peace which can result from a lack of attention to such military assets.

This report does not discuss in full detail the urgency needed to deal with the
various types of military assets in post-conflict situations, nor the issues of timing and
sequencing. The purpose of this report as a typology of military assets is more limited.
Still, it contains some conclusions with respect to these issues. Thus, the element of
military asset transformation with which the World Bank has most experience so far,
demobilization and reintegration, seems to be both the most time-urgent task as well as
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the immediately rewarding one in post-conflict situations. Military land has potential
where the armed forces own land and infrastructure that has promising commercial
values. The conversion of arms production enterprises has more limited prospects and
can often best be dealt with in a broader framework of industrial restructuring. Military
business in civilian markets, while of great importance in a number of countries, can
present particularly difficult political problems, which require strong attention to proper
sequencing within the process of a broader change in civil-military relations. The
reallocation of military funds and entitlements often occurs in situations of general
fiscal stringency and goes almost unnoticed. This is unfortunate if the effects of
downsizing of military expenditures on other elements of the military sector go
unnoticed. The more optimal approach obviously is to combine downsizing with a
thorough security sector reform.

The report also discusses practical aspects of defense assets transformation with
respect to the various types of military assets (see also Table 2). It cannot do justice to
the rich details that come out of analysis of country cases of military asset
transformation and need to be considered when planning such activities. Some more
detail is provided in prior sections of this report; however, as a typology of military
assets it does not aim to provide more than a structure for planning practical asset
transformation.

This report also does not spell out what would be proper or useful for the World
Bank, or other donors, to pursue with respect to the transformation of military assets.
It suggests opportunities and challenges that address the whole spectrum of actors.
Military sectors, while they can be and should be viewed as economic entities, are part
of the political core of nations. Decision/making about military asset transformation
therefore requires a national preparedness to downsize military sectors. Good
arguments about the benefits of military asset transformation for economic
development and sustainable peace, as well as the prospect of help from donors such as
the World Bank, may, however, foster such preparedness.
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Table 2: Typology of military assets

Type of military assets/resources/
Entitlements/

Categories

Reuse potential

Reuse challenges

Human resources: former soldiers Groups of demobilized may be distinguished with [[|  Addition to civilian labor force 1 Demobilization

and ex-combatants respect to a number of criteria, including: [l Productive activity 1 Reinsertion
[1  Education/Qualifications [l Contribution to rebuilding social capital | Retraining

(before/during/after service) Unemployment problems in situation of |L]  Providing opportunities for
I Entitlements (to land, other productive labor surplus productive work
assets) Political and security problems in cases I Social nets for specifically
[ Social integration (in origination of insufficient reintegration disadvantaged troops
communities, new communities)
[ Personal characteristics (age, aspirations etc)
I Specific problems (handicapped, child
soldiers, sicknesses)

Military land Different types of military land use with respect |l  Productive use for civilian purposes (1 Initial cleanup/preparation of
to: (services land and/or superstructures
| Superstructures (buildings, infrastructure) [l Restitution of land claims "1 Protection between release
[l Location (close to cities, far from centers) Security/environmental threats without from military and civilian use
[l Condition (contamination, age of proper land conversion 1 Investments into civilian use

superstructures)
| Use (airports, potts, training ranges, etc)

Military production/service facilities | Different types of production/service entities [l Increase in civilian productive capacity [l Conversion of production
with respect to: for which there is demand in competitive capacity
I Type of product markets I Organizational restructuring
1 Industrial sector I Change in company culture
I Military specificity of organization of I Adopting to civilian markets

production [l Financing of necessary
[ exclusivity of military production investment
I Level of technology
I Ownership
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Armed forces business operations in

Differences with respect to:

Reduction of market distortion

I Compensation of pension

civilian markets 1 Economic sector Reduction of rent seeking entitlements of members of
0 Ownership armed forces
[l Degtee of political [l Compensation of armed forces
protection/rent/corruption for lost income opportunities
| Entitlement to income/profit
Military equipment [l Heavy weapons Limited reuse of other equipment [l Investment into proper disposal
[ Light weapons Income from scrapping
I Other equipment Storage costs of weapons and
ammunition if not scrapped
Security problems from proliferation of
small arms
Availability of additional land through
de-mining
Humanitarian problems of mines and
unexploded munitions
Source of funds/entitlements I Regular military budgets peace dividend through redistribution of || Reduction of
I Other government funds money to private sector or reuse for funds/entitlements after the
1 Other institutionalized sources of funds civilian purposes in public sectors end of conflicts
(1 External funds/military aid
"1 Income from military-run business/pension

funds
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