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The links between the armed forces and the country’s politico-economic systems and their interdependence define broad contours of the policy governing allocation of resources for the defence of the country. It is a dynamic process that changes with political dispensation in power, geo-political milieu and threat perception. Investment in defence is not carried out to utilise spare and disposable resources but is an essential cost that a nation has to pay to obtain assurance of safety. Defence economics encompasses all aspects of defence that have a cost implication. 
Emergence of defence economics as a separate and distinct discipline of study has been of comparatively recent origin. As a matter of fact, it is still in an embryonic stage trying to define its scope and expanse. Its growth has been fragmented, sporadic and incoherent. Keith Hartley and T Sandler have contributed immensely in its development.
According to Encyclopaedia Britannica – “Defence economics is a field of national economic management concerned with peacetime and wartime military expenditure.” As per Hartley, defence economics embraces all aspects of the economics of defence, disarmament, conversion and peace. He suggests inclusion of the economics of wars, conflicts and non-conventional conflicts (e.g. terrorism, civil wars, revolutions, insurrections) as well. 
Intriligator, on the other hand views defence economics as a more broad-based discipline and describes it as ‘that part of the overall economy involving defence-related issues, including the level of defence spending, both in total and as a fraction of the overall economy; the impacts of defence expenditure, both domestically for output and employment and internationally for impacts on other nations; the reasons for the existence and size of the defence sector; the relation of defense spending to technical change; and the implications of defence spending and the defence sector for international stability or instability’. 

Newer topics keep getting added periodically, redefining and enlarging the scope of defence economics. Notwithstanding the above, defence economics broadly covers the following fields:

· Defence expenditure – both as budgetary allocation and as a % of gross domestic product.

· Expenditure related to inland security to contain internal conflicts within acceptable limits and levels.

· Defence industry, international arms trade, defence offsets and arms embargoes.

· Relationship between defence expenditure and economic activity both domestically and externally.
· Military alliances, joint security pacts and informal defence understandings that have economic ramifications.

· International cooperation for maintaining world order, peace forces and the United Nations.  

Current Inadequacies
In the ancient Indian treatise Sukraniti (ch I, 11.122-4), the relation of the armed forces to the state has been compared with that of the mind to the man. Military is a unique and distinct socio-economic segment of society.  It is a vibrant organisation with its own traits and dynamics. Its real worth is determined by the interplay of human emotions, hardware and public esteem that it enjoys. As Morris Janowitz said, “The study of military institutions is at the heart of the analysis of macro-sociology – the analysis of the nation state”. Unfortunately, the discipline of defence economics has got confined to fiscal aspects alone, thereby limiting its utility and application.
1. Lack of Focus

The very purpose of its derivation has got mired in confusion. Instead of studying the real issues relating to financial prudence concerning defence in totality, it has started delving into issues that have peripheral relevance, with the result that it is still struggling to acquire the status of a well-defined discipline.
2. Fragmented Approach

It has become over dependent on case-studies. There appears to be a discernible trend towards ascertaining expenditure data of every military action or policy initiative to compile figures which contribute little to our understanding of the major issues and their interplay. Studies are generally carried out on piece-meal basis. There has been no concerted effort to systhesise studies and observations to generate propositions or evolve relatable theories.
3. One-dimensional Treatment of Military as an Institution

Any attempt to measure military’s usefulness in terms of tangible gains that a nation can draw is bound to be flawed, as military is not a profit centre in the corporate mould. It is difficult to compute its productivity and cost-effectiveness. Studies so far have failed to examine and explore socio-economic issues involving the military.
Additionally, defence economics has failed to accord requisite significance to military’s role as a modernising force, especially in the developing nations where civilian institutions have not fully evolved as yet. Military performs the functions of a catalyzing agent for national integration, economic development and social change. Military in these countries is not just a consumer of national resources but takes on the mantle of a nation builder.
4. Neglect of Developing Nations

All surveys and analysis pertain to developed nations and their requirements. Main thrust has been towards analysing challenges faced by the US and the European countries – cost of fighting a war, armed interventionist actions, protection against urban terrorist strikes, military alliances and common defence markets. Basic concerns of the emerging nations have been totally neglected and that is the reason that defence economics has been unable to find many adherents in the developing nations.
5. Failure to Assist Decision Making 
And most importantly, the discipline of defence economics has got reduced to being an academic exercise of theoretical value. No well founded inferences and indicators have got thrown up with the result that it has failed to become an instrument of decision making. There is no methodology evolved as yet to facilitate application of economic logic to defence related subjects. 
Role of Defence Economists
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Every nation has well-considered National Strategic Objectives (NSO). These are based on a nation’s aspirations as regards its envisioned place in the comity of nations in short, medium and long terms. All its planning and initiatives (foreign policy, economic reforms and military strength) are directed towards achieving these objectives after a detailed exploration of available alternatives.
Advisory Functions - Defence economists should be able to make useful contribution in the above process by advising a nation as regards the following aspects: 

(a) Caution the leadership against being over-ambitious and seek an over-kill. NSO should be achievable, viable, practical and commensurate with the nation’s potential. Affordability must never be overlooked.
(b) Cost implications of pursuing different paths to achieve NSO and suggest the most economically beneficial option. Besides military might, security can also be achieved by following a combination of other means at a much lesser cost. 

(c) Apprise the nation of inversely proportional relationship between development and defence. Defence always draws resources away from economic growth, hence the need to strike the right balance.

Nature and Level of Military Strength Needed - Once a decision is taken as regards projection of desired military capability in a given time frame, defence economists should assist in identifying the least-cost solution. Military power of a nation can be projected in a number of ways to convey the desired message to prospective adversaries. It is for the defence planners to work out various alternatives. Some of the issues involved with cost implications are:
(a) Whether the strength should be based on nuclear capability or conventional forces or a combination of the two and in what proportion?

(b) What should be the proportion of air and ground potential?
(c) Degree of primacy to be assigned to missiles and its affect on land and air forces?

(d) Contours of naval capability with regard to type and number of fighting vessels it should possess. Are expensive aircraft carriers essential and are there any less-costly alternatives?
Defence economists should be able to provide details of related financial effects to enable selection. They should also be able to suggest development of a vibrant and economically viable defence-industrial base (to include defence research, development and production) to cater to the requirements of the military. See Figure 1.
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Figure 1: Defence Economics as a Tool of Decision Making

Structuring of the Armed Forces - After the evolution of broad contours and dimensions of the force level, defence economists should provide guidelines to help determine exact shape and size of the forces and funds required to create and sustain them. They should assist in getting most cost-effective answers to the following:-
(a) Manpower Issues.
· Should there be a large standing military or a smaller force with considerable reserves?
· What should be the terms of engagement of regulars and reservists?
(b) Equipment Issues.
· What should be the equipment policy? 
· What should be the proportion of imported and indigenous equipment? 
· What are the fields in which indigenous competence needs to be developed?
· What role should be assigned to defence R&D?
· What should be the policy regarding co-development of equipment with other friendly countries? 
(c) Procedural Issues.
· What procedures should be put in place to ensure transparency, probity and best value for money?
· How should contracts for import of systems be negotiated? How to obviate lapses that may prove costly to the exchequer?

· How to frame policies for defence offsets and how to draw maximum benefits from them?
· What should be the strategy to increase export of defence related goods? 
Defence Budgets and Recurring Expenditure  

Continuous improvement can be affected by periodic review of defence structures and functioning. Though difficult, all aspects of defence should be subjected to costing to identify areas which need cost-cutting measures. Innovative steps should be initiated to re-engineer and reconfigure targeted constituents to reduce costs and improve efficiency. Procedures should be regularly revised to make them responsive to changing ground requirements and to facilitate speedy decision-making. Regular stock-taking exercises should be carried out to identify non-core functions to offload them to civilian facilities and contracted service providers.    
Defence Economics and India
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In India, defence economics has never been given any importance. It will not be incorrect to say that defence economics as a discipline is alien to Indian policy makers. Its practice is limited to accounting and audit of defence expenditure. No exercise has ever been undertaken to improve the process of decision making to obtain best value for money.

There are a number of reasons, both historical and cultural, for the total neglect of defence economics in India. Primarily, there is total lack of a culture of cost-consciousness. Cost and affordability have never been analysed to ascertain the most prudent option. Thrust has been towards managing within the given budget rather than identify more cost-effective alternatives. For example, the services formulate parameters of equipment sought in total oblivion as regards their cost. They want the best; cost and affordability notwithstanding. 

Additionally, defence has generally been considered a holy cow with secrecy shrouding its functioning. Public interest has been limited to a few high profile procurements that have come under scrutiny. There are no independent think tanks to create public awareness and mould public opinion.
In India, Defence Accounts Department (DAD) provides financial services cover to the Ministry of Defence (MoD). See box. Functions performed by DAD can be grouped as follows:
· Preparation of budgetary projections and monitoring expenditure.

· Examination of proposals received from the services to ascertain their compliance with financial rules and regulations. Executives have to obtain financial concurrence before incurring any expenditure.    

· Carrying out of post-audit of all transactions to identify infirmities, if any.

It will be seen that DAD officials are not tasked to perform any advisory function as regards initiation of measures to affect savings. Their functioning is totally passive in nature. Executives ask them if a proposed transaction would be in order and proceed as per their advice. DAD only enforces financial discipline. It does not provide any dynamic defence economic advice. There are three main reasons for this inadequacy:
· As rendering of defence economic advice is not a part of their mandate, they are neither equipped nor trained for it.

· Only a small number of them possess any academic qualification in economics (or related discipline) as it is not essential for entry into DAD cadre.

· Most of them fail to acquire domain expertise due to frequent transfers to totally unrelated work-areas. 

Many DAD functionaries are frank enough to state that their job and functioning is limited to interpreting financial regulations and ensuring their compliance. The present Financial Advisor to the Ministry of Defence has realised this deficiency and has initiated a number of studies of myriad issues. 

As can be seen, MoD is totally bereft of any economic advice whatsoever. A major holistic exercise needs to be undertaken to evolve methodology for meaningful application of defence economics to various stages of defence planning to help initiate measures to save national resources. Some of the major issues with considerable economic implications that merit immediate attention of the Indian policy makers are as follows:
1. Functional Issues.
· Adoption of scientifically evolved ‘Coefficient of Core Consumption’ model to reduce expenditure on non-core functions. Eschew counting heads in trying to achieve elusive ideal ‘teeth to tail ratio’. 
· Exit unrelated fields like military farms.
· Resort to innovative measures like outsourcing of non-core functions.
· Streamline procedures and processes for speedy decision making.
2. Structural Issues.

· Integration of facilities of the three services.
· Creation of a potent and viable pool of reservists. Making short service commission attractive for increased intake of young officers.
· Enlarging the size and scope of the Territorial Army.
· Restructuring based on infusion of technology and changing threat perception.
· Utilisation of highly skilled and trained ex-servicemen pool for economic growth and societal betterment. 
3. Equipment.
· Making procurement purely need based as per realistic parameters.

· Transparent evaluation as per previously declared matrix and based on life cycle cost concept. Maintenance support outsourced to the manufacturer. 
· Exploring joint development and joint production of equipment by following consortium approach to defray costs.

· Exploiting competence of private sector by promoting effective public-private partnership. Acquisition of proficiency in systems integration.

· Application of dual use technology and utilisation of commercially available equipment.

· Effective use of offsets for technology jump and boosting exports. 

Conclusion
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Militaries in all countries increasingly have to contend with the following constraints:
· Mounting public demand for reduction in defence outlay and seeking justification for major expenditure. Defence budgets have failed to keep pace with inflationary trends. This has resulted in falling defence allocations in real terms. 
· Ceilings on manpower and rising manpower costs.
· Exorbitant equipment costs, especially of high-tech systems.

· Increasing public scrutiny resulting in demands for transparency and justification for defence expenditure.

· Rapidly changing face of conflicts in recent times. Unconventional conflicts and internal security concerns necessitate entirely different treatment.

· Difficulty in forecasting realistic long term force requirement due to unpredictable nature of threats. Consequently, defence planners tend to be over-cautious and play safe, more so as militaries cannot be expanded instantly when crisis become imminent.
Above constraints notwithstanding, militaries continue to be responsible for safeguarding national interests. There is no dilution in that. Militaries cannot fail their nations. It is for the defence planners to devise innovative measures for optimum utilisation of allocated resources. Defence economics can be of immense help as a tool of decision making. It can assist in the evolution of policies, force levels, their structures and functioning to achieve national strategic objectives with least burden on the national exchequer.       
Economics of defence cannot be ignored as defence consumes considerable resources. Though defence and economic development are complementary, they have a mutually antagonistic relationship as both vie for the same pie. Application of defence economics can reconcile the two and optimise returns. 

In India, there is a pressing need to inculcate a culture of cost consciousness. It is time to get over the old approach that defence matters are beyond economic justification. Policy makers should learn to take decisions with cost as an important parameter. Additionally, there is a need to develop a pool of expert defence economists who could provide inputs for considered decision making.
About Author – Major Gen Mrinal Suman is India’s foremost expert in defence procurement and procedures and offsets. He heads Defense Technical Assessment and Advisory Services Group of CII.
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Determination of Shape, Size and Structure of the Armed Forces as per Availability of Resources:-


(a) Overall Strength and Allied Manpower Issues.


(b) Equipment Profile and Procurement Issues. 











Formulation of Defence Policy Guidelines Defining Broad Contours of Defence Potential Sought





Selection of Most Suitable Option to Achieve NSO Including Foreign Policy, Economic Initiatives, Military Power and Pacts/Alliances











