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FOREWORD

It is an honour to provide the foreword for this paper, not least because of the support
that the UKNDA enjoys from such an array of distinguished people, which includes
the authors of this paper. Since its formation in 2007, the UKNDA has set out to
promote the needs of the Armed Forces in a crowded political environment, to ensure
that Defence gets a fair share of public expenditure. This case is made lucidly and

compellingly in these pages.

The combination of a relatively large budget, unpopular wars and a notorious record
on procurement have ensured that the Ministry of Defence is worryingly exposed to
the toughest government spending round for decades. The government has been

right to resist this easy option and must keep the promise it made both in opposition

and since coming to office that the Defence Re vi ew woul d -itf eo r dreadsbo wrud ¢

not 6 r ¢ & 0A® the Rrime Minister has said numerous times, Defence is the

number one priority of any government.

The authors make the excellent point that, while the MOD has much work to do to get

its own house in order, it would be wrong to sacrifice the Defence budget to pay for

the previous governmentd s wast ef ul S p e budng thg pedod sfetheh e r e .

Labour government, Defence was the Cinderella of the public services. While the
NHS budget rose by 125 per cent in real terms, and education by 73 per cent, the
Defence budget, despite funding two wars on a scale not seen since the 1950s,
increased by only 25 per cent in real terms. At the same time, the US defence budget

grew by 79 per cent in real terms.

The prime cause of the £36bn procurement dow waveg referred to by the authors,
was not entirely due to MOD mismanagement, but the result of sustained
underfunding from the Treasury by a Chancellor unsympathetic to Defence. In this
Defence Review, there must be a real determination for the Treasury to buy into the

strategic priorities of the Ministry of Defence and the Foreign Office.

Other countries, both friends and rivals, are watching our Strategic Defence and
Security Review (SDSR) with interest. The out come wil |l def.i
and their attitude to the UK for decades ahead. Any attempt to build a constructive
and effective UK foreign policy will be still-born if the SDSR heralds strategic retreat.
Why should other countries continue to respect the UK and her interests if we have

effectively told the world that we are no longer interested in playing our role as

ne

t

h e
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contributor to world security? Which country would fill the strategic space that we
vacate? Who will replace our naval patrols in the Persian Gulf? Or the anti-piracy
operations off the East Coast of Africa? Or the military training we do in Afghanistan
and Pakistan? We are a maritime trading nation. Who will deter threats to our trade
and to our food and energy supplies, if we have visibly lost the will and the means to
react to such threats? Who will invest in NATO if the UK disinvests? What darker

forces will prosper as a result of our neglect?

Naturally, the focus of the Armed Forces, government and media has been on the
effort in Afghanistan, but the threats of the future may require wholly different
responses from Operation Herrick. Nor will the rest of the world stop while we
extricate ourselves from Helmand. The world of the future is more over-populated,
more competitive for food, energy and other resources (expect wars about fresh
water), more disturbed by nationalism, extremism and fundamentalism, more
threatened by the effects of climate change and environmental catastrophe, more

driven by technological change, and ever less predictable.

Defence is not just about what our armed forces are doing today or what we expect

them to do, but being prepar ed f or what WWho gredittédt thee x pe ct
Fal kl ands i nvasiiomnw;asoon S ad dlKuda authors have 09
recognised that the UK must maintain a broad spectrum of defence capability and

recognise that, at least in the longer term, this will require an increase in the defence

budget. They have made a contribution which deserves to be read and taken

seriously, not only by those who care about our own security, but by those who care

about a more peaceful and stable world.

Bernard Jenkin MP
House of Commons

September 2010
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EXECUTIVE SUMMARY

dhere is only one chance to get right an irreversible long-t er m deci si on. 0

The danger of rushed decisions

The Prime Minister, Cabinet and the National Security Council (NSC) bear direct

responsibility for deciding Britainbs gl obal
major threats to the UK and deciding what military posture and capabilities are
needed. Surely none of them really believes that this important strategic process
could be condensed into just 4% months simply to meet a Comprehensive Spending
Review (CSR) deadline? 6 Deci de i mnhaste)| ei spr elbelasto mes t

time a Conservative government held a hasty and ill-considered Defence Review it
precipitated an invasion of the Falklands, cost 6 ships, 34 aircraft, 258 lives and £3bn
i and then had to be rewritten! Most experts consider that the current Strategic
Defence and Security Review (SDSR) is also being rushed through with undue
haste. Capital items take up to 15 years to design and build, but have an effective
life of 30 years or more. Hasty cutting of major programmes will create gaps in our
capabilities that are irreversible. Surely, we must beware of acting before thinking
T6READY, FI RE, Al M6 ?

Two main options

Then there is the question of priorities. Either the Government makest he n a
security its first duty and priority, as the Prime Minister has recently implied in
his speech at the Royal Military Academy Sandhurst or, as seems to be
suggested by Ministers, it places economic considerations ahead of this duty.
The first option, a foreign policy led defence review, carried out logically and
thoroughly - which such momentous decisions deserve i needs time. The second,
Treasury-led, minimises threats, glosses over the consequences, and places reliance
on others, particularly the United States, to safeguard our nation. Such an approach
is at odds with the stated views of the Prime Minister and Foreign Secretary; it would
put at risk our Permanent Seat in the Security Council, our Special Relationship with
the US, and our influence in NATO. The Government must now decide if Defence is
to be driven by a logical and proper process or by Treasury fiat. As Bernard Jenkin
MP, a former Shadow Secretary of State for Defence and member of the House of

Commons Defence Select Committee, wrote earlier this year, 6t her e can

prosperity wor t h  enj oyi ng wi tthhoeut UKsGesc ugli o ly a |
lifestylec hoi ce. I t i sHistory confimps ¢he wigdonvoé thidprinciple;
it is the unequivocal recommendation of this paper based on extensive analysis and
wide consultation.
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Nevertheless, our support for the first option does not imply that we are
implacably against any cuts in the MOD budget (see Sections 3 and 8). In this
and our earlier report' we identify major waste and excessive staff costs of between
£3bn and £5bn a year in the core annual budget of £37bn, cuts which should be
made quickly. But after some 20 years of serious underfunding there is a strong case
for reinvesting these savings within Defence, just as the Pentagon is doing with its
$100bn of cuts over five years.

The threats to be met

According to the well regarded Defence Concepts and Doctrine Centre (DCDC), the
threats are increasing, not just geographically, but functionally as well, with space
and cyber threats to be added to the list. (Section 2 provides compelling evidence.)

As the Defence Secretary, Dr Liam Fox stated,” dt remains true that we live in a
period in which direct military threats to UK territory are low. But the wider risks to our
interests and way of life, whether from terrorists, failed states, conflict between other
states, nuclear proliferation, climate change or competition for resources, are all
growing. We need both the capability to work alongside Allies, as well as the ability
to respond independently as we had to in the Falklands in 1982,

Given the proliferation of threats, there seems little scope for net cuts, quite
the reverse. Our potential adversaries are spending heavily on defence i Russia,
for example, plans a 65% increase i while, in contrast, most of our European allies
are cutting back, irresponsibly relying on the US for collective security. The very real
danger is that an overburdened America may soon do far less for the world and
rather more for herself.

Adequate Defence is entirely affordable

In the present economic crisis it is widely but wrongly believed that a proper defence
provision is impossibly expensive and hence unaffordable. This is not so (Section 8).
Countries with effective defence capabilities spend 3%-3%2% of GDP, with America
alone at 4.8%. Britain spent 4% in 1990, nearly 3% in 1997 but spends barely 2.3%
now on the core budget. How much we spend to ensure our security is genuinely
a matter of choice, but that choice must be based on the extent and severity of
the threats that we face. In short, the greater the threats, the greater our defences
should be. As a principle, we should commit to a responsible figure, arguably about
3%. Compared with Welfare / Social Protection (£223bn), Education (£88bn) and the
NHS (£120bn), Defence (E37bn) provides value for money, and is vital to the
safe enjoyment of all other goods and services. Inadequate Defence would also
directly threaten our economic stability and prosperity as well. Think, for
example, what would happen to the economy if our oil supplies were attacked.
Defence funding is a matter of government priorities, not affordability.

! UK Defence Needs i Treasury and Ministry of Defence Justified Responsibilities, Feb 2010.
% Dr Liam Fox, RUSI Speech, 14 June 2010



Why Defence is different

Few appreciate why Defence and security are different from all other public
spending obligations, and why it is so essential for them always to be the first
priority of government (see Section 3). Fundamentally, it is because Defence
and security requirements are externally dictated, permitting little leeway in
deciding the level and timing of our response. Budgets do not determine threat
levels; it is the other way around. Adequate provision must therefore be threat-
driven, with balanced, flexible and adaptable forces that both deter and are suitable
for a range of unforeseen options (e. g . 09/ 116 a nimevitabty,gyivea thee e r ma t
lack of warning, this means that our response has to be limited to the forces and
equipment in being. History confirms that strong defences i the only reliable long-
term insurance 1 gives excellent value for money for the dangers avoided 7 as the
Chamberlain government discovered all too late. Deterring threats is far cheaper
than fighting wars, and winning wars is vastly cheaper than losing them.

Defence necessities

Br it ai nritysressseon two pillars, the Special Relationship with America
and the NATO alliance. These require continued excellence from and support for
our three main assets, our global intelligence services, our diplomacy (Section 4) and
our defence capabilities (Section 5). They all require and deserve proper funding. All
three Armed Services are well below acceptable strength. Declining morale and
effectiveness dismay our allies, especially America.

Nuclear funding

The Chancellor of the Exchequer has asked the MOD to eliminate the £36bn
procur emevmatved®bdvwft over from the previous g
savings of £70bn over 10 years, and now to accept the capital costs of the Trident
replacement of £20bn. To provide all this from an annual budget of £37bn cannot
be done i unless we simply stop defending ourselves for the next four years!
Taken together, the sum of all these cuts would force the MOD to make savings of
35% on an already diminished budget i far higher than any of the other well-
resourced government departments are likely to have to face. Requiring the MOD to
fund the Trident capital cost replacement out of its current core budget ignores
the fact that retaining it is a political decision, outside SDSR scrutiny (Section
5.1). It must surely be apparent to the Prime Minister and the NSC that should
the MOD be forced to bear these additional costs from a badly overstretched
budget the principal casualty will be our conventional force capabilities. The
resulting imbalance between our nuclear and conventional strengths will
undermine effective deterrence and make the Treasury the architect of defence
strategy, arole for which it has no competence.

Nurturing our defence industry

Our hugely valuable British defence industry deserves more government interest and
support (Sections 3 & 6). One of our largest and strategically most important high
technology assets, the defence industry employs 300,000 people, contributes £35bn



to the economy each year and provides 11 % o f t he <couCuttinggy6s ex
Defence will inevitably impact on the success of the British defence industry,
making relocating overseas an increasingly attractive option.

Improving the MOD

Finally, the MOD has to raise its game (Section 7). It has two parallel chains of
command (military and civilian), is overstaffed and yet lacks essential skills. Its
procurement record in particular has been unacceptably poor. True, often this has
been for political reasons, having to spend in the European Union, for example, or
bolster depressed areas in the UK, regardless of the overall effect on the defence
budget. Multi-national defence projects have averaged a 40% cost premium and
seriously delayed introductions to service.

Budgetary problems, either within MOD or elsewhere in government, have all
too often delayed capital projects, causing costly renegotiations, postponed
purchases, a procurement bow-wave and delayed introduction into service of
vital equipment. Politics has much to answer for in this sorry tale but in fairness the
organisation has become so risk-averse that it lacks the ability to challenge and
debate projects effectively. Unless the culture is changed it will continue to make
costly and avoidable mistakes. Major change is required both from politicians and
the MOD itself.

The need for realistic vision

The serious government deficit arose in large part because Health, Education and
Welfare were given huge and unsustainable extra funding under Labour, with little
attention to the need for efficiency or value for money. Is it really acceptable that
Defence 17 which was so dangerously under-funded during those years i
should now be expected to find major long-term net savings? At stake is the
nati onbs saf ety -baimdlf tleecfiscalocnsiscreallyad slo dire that
risks must be taken with our safety, then the budget must be shaped over the
next few years so that no irreversible decisions on capability are made, and the
government must make a clear commitment to, and a plan for regeneration to
spending of, we recommend, at least 3% of GDP.

In summary, the government must take a long-term strategic view and apply the
lessons of history. Short-term economies entail running risks with very serious long-
term consequences. The costs of adequate defence are entirely affordable in the
national context. Where there is the greatest duty, there is the greatest need for care
i and priority funding. If the Prime Minister and the NSC decide to hazard our
future security they must accept full responsibility, come clean with the risks
and explain how they will be mitigated. Then Parliament and the voters can be
their judge.



1.

CONSIDERATIONS GOVERNING A SUCCESSFUL REVIEW
OA nati grettshatt sf oras ti SihvdirstomGhwurchili t ur e .

1.1. Strategic lessons from the recent past

The 2010 Strategic Defence and Security Review (SDSR10) is the first major defence
review in twelve years. In importance it sits alongside the 1981/82 Defence Review,
which also took place against a background of austerity, and was heavily influenced by
the Treasury. One of the critical and mistaken decisions by the then Defence Secretary®
was that Britain, focusing entirely on Europe, would reduce its overseas expeditionary
capability to the minimum. HMS Endurance was to be withdrawn from the South Atlantic,
and two aircraft carriers and both assault ships were to be sold to foreign navies. This
sent a powerful signal of Conservative lack of interest, encouraging the jingoistic
Argentine Junta.

Fortunately, by April 1982 the four ships had yet to be handed over; all were speedily re-
mustered and formed the core of the British fleet that retook the islands. Had the
Argentine regime delayed their assault for a just a few months the Falklands would have
been permanently | ost, irreparably dama
significant potential oil wealth (see Section 2 below). Defence sources suggest that a
similar mistake, regarding amphibious capability, could soon happen again. Equally
damaging, one proposal now being studied is for Britain to reduce to one carrier and
share tasks with the French.* One wonders, with some justification, what might happen
were the Falklands to be invaded whilst only the French carrier was available. The

Falklands example vividly illustrates the arrogance of certainty. It shows that even

0

gi

a oOsecond divisiond gl obal power cannot

capability that a potential enemy can exploit.

The conflict illustrates two further fundamental political and military truths. First, that
deterrence is far cheaper than fighting 7 and certainly far cheaper than losing! Second,

in deciding the appropriate level of defence funding it is essential to allocate sufficient

3

John Nott
* France has one aircraft carrier, while the UK has ordered two. Reducing the UK order to just one ship
would mean that there would be considerable periods when no British carrier would be available. In any
case, one carrier is quite insufficient for any serious conflict.

ng
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resources to achieve the desired level of security, recognising not just the costs of

adequate Defence but, equally importantly, the costs and consequences of inadequate
British Defense Spending as a Percentage of GDP, 1952-2007
) 1'— /l 953 B 1982 1990 ) 1997 2001 2003

atcher  Falklands Cold Wa Tony Blar Sept. || Warmn
War ends War Johr becomes attacks

}«.

41% T, —

T

1996: 2007 (est):
29% 23%

Chart | +B2210 & heritage.org
Defence. The emerging oil wealth in territorial waters around the Falklands could
potentially dwarf the cost of protecting those islands. Short-term economies are very
seductive, but they can lead to irrecoverable loss of territory, and military

capabilities.

1.2. Sensible economic guidelines

Britainds Defence s pasheenimdeclifeaisce WWIP3 NedDIPal h
the conflicts in which Britain has been engaged since 1945, including the five since
1997, were entirely unforeseen. Each conflict required major contributions from all three
Services. As nearly all major weapon systems, whether aircraft, ships or military
equipment, can seldom be planned, built and deployed in under 12 to 15 years, we must
recognise that inevitably we will have to fight only with what we have at the time. The

argument for balanced forces therefore remains compelling. A major capability lost is

*Copyright: Heritage Foundati on. Source: Theodore Bro
American relationshipé6, 19 November 2 ®f®Washi@orfDCci al wet
http://www.heritage.org/Research/Reports/2008/11/British-Defense-Cuts-Threaten-the-Anglo-American-Special-

Relationship; last accessed on 2 August 2010; and
http://www.heritage.org/static/reportimages/3867DCA5B874CBA9254A90C2E9BCBFCB.jpg; last accessed on 2

August 2010, quoted in Klearchos Kyriakides, The 6 Age Of Austerityo6 And The Un
Defence And Security Review: An Assessment Of The Historical, Economic And Political Context



likely to prove impossible to reinstate within the warning time available. Hence the

adequacy of Defence provision cannot be safely or sensibly decided on the basis

of what is deemed to be affordable in the relatively few years of severe austerity at

the bottom of the business cycle. Not to provide adequately for Defence is the falsest

of economies as it could cost the nation vastly more in the medium to long term.

As the graph® below shows, for too long Defence has been the Cinderella. T h e
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a minor rise in the last two years to pay for Afghanistan. Dur i ng

6Peace

reduced
del
bloated and wasteful Armed Forces. The recent Labour Government poured money into

Education and Health but reduced core Defence still further from 2.8% of GDP to 2.2%,

0Bl

the Forces were required to fight three major and two minor conflicts’, and to make

severe cuts regardless. To impose further major cuts on a par with all the other

government departments which have had vast sums poured into them, with little

6
Source:

http://www.hm-treasury.gov.uk/d/pesa_2010_tables chapter4.xls

" Major Wars i Kosovo, Afghanistan and Iraq.
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attention paid to efficiency® is short-sighted, and a danger to national security. As

Air Vice-Marshal M R Jackson has convincingly argued, 6 Eq u a | pain for al
9.

(

for sensible budgeting and is frankly “irrespc

The 22 June 2010 budget necessarily introduced the most severe public sector cutbacks
for over sixty years. While health and overseas development have escaped cuts entirely,
the rest will suffer an average of 25% reductions over five years with the exceptions of

Education and Defence which are to be treated 61 e f%ilemtjl ydgi ng what

or sensible, certain key points need to be borne in mind.

To preserve the Special Relationship with America, and the cohesion of NATO, it

i s essenti al for Britain to be moretithga
nation. Britain needs to remain a leading power with global intelligence gathering and
having commanders with experience of high command. Successive ill-thought cuts have
progressively undermined all three, jeopardising not just security but our high standing
amongst our allies. Fur t her cuts now would question
Allied Reaction Corps (AARC), and her posts and influence in the NATO Command

structure.

The MOD is, however, no paragon of financial virtue. Treasury and Cabinet are right
to expect that every government department should be run leanly and efficiently.
Although it is right for the MOD to be reformed and its staff slimmed down,
savings made ought to be reallocated to make up for 13+ years of serious under-
funding and to offset some of the deficit. This is happening to $100bn of Pentagon

cuts over the next five years.

The Prime Minister and senior Cabinet colleagues frequently state that they intend to
maintain Britainb s gl o b al AsiLmam [Faxeretenty. said, 6 | m determined to
ensure the UK retains robust and well-equipped armed forces capable of intervening
abroad where necessary to protect our security and interests at home.&*

8 Over the decade 1998-2007 public sector productivity fell by 3.2% compared to a 22.8% rise in the
Erivate sector!

Times letter, 26 July 2010
% Government expenditure before the cuts is running at £700bn a year, some 48% of GDP, and must be
cut back by £150bn within five years to enable the nation to live within its means.
113 July 2010 address to Chatham House

Br



I n Iight of the above, the answer to t hse

que:

to be: Owhatevter preovineeesasaqghadpgmus elefencei t y 06 .

provision i the one that fully meets long-term national Defence and security
needs most economically 7 is, by a wide margin, the cheapest in the medium to

long term, as all history attests. If we skimp, say, on the Royal Navy, and cannot

guarantee the 06Sea Lines of Communicationd (¢

on imported oil and gas, what value is a short-term defence saving if a crisis threatens
oil supplies and brings our economy to a standstill? The question answers itself.

1.3. The Government has a choice

The Government has a clear choice. Either it can fund Defence adequately, or it
can make severe cuts and accept the near certainty of serious consequences.
Defence does not have to be reduced. It is for the Government to make the tough
choices during what should be a comprehensive spending review to assess defence

expenditure against the budgets across the whole of Whitehall. The sums needed just

to maintain Brit ai nds exi sti ng b udrcpe22%),aandearevdwarfed byno d e st

public sector expenditure elsewhere. However, such minimal expenditure would not pay

for existing commitments, fund Tiwiaddedt 04 hnesp

require closer to circa 3%. Without adequate protection and security all other

functions of life, be they government, trade or social activities, are at risk.

1.4. Adverse developments to consider

Threats to our way of life are analysed below, but during the period since SDR98 there
have been: five unforeseen wars (one of which we are still fighting); the development of
an imminent Iranian nuclear capability; almost continuous conflict between Israel and
her neighbours; an invasion of a sovereign state by Russia; the strangulation of gas
supplies to Europe; the development of a nuclear ballistic missile by North Korea; the
chaotic state failure and decline of Pakistan; and the expansion of arsenals and
capabilities in Russia and China. SDR 98 predicted none of these, save a brief

mention of Kosovo.

Meanwhile the European nations, Britain in particular, have become weaker, and their
ability to influence both the conduct and even the style of war is decreasing. Though it
is often asserted that the war-fighting paradigm is shifting, it is as much growing
as shifting. Since the end of the Cold War nothing has been disinvented and, as the

2008 invasion of Georgia has shown, the pundits who asserted the end of interstate war



were proved wrong, again. However, while nothing has been removed from the table,
new threats and new styles of conflict have emerged. It is a principle of conflict that
adversaries will always seek and exploit weaknesses wherever they find them, using
whatever means that are profitable and coercively effective. This is a lesson not lost on
China, Iran, nor on the proliferation of sub-state terrorists or proxies that act against us.
In an overpopulated world even biological weapons become attractive, and other
weapons of mass destruction are proving seductive to those that crave status, or who
would seek to use them directly or coercively to achieve their aims. More widely, new

vulnerabilities have emerged including threal
web of computer networks upon which the West relies.
To compound these dangers NATOO6s cohesion is | esT eSS ng vYy¢

commitment to Europe can no longer be taken for granted. There has been
considerable loss of domestic support in the US for foreign intervention after the
perceived failures and costs of the wars in Irag and Afghanistan, and as other regions
(e.g. Pacific) gain in importance. In turn, the main European nations are less and less
willing to play their part in Afghanistan. Germany is considering reducing its Army by
40%, and France is seeking to export fairly high technology assault ships to Russia as
though Russia posed no danger to its near eastern neighbours or Europe, with their

growing dependence on Russian oil and gas.

1.5. Critical review guidelines

These developments need to be taken fully into account as the new Government
considers, for the first time in a generation, what place it wants Britain to occupy in the
world. A comprehensive security and foreign policy review is thus the vital
precursor to determining the military capabilities that are required to ensure
Britainds peace and prosperity.

As Sir Christopher Meyer put it in a letter to The Times,*? @he paramount need is for a
rigorous foreign policy review from the
decide what advances it, what threatens it; and, therefore, what our priorities should be.
Once that is established, everything else follows: diplomatic budget, defence budget and

international aid budget in, one hopes,a coher ent whol e. 6

2 gir Christopher Meyer i The Times, letters 22 Apr 2010

root



However, at the time of writing it is not clear that this logic is being followed in the
corridors of power. On taking office, at the insistence of the Coalition junior partner,
Treasury involvement in the SDSR has become embedded, if not authoritative,
with FCO and MOD influence in the debate significantly on the wane.

The logical order must be: threats first; policy second; and resourcing third.
Clearly, if a particular capability cannot be afforded then it will be for Government to find
acceptable solutions. Can the task be offloaded to Allies? Can it be met by dual-tasking
other forces (including the police)? Can it be met effectively by using the other levers of
power available to Government? Or can it be largely prevented by pre-emptive moves.
These challenges must be faced honestly and openly; we cannot afford to repeat the
mistakes of the past and enter into toothless collective defence agreements such as the
League of Nations or a bilateral charade such as the hollow Anglo-German Naval
Agreement designed to limi t Hi t 1l er 6 s Wehava many dewers sagross
government of soft and hard power, but the challenge will be to pull the right lever, not

just the cheapest.

It is the responsibility of the newly formed National Security Council*®* (NSC) to produce
long-term strategic coherence. Only when its work is thoroughly completed can the
Chiefs of Staff confidently recommend the capabilities that will support the strategic
aims. These then have to be costed. If the Government deems the costs too high then
sensible compromises must be made. It will then be for the Prime Minister and the
NSC to recommend which additional risks it will be prepared to run and to accept
full responsibility for such decisions. This is a hugely complicated and vitally
important process, and it is probably impossible to conduct it thoroughly by
September/October, in which case it should be given more time. The public will not wish
to see another futile Review such as the 1982 version, which then had to be revisited in

the light of global events. As the previous Secretary of State, Bob Ainsworth, said:

OWithin the timescale the government has

necessary level of debate is possible... | am also concerned that this review will become

3 Chaired by the Prime Minister, and including the Deputy Prime Minister, the Chancellor of the
Exchequer, the Home Secretary, the Defence Secretary, the International Development Secretary
(Foreign Aid), Business Secretary, the Minister for Security and Counter-Terrorism and the Cabinet Office
Minister.

set



little more than simply a cost cutting exercise. It seems that the Treasury is calling all the
shots, which is frankly worrying as the SDSR must be based on our long term foreign
policy and defence needs if it is to be successful and allow us to maintain the flexible and

adaptable armed t*orces we need. d

These are decisions that Britain dare not get wrong. As the Prime Minister ring-
fenced the defence budget for a year, a delay up to end year or even April 2011 should
be entirely acceptable.

All this assumes that the SDSR is indeed conducted in accordance with the process
described above. Regrettably, the indications are that this is likely to be yet another cost
cutting exercise dressed up as a Strategic Review. How can it be possible to conduct
such an important exercise and not entertain the possibility that an increase in
Defence spending might be needed?

Just look at the vital need to preserve the Special Relationship and the cohesion of
NATO, and t he Government 6s expressed wi s h
interests and global status (the veto-wielding permanent membership of the United

Nations Security Council, etc). It is very hard to see serious scope for net budget cuts,

as opposed to eliminating the manifest waste

activities, in an already seriously inadequate defence budget.

Finally, the government has unequivocally re-committed to the Military Covenant,
including equipping troops properly in all theatres of war, paying them more when in
action, and looking after families, casualties and veterans properly. These commitments,
so vital to Armed Services morale, add only a quite modest cost to the defence budget

and must be honoured. But is this extra money or just reallocation of existing resources?

4 Bob Ainsworth, former Sec of State for Defence. Defence Management Journal 13 Aug 2010



THE MAIN THRE ATS FACING BRITAIN

Hi story is Ilittered with the wars iWihochch eve.:
Powell

The world is becoming less, not more, stable, with new forces on the move,

chall enging the WesAdsBrciotmpilrmGenpypwehavedec! i
increasingly to place our trust in partners and ad hoc allies. This will often compromise
the UKO6s national ambitions and we wil|l have

Understanding both our allies and our adversaries will become more important; they will

be unlikely to use the same logic we employ, with differences in aims, methods and
15

means.

Any analysis of threats has to recognise that almost every threat assessment proves
incomplete. Part of the reason is that forces-in-being deter and deterrence often controls
or prevents crisis. Almost inevitably, when a crisis does emerge it comes from what
we did not understand, did not expect and for which we were unprepared. Britain
needs, therefore, sufficient and balanced forces to deter the known threats, whilst
retaining the flexibility to cater for the unknown.

2.1. Global Trends

The principal global trend will be from populations that cannot sustain themselves,*® with
food and water shortages leading to mass migrations, instability and violent, even inter-
state, competition. The scarcity is likely to be manipulated and exacerbated by the
unscrupulous to precipitate extremism.

Many states, especially those with tribal or religious factions, will be unable to cope with
the twin conflicts of overpopulation and extremism, losing control of remote and even
urban areas. This will lead to chaos, intra-state violence and ultimately to anarchy. If
ethnic cleansing creates large refugee populations the chaos will likely infect
neighbours. Burgeoning population also accelerates the process of Climate Change,
increasing desertification, causing sea levels to rise and reducing useable land area.
This in turn exacerbates food shortages. As the giant Saudi fields decline, competition
for oil will intensify and prices will rise, giving more power to energy producers and to
those who would interrupt or attempt to control our supply lines. Energy supply will
become volatile and vulnerable.!’ Fossil fuel shortages will militate increasingly in favour

> Future Character of Conflict, Defence Concepts and Doctrine Centre, Feb 2010

® The UN has predicted a global population ofF 9bn (7.4bn to 10.6bn) by 2050; this will require a doubling

of the worldés food product i GHESA/SERA?36) Wor |l d Popul ati or
" Growing energy shortages will produce effects initially amongst the poor, but even the rich nations will

not be immune from the melee as prices rise and belts are tightened. Overdependence on fragile states

(much of the Middle East) or potentially aggressive nations (e.g. Russia which regularly threatens to

withhold gas supplies from customers for political or military ends) makes the supply highly volatile and

increasingly vulnerable.
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of nuclear power. The recent Nuclear Security Summit®®*i denti fi ed énucl ear

one of the most challenging threats to i
been enriched to weapons grade, and there is an active black market in nuclear
materials. Any nuclear detonation now would make the weapon credible and
encourage rapid proliferation

As a nation reliant on her seaborne trade, Britain will become increasingly
vulnerable as allied naval fleets decline. The West has already let itself become
hostage to Somali pirates, but as other disadvantaged littoral populations follow suit,
shipping companies will increasingly be forced to hire gunboats for protection. Britain
also has responsibility for her remaining overseas dependencies, as shown below.*®

The UK's Overseas Territories are predominantly remote island communities
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NOTE
Ascension Island and Tristan da Cunha are dependencies of St Helena.

18 Forty-seven nations met in Washington on 12-13 Apr 2010. See lan Kearns, RUSI Journal
June/July2010

Copyright: Parliament. Source: House of Commons Select Committee on Foreign Affairs, Seventh Report, 2007-
2008, official website of Parliament:
www.publications.parliament.uk/pa/cm200708/cmselect/cmfaff/147/14704.htm; last accessed on 2 August 2010,

nterr

quoted in Klearchos Kyriakides, The GO0 Age Of Austeri tdyomdAsn dtTrd elgnict e fle

Security Review: An Assessment Of The Historical, Economic And Political Context
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Terrorism (including chemical, nuclear and biological) is likely to become an increasingly
attractive tool for manipulating mass opinion, not only in the West but more widely, as the
mass media penetrates poorer regions.?°

Increasing sophistication and reliance on global computer networks both on the ground
and in Space creates new vulnerabilities. Computer Network Operations (CNO) are an
almost daily occurrence, with networks vulnerable to hacking, jamming and physical
attack of ground nodes and sites. With the relative ease and anonymity of cyber, and the
virtual absence of risk, attacks become highly attractive options for state, sub-state and
even criminal elements.

More widely, our opponents are daily becoming technologically more adept, modifying
existing weapons with readily available off-the-shelf civilian technology to produce
surprisingly novel weapons and capabilities. Our technological edge is likely to
diminish unless we take steps to restore our investment in asymmetric R&D.

2.2. ldentifiable Threats
Middle East

Iran is on the verge of acquiring a nuclear capability, has threatened to destroy Israel,

and close the Persian Gulftohalfof t he wor | dmisaniao wdapoms woplghbey .

most likely to trigger a Middle East nuclear arms race, with other states acquiring the
capability if not actually assembling a weapon.?* |
bombsé to her proxies, Hamas and Hezboll
provoking a desperate Israel into hasty pre-emptive strikes. Such action would likely
inflame the whole region, drawing in Syria, Iraq and even Egypt. Each state is also a
tinder-box in its own right. Syria sponsors most of the Middle East terrorist organisations

ran could potentially
ah, |

and remains vulnerable to Islamic militants. INnEgy pt Pr esi dent Mubaraqos

and a change of government will have unpredictable consequences. | r aq 6 s
remains highly uncertain. US combat operations have already ceased®® from 19 August
2010, and the US withdrawal has revived sectarian violence with a real risk of a
resurgence of Sunni/Shia confrontation, fomented by Iran. Kurdish separation remains
possible, with its effects spilling over into a Turkey already looking ever eastwards.

Afghanistan

Taliban operations from their bases in the tribal areas of Pakistan will impose ever
greater costs on NATO in the hope of undermining the Western will to continue. Any
failure in Afghanistan would be highly detrimental to the credibility of the United

% Azeem Ibrahim, Huffington Post, 11 Jun 2010

2L http://www. huffingtonpost.com/azeem-ibrahim/future-trends-and-challen_b_580543.htm

2 president Obama announcement 2 Aug 2010. Tariq Aziz, the late dictator's foreign minister and
spokesman said President Barack Obama's decision to continue with the withdrawal of combat troops
despite worsening violence would endanger Iraq's future. Daily Telegraph 6 Aug 2010.

futu
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States, NATO and the United Kingdom, with strategic consequences both

regionally and globally. As the current Chief of the General Staff and soon-to-be Chief

of the Defence Staff, General Sir David Richards, has said, dmagine the hugely
intoxicating effect on -wWdesofthemdefeak df the 08Asahds 6 wo I
NATO, the most powerful alliance in the history of the world. %

Pakistan

Pakistan is the ©6epi cef The governmént hassldstaconirad of e x t r
many cities and most of the tribal areas. It is riddled with madrassas that train for little

except Jihad. With no prospect of economic success®, it is dangerously unstable.

Pakistan may have up to 60 nuclear weapons and, were there to be a severe shock

such as Western failure in Afghanistan, or war with India, the country would likely

collapse in either an Islamic revolution or another military coup. Even now, the

army is a state within a state, with the intelligence services (ISI) separate and highly
influential. Pakistan faces the impossible task of appearing to support the West

whilst, at the same time, preparing for the return of the Taliban that it considers

almost inevitable.

Russia

Russia remains intent on retaining its s+ egiorl
abroadé, and is det er mi ne dsupples forgalitical pufposéise r v a s
Though not currently a direct danger to Britain, a resurgent Russia could clearly threaten
our NATO allies, particularly in the Baltic, perhaps with a style of conflict designed more
to bring a country to her knees, rather than by direct invasion.?® Nevertheless, invasion

as a method of settling disputes r elmmdugusts ver
2008, Russia invaded Georgia, carving off South Ossetia and Abkhazia as independent
states.She o6wil | spemda deewerhOholwi lalnid 2018 wupgr

which may include six nuclear powered aircraft carriers, eight ballistic missile
submarines, and huge Arctic icebreakers. Later assessments have put the figures even
higher i Russia having just approved a 65% increase over the next three years as
part of a £276bn 10-year re-armament programme.”® In developing modern Surface-
to-Surface Missiles (SSM), Surface-to-Air Missiles (SAM), new nuclear-armed

* Gen Sir D Richards, CGS, RUSI Land Warfare Conf, 20 Jun 09

* Dr. Larry P. Goodson, Pakistan i The Most Dangerous Place in the World, U.S. Army War College Strategic
Studies Institute, July 2009

®To co mpound Paki st avalléyswasvavagsd by nmonseon floods$ in $\ug 2010, affecting
u6p to 20 million people.

® Tim Whewell, From Our Own Correspondent, BBC News 23 Feb 2008

" Dr Liam Fox, Politeia speech, 31 Mar 2009.

% See Daily Telegraph 30 Jul -
http://www.telegraph.co.uk/news/worldnews/europe/russia/7919113/Russia-approves-65-per-cent-
defence-budget-increase.html
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submarines,® and firth-generation stealth fighters, she is equipping herself to fight a
high-intensity, high-technology campaign in the future. Her weapons exports do little to
improve global stability. In selling SAMs and tanks to Venezuela, submarines to India
and Vietnam, and aircraft to China and Syria, Russia is creating proxies and allies in
some of the more ambitious and dangerous states.

New Powers i China et al

China, India and Brazil have expanding populations, considerable natural resources,
cheap labour, a great skill-base and an expectation of greater power. All three*® are
already active in Space, with China even having an Anti-Satellite (ASAT) weapon. The
Chinese ar e 0 c o-terchu sophistitajed, @omputernrgetwork exploitation
c a mp a i and hade already used cyber techniques to silence domestic unrest. China
casts a long shadow over Russia, and it is probably against China that future US

plans will benchmark. | ndi a f ear s Chi n aiblsase® antl portsthat o f

surround her - and the US regrets that China controls much of the US bond market.
China has expansionist aims, not only regionally®? but both economically and politically in
Africa and South America®® with new footholds across the continents. Militarily, the

Chinese are developing Sea and Air Denial strategies to keep any threat at ar mod s

length through the use of submarines, stealthy aircraft, modern long-range SAMs,

and guided IRBM capable of tracking and sinking aircraft carriers. 6 Chi na r e al

that military hard power is an essential part of achieving its longert er m g% al s.

Falkland Islands

With the support of South America, and the apparent indifference of the USA,*
Argentina is stepping up its claims to the Falklands. The discovery of large oil fields
in the continental shelf has I noc an eod-lsuegdy
Argentina and her new associate, China i with whom there is increasing confluence.
Were a successful invasion to take place we would be unable to evict them, at least until
our new aircraft carriers were ready for expeditionary operations. Even then Argentine
control of Mount Pleasant Airfield (MPA) and Stanley Airport, which they would be bound
to reinforce, would give them a Control of the Air advantage that we would find difficult to
counter with a Carrier Group alone. Moreover, were China to provide help to

* Graney class, launched Jun 2010 is equipped with nuclear-tipped cruise missiles. The Severodvinsk is
a multi-functional submarine that is able to attack surface ships and aircraft carrier groups. Moscow
Times, 15 Jun 2010.

% The Brazilian Space Agency is currently developing a new family of launch vehicles in cooperation with
the Russian Federal Space Agency

L Larry Wortzel, China's Cyber Offensive, 1 Nov 2009

% China has long claimed the hydrocarbon-rich waters of the Spratleys and Paracels, as well as the
island of Taiwan.

¥ Argentina, which has traditionally relied on U.S. space cooperation, is reaching out to China to
modernize its space and telecomms program.

2: DCDC Future Character of Conflict op cit.

the future of the Falkland Islands, after a two-hour meeting in Buenos Aires between Hillary Clinton and
President Cristina HmReTm&nBdMar210.de Kirchner 6,
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60Argentina was celebrating a diplomatic coup yesterd:
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Argentina, such as an Area Denial capability, a Task Force would be under serious
threat and any successful reinvasion would be in considerable doubt.

Korea

An increasingly bellicose and unstable nuclear-armed North Korea last year fired a series
of IRBMs into the sea off Japan. In March this year a South Korean warship was
torpedoed in international waters, most likely by North Korea. In response to recent naval

exercises in the Yellow Sea, Norn hd &tod%rae ntthor

Chi na, North Koreabs only ally, protested

exercises in what she considers her home waters. Japan feels increasingly threatened.
2.3. The Spectrum of Threats

If these are the main foreseeable threats, history teaches that we must, at all times,
expect the unexpected, and prepare for the unknown. Strategically, there is probably
more uncertainty in the world order today than for many years. Whilst we can only
speculate on some of the outcomes that might affect our security, we can be clear that
there are a number of risks to our national life and culture which are intensifying. The
West is under threat from the aggrieved and the ambitious, and from the impact of
poverty, climate change and population growth. Strong and capable armed forces
working in harness with appropriate government agencies are the best insurance for all

these challenges. | f we wonét help ourselves our Al

2.4. Homeland Security
IRA terrorism

Britain has faced Irish nationalist terrorism, virtually uninterrupted, for almost a century

and a half. The most intense and destructive period of IRA terrorist activity i 6 T h e
to

Troubl esod, from the |l ate 1960s through
decade ago i was in many respects an aberration, because of the sheer scale of
slaughter and the immense disruption to everyday life, both in Northern Ireland and
mainland Britain. Nonetheless, the IRA and its various offshoots have posed a
continuous threat to national secur ity and public safety
Victorian times, and i despite the advent of power-sharing between Unionists and Sinn
Fein in recent years i this danger has not gone away, as evidenced by the republican-
orchestrated violence in Belfast in July 2010.

Security experts warn of an IRA resurgence in the years ahead. Are our Armed
Forces, our law enforcement agencies, and our security and intelligence services ready
and sufficient to meet the challenge? How will we withstand a major outbreak of political
disorder and republican terrorist atrocities on the streets of the United Kingdom and

®The regime promised a 6retaliatory sacred war d
Korea beginning on 24-25 July 2010 amid increased tensions on the Korean peninsula after Seoul and
Washington blamed Pyongyang for the torpedoing.

¥ David Batty et al, Guardian, 24 Jul 2010
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possibly against British targets around the world? There is renewed urgency in ensuring
that everything is in place, and resources are made available, for a swift and effective
military response to any new wave of IRA activity. This may necessitate, for example, the
mobilisation of reservist and auxiliary units such as the CCRF [Civil Contingency
Reaction Force] that can be deployed in support of the civil authorities at times of civil
emergency.

Islamic extremism

The Coalition Government ha s terminated i 0P r v eerdtertreg s o/n
Extremi smd ( PV PBEVYE wpasruasgtisfactany but it is vital that lessons are
learnt from this experience, and an alternative approach to the problem of
radicalisation in Muslim communities is introduced in succession to PVE. Given
the experimental nature of the PVE programme, it was perhaps inevitable that some of
the projects supported through PVE would be effective and others would not.
Government is often not in the best position to judge which projects are most likely to
succeed, especially in so sensitive an area as countering Islamic radicalism. In the case
of PVE, Labour Ministers failed to put in place an adequate framework by which to
evaluate successes and failures within the programme, so we cannot know for sure
whether the decision to cut the PVE programme will reduce wastage of public money or
undermine essential community engagement that genuinely made Britain safer. PVE has
gone now, but the task of countering Islamic radicalism must not die with it.

Response

For the future, internal threats cannot be divorced from external threats i where the
motivation for most threats originated. A combination of soft and hard power will be
required to address this issue, with the Armed Forces, the Security and
Intelligence Services (MI5 and SIS) and the police, working ever more closely, and
all of them having a pivotal role, both at home and abroad.
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THE REASONS WHY DEFENCE & SECURITY REQUIREMENTS ARE
BOTH DIFFERENT AND PERMANENTLY THE FIRST PRIORITY OF
GOVERNMENT

oAl I budgets have pressure. |l don'"t thi
Mi ni stry diGeoye ®sbanne, 80 Jal 2010

3.1. Defence is reactive

The crucial reason why the Defence and Security budget is quite different from all
other calls upon the public purse is that the requirements are externally dictated.
They arise from the threats of other nations and organisations which our government
does not control. Hence, a responsible government has little leeway in deciding the
appropriate level and timing of adequate Defence provision. A government can choose
the level of health care, education, state pensions, etc, to suit the nati osnparse and
social priorities. But the cost of the preservation of a free, secure and prosperous
nation depends on the action of outsiders. The greater the threats, the greater the
Defence priority. That is why Britain spent up to 60% of GDP in the six years of WWII.
And as we have seen from the first two Sections the global threats to Britain are large,
diversifying and growing. A Defence budget that has been inadequate for the last 13
years will suffice even less in the future even when all MOD waste and
mismanagement have been eliminated.

3.2. The reasons why Defence is different
The essential guarantor of all other benefits

Courage, as Winston Churchill argued, is the first of human qualities because it
guarantees all the others. So too it is with Defence provision. We now need leaders
with high courage, the ability to think strategically, and the determination to do
what is right. Without adequate Defence nothing else in national life can be
enjoyed in long-term safety. And it is certain that no other nation, however friendly,
however long-term an ally, will protect our interests if we do not provide appropriately for
our own Defence. This obligation is not discretionary; it is inescapable for any free and
prosperous nation.

Essential for collective security

Since WWII Britain has necessarily relied on collective security for the greater part of the

nati oefelice. Wd are Americaods mo st trusted and

contributon i s second o n IThese retationshipe aré o dnsserious peril
because of the undermining of the Armed Services, the Foreign Office and our global
intelligence network. We are losing the respect of US military and political leaders. As
Professor Colin Gray has argued unanswerably in the RUSI Journal (December 2008):
0The Us i s a h u g e begurityn @rovidegy ofer i Britam.e The US
alliance/connection 7 in all dimensions T is by far the best deal the British people
can hope for. There are no good or even adequate alternatives (neither British
isolation, nor Europe). The US alliance is mandatory,
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Inescapably long-term and needs steady, reliable, committed funds

Defence is quite unsuited to a varying budget. Major weapons programmes take 10
to 15 years or longer to be conceived, designed, tested, built, recruited and trained for.
Any temporary funding cuts and postponements cost far more in the long run and can
cause immense damage later in reduced or even lost capability. Nothing less than sound
strategic planning and sufficient and stable expenditure can ensure adequate long-term
Defence on the most economical terms.

Necessary to attract, motivate and retain quality service personnel

The high technological nature of modern defence systems requires career servicemen
and servicewomen. They need to be highly trained, well paid, motivated, properly
equipped and in sufficient numbers that they and their families can cope with likely

operational demands. These conditions are currently far from being me t i n Brita
Armed Forces. Fortunately, battlefield morale remains high because of the admirable
6can dod attitude of our troops. But wunl ess

better equipped, morale and efficiency will suffer. Those who daily risk their lives for
the rest of the nation deserve much better than this and that means more
resources. The nation has no right to ask our troops to substitute their courage
and commitment for avoidable underfunding. They cannot and will not do it
forever.

Cumulative deficit

Defence expenditure in 1997 was nearly 3% of GDP, a level at which it should have

been kept. Instead, it was linked only to general inflation, whereas the rate of inflation on

defence items has been 6% to 8%, resulting in a steady erosion o f 6real 6 Def
expenditure. Thus the Labour Government misleadingly claimed that since 1997 they

had increased defence spendi ngotharfgpvermmerdfornf | at i
30 years. The initial annual current core budget was cut back by £1bn-£2bn and never
subsequently increased. There is now a cumulative deficit of £36bn created by
equipment orders never funded. SDR98 also reduced the very necessary Reserve

Forces, and sold off the world-famed Defence and Evaluation Research Agency to fill a

hole in defence funds. This agency had a unique and valued relationship with the

Pentagon. The cumulative deficit explains much of the damaged state of our Armed

Services today.

Temporary cuts in the defence budget only in extremis

We acknowledge that in extremis, extreme measures may be needed. However, we
believe cuts now are unjustified for the following reasons. First, if Defence had been
generously funded for many years, as in America, some temporary economies might
now be found. But given the severe underfunding of the last twenty years, further
underfunding will expose us and our allies to considerable risk. A second reason why
some temporary rescheduling of expenditure may be justified would be if all potentially
hostile nations T e.g. Russia T were also budget constrained. But the main Islamic
threats (from Iran, Afghanistan and Pakistan, etc.) are not so constrained; quite the
contrary, rising oil prices provide ever greater funds, and terrorists and insurgent



18

activists show no sign of budgetary restraint i quite the reverse! Neither it seems
does Russia, nor China.

Affordability and value for money

All things considered we argue that the long-term cost of adequate Defence (circa 3% of
a rising GDP) is entirely affordable (see Section 7) and, like any soundly chosen
insurance premium, is excellent value for money. The medium to long-term national
benefits are far greater than any misguided attempts to make short-term cuts.

3.3. Defence expenditure an excellent form of economic stimulus

If there is a case for a future national economic stimulus, then increasing defence
expenditure is an excellent candidate as expenditure recycles rapidly through the
economy. There are three areas worthy of consideration:

e Upgrading the long-neglected housing for Armed Forces personnel and their families
to boost morale and use otherwise idle resources in the construction industry.

¢ Giving a significant pay increase to lower ranks, who have fallen too far behind their
civilian counterparts. Such an increase would undoubtedly boost morale in the Armed
Forces.

e Buying the equipment in the bow-wave, thereby stimulating the defence sector and
boosting faltering employment. By any standard Def ence S
strategic industries, accounting for 10% of UK manufacturing output, 11% of
exports, and 17% of the global aerospace industry.

34. Mai ntaining Britainds gl obal I nfl uer

There is a further and particularly important reason for Britain to raise her Defence
contribution and make it once again a top national priority. Britain is one of the leading
nations below the superpowers of America and China. The status stemming from being
one of the post-WWII victors and having a nuclear capability is now wearing very thin.
New emerging powers will not long tolerate vetoes in the UNSC from a fading state
that is increasingly marginalised and in decline. Indeed, if and when we are no
longer prepared to assume the duties embedded in the role, we should resign our
seat on the Security Council with honour and dignity.

We have been a powerofduli noftdrec ewofrd dd since at
man it should be unthinkable to forfeit all this, leaving the nation dangerously undefended

to 6saved what wil/l be seen by hi sarpiffrsevarers as
economic crisis. Is it really acceptable that because Health, Education and Welfare

have, for the past 13 years of Labour government, been given huge extra funds i

often spent wastefully, and therefore ripe for sensible economies i the
dangerously underfunded but vital Defence, diplomatic and intelligence services

should also be expected to find major net savings to cushion overspending
elsewhere,at t he price of Z2Zhe nationdbds safety

The new Coalition Government needs to make the case strongly for these three vital but
neglected services.
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3.5. Defence is pofitable
A strong indigenous defence industry

Without consistent year-by-year expenditure our country cannot maintain a sufficient
indigenous long-term defence industry. This alone, along with competent and trustworthy
American suppliers, can provide reliable national security. As the recently published
UKNDA paper on the British defence industry has shown*® the relatively low level of
British Defence expenditure, with its frequent postponements, cancellations and cuts, is
playing havoc with our defence firms with the most worrying consequences for their
future and thus Britainds security.

The government should take note of the implications for industry attendant on further
cuts:

0The UK defence sect or andseconduionyptethe US glebally. K
exports are consistently worth over £5 billion per year and the UK has over 20 per cent of
the global defence exports market. Two reports for the Defence Industries Council (DIC),
one of which was prepared by Oxford Economics, were published in September 2009
| ooking at the contributi on ma drees dng the Bnitsh
e ¢ 0 n o nihe&reports confirm that over 300,000 people work in the defence industry in
all regions of the UK (a regional breakdown is available in the report). These high-tech
and long-term jobs are provided by the £35 billion UK-based sector, which supports
Britainds ar mewrnniewt agpewed panmndr najions through exports of
defence equipment.

06 The s har ee aexgenditdre faze @ percentage of government spending has
dropped from 10 per cent to 5 per cent over the last two decades, at a time when the
deployment of the armed forces has seen a significant increase. Furthermore, defence
Research & Technology funding i the seed corn financing for the future capabilities of
our armed forces and our industry i has been cut by 23 per cent over the last three
years.

A A100 million investment in the defence

output of £227 million, and increases Exchequer revenues by £11.5 million. This
means the industry has an output multiplier of 2.3, ranking it above the median of
the 27 sectors considered. This reflects both a strong UK based supply chain and
a relatively high wage level paid to workers. For every job created in the defence
industry, 1.6 jobs are created elsewhere in the economy. 8

¥ See A Decision the Next Prime Minister Must Make, by Tony Edwards, UKNDA, February 2009
% A|D|S Briefing Sheet on UK Defence Industry for SDSR.
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THE NEED FOR A WELL RESOURCED FOREIGN OFFICE

ODi pl omacy without armament s 1 BredérickkheGreai si ¢ w
4.1. Reinforcing siwccess

Britain has long enjoyed a deservedly high reputation for its diplomacy. It, together with

defence capability and global intelligence, is one of the three pillars that sustain and

strengthen the vital Special Relationship with America. Equally it is an important asset to

bring to all NATO and Commonwealth nations. For all these reasons, and above all

el se because it I's TP mportant I n i ts own ric
standing, the Foreign Office deserves appropriate funding.

It has not always enjoyed support in the thirteen years of Labour governments. One of
Tony Blairés main preoccupations was arist h f o
own Foreign Secretary. Certainly he dominated the Foreign & Commonwealth Office
(FCO) in his ten-year premiership. This changed when Gordon Brown became Prime
Minister in June 2007. He was far less interested in foreign affairs, and its relative
importance to government declined. He gave a much freer hand to his Foreign
Secretary, David Miliband, who undertook a strategic review. The FCO was set to
concentrate on three core services, namely supporting the economy, British nationals

abroad, and managed migration. In addi ti on, its main goals we
and weapons proliferation; to promote a low-carbon, high-growth global economy; and to
devel op effective international institutions,

This is all very worthy, butnegl ects the prime FCO role, the
security and political interests. The FCO is a small budget department because its
prime costs are its relatively small staff, albeit highly qualified, in Whitehall and abroad.
Its current annual budget is only £2bn. In real terms its budget has not increased
significantly for many years. This was not too much of a concern as long as sterling was
a relatively strong currency. With the advent of the economic crisis two years ago,
however, sterling fell by 25%. The then Labour government in effect required the FCO to
run on an unchanged sterling budget, although so many of its expenses inescapably
occurred abroad. It was a serious, ill-considered cut which could not be implemented
without impairingthe FCO6s vi t al 0 v Eor a8 magos depagtment af estate
the overseas portion of its quite modest budget should be denominated in foreign
currency to maintain real spending power. Otherwise, its resources are at the
random mercy of exchange rate fluctuation, which is neither a sensible nor
justifiable policy.

The FCO, like the MOD, has not benefitted from the largesse so liberally bestowed on
Health, Welfare and Education i nor did it need to. However, the FCO deserves a
realistic budget allocation to ensure that it always attracts and retains the high talent it
needs, and has sufficient resources to carry out its diplomatic tasks in a similar style to
other major countries. Understaffed and rundown embassies i they are hardly
luxurious now T send a poor message to other governments, which will eventually
take Britain less seriously. It is to be hoped that the new Coalition Government will
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give the FCO a realistic budget in future with overseas costs insulated from exchange
rate fluctuation.

It is reasonable to expect the FCO to be taken more seriously and thus to have a realistic
budget under the new Coalition Government sufficient to discharge its important
responsibilities. William Hague, the Foreign Secretary, is a very senior and influential
Conservative, and it is clear that he intends a far more active role for the FCO. He also
chairs the meetings of the important National Security Councilint he Pr i me
absence. In addition to the full traditional representation in the major developed countries
the Foreign Secretary intends, and is already implementing, closer ties with the major
developing nations, India, China, Brazil, etc. and indeed with South America as a whole.
Further, the Prime Minister, as evidenced by his leading a large team of British business
leaders and senior Cabinet Ministers to India in July, wants to achieve a major
improvement in both relations and trade with such countries. This is sensible but implies
some additional resources for the FCO to achieve these objectives.

4.2. Discharging the many roles of the FCO

The Prime Minister, in his commendable enthusiasm to promote exports and economic
growth, has called for businessmen to be ambassadors, and vice versa. This means of
achieving a desirable end needs careful consideration. As Lord Wright of Richmond,
Head of the Diplomatic Service between 1986 and 1991, set out in his 23 July letter to
The Times, the FCO should always be commercially minded. He pointed out, however,
that the proper role of bilateral heads of mission is to use their contacts,
experience and knowledge of the country where they are resident to promote and

Mi ni

defend all five of Britainbébs main interests,

economic and commercial. Lord Wright, in addition to being a former head of the
Diplomatic Service, also headed three diplomatic missions abroad. He states that the
commercial role of a head of mission is to advise British businessmen on the political and
economic situation of a country and, where necessary, to put them in touch with the right
people. But it is not to do business for them. This could lead to numerous difficulties, not
least serious conflict of interests. He adds that in major posts to the United Nations and
NATO, the heads of missions are there pr
and security interests and to advise the government accordingly, an inappropriate role for
businessmen.

In essence, the main role of the FCO necessarily remains political relations and
security and it must be staffed accordingly. Trade and export promotion must be
properly supported 7 but not at the expense of FCOO s t he m@then
supplementary means exist to promote trade, not least high-powered trade missions.

4.3. A high return investment

In sum, the FCO fully merits the attention it is now getting from the Coalition
Government. This is clearly energising its staff and playingto one of Bri t ai n o6 s
strengths. It needs an appropriate budget for its vital duties. A fully resourced and

i mar i

r ol

tradi

supported FCO i s an outstanding i nvestment

short-term economic priorities. The costs involved are small and readily affordable.
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REQUIRED ARMED SERVICES 6CAPABILITIES
6Speak softly, [ B heddore(Beddy)yRoosevedti g St

A major part of the SDSR is to identify and cost the most effective and efficient
combination of capabilities which best meet the strategic uncertainties. This will require
resolve, diplomacy and forces in being to back it all up. Paying for this capability is an
inescapable obligation if we choose to have global influence, but all three Services have
been run down to broadly half their previous strength while commitments have increased
time and again. That is the reality: that is what must be faced.

It is the clear aspiration of the Prime Minister and the new Coalition Government,

A

ck. 6

strongly articulated byt he Foreign and Defence Secretardi

global standing and influence. This is possible only with strong, coordinated Services
with balanced capabilities, flexible and adaptable enough to meet the many
unforeseeable threats that are likely to arise in an increasingly unstable world. This must
be combined with diplomatic strength and foreign aid in an integrated soft and hard
power policy framework. For our future strategy, Afghanistan must serve as a prism to
view the future, not as a prison for our thinking.

Not only are the threats and challenges to our security increasing but the range of
instruments and modalities are changing too. Piracy is back on the agenda for the first
time since 1830, and while the direct military threat to NATO territory is lessened at least
pro tem, other threats against the NATO heartland are increasing from new technologies
and terrorism.We have to get used to opponentsao
our people and exploit our sensitivities,** all of which are amplified by the Media and real-
time disaster imagery. For the first time in a Defence Review we will also have to take
seriously the threat to our space assets, not only from anti-satellite weapons, but from
Directed Energy Weapons (DEW), from Electromagnetic Pulses (EMP) and even from
localised attacks on ground stations. Moreover, the reliance we now place on computers
and networks means that cyber warfare is an increasingly attractive option for even small
groups of hackers, and we will have to defend these vital resources in a coherent and
effective way. Unfortunately, the current state of all three Armed Services is
significantly below the minimum to meet even the existing challenges, let alone
the new ones.

If budgets are cut, then Ministers must equally plan for the capabilities to be
reinstated as soon as GDP rises. Whatever cuts are made now the Public will demand
to know just what effect they will have on our security. Britain cannot afford more
Basra or Helmand retreats, and we must be certain that we do not ultimately leave
Afghanistan to its fate. Anot her of al | of Saigonb6 wi
clinging to the outside of the final helicopter could fatally imperil Western credibility, and

0" Currently terrorists and insurgents see the infliction of casualties both civilian and military as the main
means of undermining Western resolve.
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could have a similar effect as the blow to Soviet might in the wake of its own Afghanistan
debacle.

Similarly, a failure to defend the Falklands would be foolhardy. Quite apart from
the principle of yielding sovereign territory, the loss of potential oil revenue,
particularly in an oil-famished world, would be imprudent. The deterrent posture
to protect the islands must be more than robust; it must be regularly
demonstrated. Moreover, a firm commitment to retake the islands should the worst
occur, serves to reinforce the deterrent effect and makes any Argentine invasion less
likely. Any loss of nerve would be an open invitation.

Across the board, Service morale is fragile. Repeat operational tours with their
attendant 624/ 76 intensit y-incrdaging gsk twlferakd limly day s
are taking their toll. Initiative, dedication and placing country before self can only be
taken for granted for so long. Projected manpower cuts do nothing to reassure troops
and they put pressure equally on personnel and their families. Rates of pay remain
comparatively low and the new Pay Freeze will make many question why they should
give so selflessly. Contrast the unlimited liability of servicemen who work 24/7 in hostile,
cramped operational conditions with those in the UK who work in safety from 9 to 5 in
pleasant surroundings. There is a vast difference between someone who gives and risks
his all and someone else who does the bare minimum. The public needs to understand
and value this. Morale, so difficult to measure, can so easily slide into apathy and
defeatism. The government must take strenuous steps to encourage, reassure, motivate
and reward. Only in an absolute and honest commitment to offer worthwhile careers,
improve conditions, reduce workload and adequately recompense can the government
convince the fighting forces that the country has their interests at heart.

5.1. The current state and needs of the Royal Navy

The Royal Navy, l ong the indisp-#Bungintbrésts,igguar di
now smaller than at any time since the Stuarts; with fewer ships, aircraft and
personnel i and it is getting ever smaller. As a trading nation, 90% (by weight) of our

vital food, raw materials and oil and gas, are supplied by seaborne carriers** and the

threats to this trade are multiplying. The geostrategic influence of the sea-lanes does not

change, and for the West, the control of the two ship canals (Panama and Suez) and

their approaches, the five key choke points (Channel; Gibraltar; Red Sea; Hormuz;

Malacca Straits) and the two Cape passages (Horn and Good Hope) lock up the world,

are undiminished priorities.*?

*1 See, inter alia, the well respected Centre for Security Studies at Hull University website, and the farewell

address by the retiring First Sea Lord, Admiral Sir Jonathon Band, to the Royal United Services Institute, 3

June 2009

42 O6WhTyhi ngs Don't Happen: Sil entRUBIJdouma Aug 2080sVolo155, Nat i on al
No. 4 By Jeremy Blackham and Gwyn Prins
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SDR98, concluded before the Iraq and Afghanistan wars, set out a requirement for two
aircraft carriers, 32 escorts (including twelve Type-45 Daring class destroyers) and ten
nuclearpower edcrotkundtl er 6 s u @heaarriermosdars wer® Blatad)only
in 2008 and are now eight and ten years from delivery. The numbers of escorts, have
now fallen to just 23; all are ageing and diminishing fast. To replace them just six Type-
45 destroyers are being built, slowly. An ef fective O6Future Surf ac:
needed, not the unsatisfactory Type-26 currently being developed. An acceptable FSC*
could not be available before 2021 at the earliest unless the programme and its funding
are accelerated. On present plans our dangerously shrinking Royal Navy will soon be
outclassed in quantity and quality unless present plans are quickly reversed. There are,
and will be, far too few escorts both to support the new carriers and to meet the
many other worldwide tasks that will inevitably arise. The political and military
establishment has failed to understand that the Royal Navy provides the country with a
6silent deterrent, 6 which plays a . *rhigleaves ol e |
Britainds t riatatests damgeroustytekpesed. The same is true of attack
submarines, minesweepers and patrol vessels, tankers and Fleet Supply ships, all key
enablers of vital expeditionary operations. Inevitably, the SDSR questions the need for
twoaircraft carriers, the nuclear deterrent an

The controversy that surrounds the aircraft carrier decision rumbles on. The last
government incurred costs of £640m in delaying these ships. Cancelling the orders in
toto would now cost far more, with absolutely nothing to show for all the effort and
investment. Lack of a carrier capability could prejudice any independent British operation
and would require all deployed air operations to be based with (or constrained by) ad hoc
allies, each with their own agendas. Relinquishing both the carriers and the
amphibious capability would effectively prevent any combat repossession of the
Falklands and other dependencies were they ever to fall into hostile hands.

The new government has committed itself to replacing the ageing Trident nuclear
deterrent with another nuclear submarine-based system provided it meets best value-for-
money criteria. In procuring such a system the government will need to ensure that it
remains fully life-time credible, not only in continuity of presence, but also in number of
targets covered, speed of response, range of missile and survivability of warhead.
Cheap deterrence may be seen as just temporary deterrence. Obvious cost-cutting
undermines credibility, and increases the danger of a challenge. The issue of whether
three or four submarines would provide continuous deterrence remains i and must be
satisfied with due regardtothelong-t er m i nterests of. this nati on

*® Excellent off-the-shelf designs are available for far cheaper and smaller vessels.

4 6 wh y Things Don't Happen: Sil &ustJokrmaliAog201p,Vae.4550f Nat i o
No. 4 By Jeremy Blackham and Gwyn Prins
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It is of course true that in a major crisis, such as Iran blocking the Straits of Hormuz
through which 40% of the global oil supply moves, the Royal Navy would not have to
deal with the crisis alone. Ships from other NATO countries including the US, India and
perhaps even China would all be involved. But with its sadly depleted fleet of warships
the Royal Navy could no longer make a serious influential naval contribution for the first
time in two centuries. Britain would therefore have to be merely reactive, dependent
on decisions taken by others.

Moreover, the re-emergence of a submarine® threat from North Korea, Iran, China and a
re-equipping Russian navy challenges any complacency over the need to protect the
SLOC elsewhere. In a coercive age the sinking of a South Korean warship shows just
how effective torpedoing bulk carriers, or even warships, mightbe. Pr ot ect i ng Br i t
vital seaborne trade should be a high priority for the present Government, which
claims to acknowledge its commitrmlent to Brita

Inevitably, and equally worryingly, our Navy is losing the respect of our NATO
allies most particularly the Americans. As we cut ever deeper we will progressively
lose the ability to interoperate alongside our allies. All this takes place against a
background of other countries significantly expanding and modernising their navies. Not
just Russia and China, but also others such as India and Australia.

Overall, our once powerful and highly respected Royal Navy, whose strength and state of
readiness saved Britain in the dark days of WWII alongside a just sufficiently strong
Royal Air Force, is in the worst state of disarray since the time of Charles Il. Unless
reversed, this lamentable situation leaves the Royal Navy with no spare capacity
to deal with the unexpected. In the inevitable crisis that must surely come the RN could
become little more than a spectator, unable to go-it-alone and dependent on others to
provide essential support to protect our trade. Moreover, the mounting of a Task Force to
defend the Falklands, and certainly to re-take them, must seriously be in doubt. We are
6standing into danger 6.

5.2. The current state and needs of the Army

The uncertain outcome of the British commitment in both Basra and Helmand
underscored the impossibility o f doing t hings successfully
Weakness is always seen as an opportunity by our opponents, and the fielding of an
inadequate force, inadequately prepared, inadequately protected and inadequately
transported has precipitated ever spiralling costs in equipment, casualties and lives.
Insurgent operations always require significant numerical advantage in order to
dominate and hold the ground and, unless we are always to yield the initiative to
the insurgent, cannot be done on a shoestring. Although technology plays a vital
part, there can be no substitute for human contact between soldiers and local civilians.

%> Submarines are attractive to state and other terrorists as they are both covert and deniable.
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|l nevitably, Oboots on the groundd means Oboo:
media interest and anxiety. In any battle for &é hearts and mindsd the
need reassurance that the protecting power has: the capability to defend both soldiers

and civilians; the resolve to continue no matter how high the cost; the ability to evict the

insurgents; and has the capability and determination to protect their homes and
livelihoods against successive attacks.

Inter-state conventional warfare has, of course, not gone away, but as General Rupert
Smith has suggested, future wars may increasingly involve large sections of the
civilian population, and having the right number of soldiers on the ground,
adequately equipped, will be vital. The poor planning for Phase 4 in Iraq, or early
mistakes in the resourcing of the Helmand operation are key examples.

For every one brigade deployed four more are needed in the cycle. Separate rapid
reaction forces need their own smaller cycle based on a further two brigades; hence a
minimum of seven brigades are required, which still leaves no room for standing
commitments like ceremonial. Clearly, each formation has to be fully manned, otherwise
MOD has to rob Peter to pay Paul and the cycle begins to disintegrate as a sustainable
system. This argues for Britain either having a larger army to provide sufficient forces on
the ground or we must reduce commitments to match the small numbers available for
deployment. Although there is scope for improving teeth-to-tail ratios, including greater
use of TA personnel, this is a process that can only go so far. Sadly, our recent
difficulties will have only served to encourage opponents, both in Afghanistan and future
wars. Underfunding is putting Britain at avoidable risk.

Resourcing is a key issue. The army is rightly manpower-intensive, even though it
increasingly relies on sophisticated systems such as Uninhabited Air Vehicles/Remotely
Piloted Aircraft (UAV/RPA), IED detection and Apache helicopters, as well as RAF
sensors, weapons and transport. However, the continuous drain of the operations in
Basra and now Helmand has left troops with little time and few resources to train for any
other forms of conflict. It is now 20 years since Gulf War |, and over seven since the
invasion of Irag. Were the Army to have to fight a limited incursion similar to the Georgia
conflict, it is no longer clear that it would win, especially if it had to fight alone or with just
European allies. Urgent Operational Requirements (UORs) needed for Irag and
Afghanistan have disrupted and unbalanced the long-term Army equipment budgetary
process. Much of the money needed for general war has now been spent on short-term
projects that are not necessarily useful in the longer term. It is very difficult to see
how the Army is going to get from where itis today, with its existing equipment, to
where it ultimately should be. Even though the main effort is currently on countering the
insurgency in Afghanistan, the Army must be resourced and trained for its war-fighting
tasks elsewhere, both within NATO and beyond. Similarly, were we to have to 6 go it
alonedin the Falklands, the contest would be far more even than the last time, and
success could not be guaranteed, especially if Argentina had time to dig-in and prepare.
Such a prospect might finally deter a future government from even attempting a
recapture of the islands.
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5.3. The current sate and needs of the Royal Air Force

With the Cold War mentality, equipment and training in the distant past, the RAF is
moving rapidly to meet the contingencies of the future. Almost inevitably, these conflicts
will be unpredicted, un-resourced and require immediate response. This argues strongly
for an air force that is adaptable and flexible, with forces that can be deployed in days, if
not hours, to a trouble spot wherever in the world that may be.

In Afghanistan, unlike the situation for troops on the ground, RAF Air Power is already
fighting a high-technology war and effectively substituting for many troops on the ground.
Air mobility provides for rapid insertion and extraction, with a premium placed on Support
Helicopters (SH). Virtually all of the equipment in use is highly relevant whatever a future
contest, providing an extremely responsive vital element in the full spectrum of
operations, from precision attack to air transport, from maritime support to the battle for
information dominance. In undertaking these tasks, the RAF will continue to provide the
essential freedom of manoeuvre, both militarily and politically. This will require task-
sharing with the UK bringing capabilities that our allies value; British Air Power must
remain an asset not a liability. Air Power offers the attractive option of minimal
footprint operations with light agile, rapid response, rapid entry, rapid withdrawal.

Foremost amongst the air requirements is air superiority. Over the battlespace it provides
the essential freedom to operate for all other forces, surface as well as air, without
interference and with the opportunity to provide effective air support wherever it is
needed. Controlling our skies is a sine qua non, not only over the UK, but over any
theatres that British Forces operate. Just imagine how different ISAF operations in
Helmand might be if Iran took control of the skies, provided information to the Taliban,
and perhaps even targeted our outposts. The inescapable truth is that with air
superiority all operations are possible; without it, the consequences for the whole
operation become dangerous and unpredictable, as the Falklands campaign of
1982 demonstrated so well. Gaining air superiority is no easy task and requires
sophisticated radars (air as well as ground), complex networks, missiles and fighters. In
the 2020s some of this may be done by UAV/RPA, but such a capability will require
considerable R&D investment. Greater use is also likely to be made of RPA/UAV in other
roles and many of the non-combat air vehicles could become uninhabited, reducing costs
and limiting casualties.

With the multi-role (Tranche 2 and 3) Typhoon now ordered this aircraft will soon be able
to switch with ease from air superiority missions to ground attack, thus providing the
flexibility that is so cost-effective. Though the Typhoon is now being deployed in
numbers, the future of the current Harrier and the Tornado bomber forces are now in
guestion, but their presumed replacement, the JSF F-35, carrier-capable aircraft,
remains unfunded. Without an aircraft like the JSF, the RAF will lack any Stealth
capability so essential to suppress, penetrate and destroy enemy air defences, making
entry into contested airspace far too costly, if not impossible. If we are to retain an
effective offensive air capability it is essential for procurement of a JSF-type
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capability to go ahead, with or without the carriers. Indeed, without the carriers, we
may even have to consider the option of operating our JSF off US Navy carriers instead.

The Harrier is the stepping stone to JSF and Carrier operations; premature withdrawal

from service would have major consequcarne e s

operational expertise. Premature retirement of this aircraft would result in our current
carriers having no fixed wing aircraft at all, let alone the national risks to our
expeditionary force capabilities. On the other hand, the Tornado is our only deep
penetrating, all weather, Storm Shadow® equipped bomber. Lose it and you lose the
capability for years to come of, for example, deep penetration of (e.g. Iranian) airspace.
Loss of that highly flexible capability and loss of expertise in that role would have
strategic consequences and our close and beneficial relationship with the USAF would
be in jeopardy.

For 21°%' Century conflicts, information i both its gathering and exploitation i will
be a key to military and political success. Fought both in cyber and Space it provides
us with accurate and timely information whilst denying it to the enemy. Increasingly
important in the context of legitimacy and collateral damage, the battlespace of the future
will often be characterised by low signature fleeting targets in environments with
considerable target ambiguity, designed both to confuse and deceive.*’ This will demand
a greater emphasis on the correlation and exploitation of all sensors, be they air, space
or surface-based. The RAF is at the nexus of these systems. More widely, the RAF will
continue to provide the essential strategic, operational and tactical lift i right from
the UK to the heart of the battle. Currently the C-130K fleet is on the point of retirement
(requiring new wings if the aircraft are to remain) and will be replaced by 24 A-400M.
However, this aircraft continues to have a series of developmental problems and cost
overruns. Additional C-17 and C-130J could still be procured to replace them, but the
capacity must not be lost. On the maritime front the situation is also worrying. Twenty-
four Nimrod Maritime Patrol aircraft are being replaced by just nine Nimrod MRA-4s,
giving the capability to mount just one continuous patrol. Against increasing submarine
threats from Russia to Iran, from Korea to the South Atlantic, the effectiveness of just
one patrol seems highly doubtful. Similarly, were the Nimrod to be given up the UK
would lose not just the maritime capability, but also the wider intelligence gathering and
control capabilities.

Supporting all this effort will be the Air to Air Refuelling (AAR) capability planned to be
provided by nine Future Strategic Tanker Aircraft (FSTA)/AT under a PFI contract.
Without their presence none of the fast jets would have the legs to reach their targets,
nor the reaction to deploy rapidly between theatres. In sum, the RAF is currently
seriously under-resourced for its vital role. It is like trying to prepare for a second Battle
of Britain with just half the fighters!

“*® Storm Shadow is a cruise missile capable of bunker busting.
*" DCDC, op cit.
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DEFENCE PROCUREMENT

6 The gover mawaystseek valoeufdr money. Equally it should provide money
for value. Andwhatcould be more valwuable to Britain thar
T Anon

6.1. Underfunding

The Ministry of Defence has been involved in an almost continuous defence change
programme for procurement for the last 10 years. The benefits that should have accrued

from this have never materialized because insufficient funding was provided to cover the
upfront costs. I n order to cover the inadeqgqua
crafted into the plans. Ever since the Strategic Defence Review 1998 there has been an

ambitious (but unfunded) equipment programme.

It is a staggering observation (first made by John Dowdy of McKinsey Consultants) that
Europe has twice as many troops but half the budget of the US. This is largely because
of national conscription which still exists in parts of Europe and the almost derisory
budgets for Defence in European countries. The arithmetic implication is that the
investment per troop in the United States is four times the average of Europe. This has
consequences for relative effectiveness of troops and for their inter-operability. Europe
is now spending the lowest percentage of GDP for defence budgets since the
1930s.

This | evel of expenditure, di fficult to exp
understand in the context of pressures from social security. Europe still pursues,
somewhat schizophrenically, both European-joint procurements (e.g. Typhoon, A-400M)
and also US imports (JSF/F-35). This militates against the concept of a European
defence stance, even if this were a good idea. History shows that the European joint
procurements, with their work-sharing 6 j ust e and é¢xecutivé job-rotation,
incurs a penalty of 50% longer schedules and 40% increase of cost, as compared
with a procurement from a single prime contractor. In the United States there exist
Boeing, Lockheed Martin, Northrop Grumman, as large prime contractors but
increasingly in Europe EADS (Franco-German) is emerging as the only European
equivalent. The European Defence Agency (EDA) was set up in order to achieve
efficiency in defence procurement within Europe. It has so far been very long on process,
probably because the objectives set for it by the various nations are not congruent.
Examples of defence procurement difficulties are elaborated in detail at Annex A.

6.2. Competition

For over 20 years Britain has had a Defence procurement policy based on the idea that
Ovalue focomesnewnly fr oifthe UK Dgieade imarkeb imaé been
opened up to all comers, sometimes rationally and sometimes viscerally because of the
intense personal dislike within the MOD of certain British-owned defence contractors.
The MOD has actively encouraged foreign companies to compete within the UK market
and has gone as far as actively participating in the acquisition of British-owned defence
companies by foreign contractors. On the other hand, the United States considers its
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defence industrial base as part of its defence assets and a symbiotic relationship
exists between the Pentagon and the US defence industry.

6.3. Defence Industrial Strategy

It is somewhat novel that the UK MOD set out a Defence Industrial Policy followed by a
Defence Industrial Strategy (DIS) and then a Defence Technology Strategy. This was
seen as a great step forward at the time even though France, Germany and Italy already

had de facto national strategies although less explicit. The DI S e mp h asliizfeedd 0t

capability management of defence systems as a way of planning and managing the
complete life cycle of a system. The DIS implied that in future fewer platforms would be
procured and instead there would be more upgrades and technology insertion.
Owner shi p o fefentehirdustty Kkvassdowshplayed. 6 Appr opri at e
know-how was addressed in a minimalist way. The importance of defence exports was
emphasized but the MOD-centred DESO was abandoned later as a political act.

| f a strategy is defined as 6éa roadmap |
then the DIS does not conform to the definition and is really another formulation of policy.
The Defence Technology Strategy turned out to be an aspirational list and would have
required double the funding that was available. The upshot is that the DIS has caused
the remaining British-owned defence companies to understand their current high value
and they have in large measure sold themselves to foreign interests. Mainly because of
the lack of underpinning funding of the DIS, Ministers eventually decided to pursue other
interests. The updated second issue of the DIS has faded away.

6.4. Future prospects for British defencendustry

With the internationalising of the defence industry, and indeed foreign ownership of some
of our core capability industries, decisions as to whether we can maintain a particular
capability are often taken out of our hands. For instance Finnmeccanica owns Westlands
through Agusta Westland. How much longer are they going to sustain a UK element to
the company when work can be done cheaper elsewhere unless the UK orders sufficient
helicopters to justify maintaining a UK facility. Already France has become the centre for
European aerospace (just reflect, the Airbus complex at Toulouse could instead have
been at Bristol, given French-style government vision and leadership in London!) and
increasingly France is becoming the centre for the European defence industry with the
combination of EADS, Dassault and Thales. In contrast, the UK defence industry is
descending down the value-added curve and the one time national champion, BAE
Systems, is increasingly US-centric. A rare bright spot is that Rolls-Royce remains a
world class UK-owned engineering-based designer and manufacturer and supporter of
prime systems. However, Rolls-Royce military engines only rated a passing reference in
the Defence Industrial Strategy and the latest three decisions on manufacturing sites for
Rolls-Royce have included the USA, Germany and Singapore. Both the British
government and the trade unions need to reflect upon the implications of these
decisions.

eadi
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THE URGENT NEED FOR AN IMPROVED MINISTRY OD DEFENCE
STRUCTURE, ORGANISATION AND CULTURE “*®

6Do not relinquish control of a military stu
experience i n imAdmiraltHgmmay Riakevdrt er s . 0

71. Not o6fit for purposebo

By the time of the 6 May 2010 General Election, informed political, military, business and

media opinion was virtually unanimous that the Ministry of Defence was not dit for

p ur p dreleed, the current SDSR is not being conducted in the obvious and most

gualifiedl ocat i on, but by o6éstrategic amateursod in
Perhaps more than anything else, this demonstrates a lack of tru s t i n the MC
objectivity. In the government department primarily responsible for preserving the

freedom and security of the nation and guarding its prosperity this ought to be
unacceptable.

The challenge, after twenty years of relative neglect and underfunding, is daunting.*® The
MOD, despite some later modifications, had previously been working to SDR98 which is
12 years out of date. While that review was competently done its budget was never fully
funded by an unsympathetic Treasury, resulting in serious under-provision of equipment,
numbers of servicemen, and training. The resulting high price was paid not by
politicians and civil servants but in the lives and casualties of our troops, and in a
gradual decline in respect by American political and military leaders. The folly of
being Treasury driven rather than threat driven is stark.

7.2. Severely deficient procurement

There are a number of harmfully reinforcing reasons why the MOD is currently not fit for
purpose. First, and most obviously, one of its prime functions, the timely and efficient
procurement of equipment, has been seriously mishandled for a long time. This was
most clearly and damningly exposed in the mid-2009 report by Bernard Gray,*
commissioned by one of the better but short-lived Labour Defence Secretaries, John
Hutton. This excellent report on Defence organisation concluded that at least one
third of the acquisition budget is wasted without result. Perhaps the most damning
aspect of the Gray report was not its devastating critique. Rather it was the fact that the
then Secretary of State for Defence, Bob Ainsworth, attempted to suppress or at least
delay publication of the report. In this he appeared to have the support of his senior
officials. Nothing better illustrates what has been wrong with the MOD culture and
organisation, a refusal to face facts and learn from objective criticisms.

8 An extensive discussion of the reorganisation, problems and solutions to the MOD problems are given

i n UK N D-pafyesFet8uary 2010 Report UK Defence Needs i Treasury and Ministry of Defence

Justified Responsibilities.

*¥ The previous Conservative Government, from the 1989 ending of the Cold War, cut the defence budget

in real terms by 20%, whichwas f ar mor @i ofi dendpeddhean was warranted.
PReview of Acqui sition f or t hAnin®peaderd teport lyy Berdard Gtayat e f or
October 2009
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Although the main faults may lie with political leaders, some experts feel that MOD civil
servants and military officers have also used departmental weaknesses to get items into
the procurement programme on deliberately unrealistically low cost estimates where the
real costs were unaffordable. This has contributed to the huge £36bn total of unfunded
commitments.

Because of the pressures, some major equipment projects have been over ten years late
in delivery, and some of the longest delayed have been abandoned without delivery (See
Annex A). This helps explain why the MOD is currently a cumulative £36bn over budget
in a £36bn annual budget. The report questions why it takes 20 years to buy a tank,
a ship or an aircraft, costing twice as much as forecast and which seldom meet
expectations.

This is clearly the responsibility of successive MOD leaders, both civil and military, and a

failure of political leadership. This political failure is not just that of the too frequently

changed defence ministers alone, although few of them have been senior enough to get

their way in Cabinet, and all lacked any military experience. Rather it is a failure of
successive Chancellors and Prime Ministers, in particular Gordon Brown and Tony Blair,

to give defence the priority and funds needed. While lip service was paid to the dictum
6Defence is the first p rlittleto fundythe esbentigls Wredern me n t
successive governments the MOD and Foreign Office had no increase in funding

in real terms while nearly all other departments received huge increases. These

two key departments were indisputably treated as the last priority of government

We now have a Defence Secretary who is prepared at least to be honest: 6 Ec onomi ¢
stability and prosperity in Britain is the top priority for the Government. It is at the heart of

the Coaliti o'nHoweeer, wewoeld dispube that priority and point out that
economic success is no guarantor of security. Gaps in defence make our country

feeble and directly imperil not only our security but our economy as well.

7.3. Ensuring value for money

The supreme priority of providing adequate Defence and security does not mean that
budgets should not be questioned. Even if times were very prosperous the Government
would be right to seek a lean, efficient, fit-for-purpose MOD.

But the MOD is not its own master and control is aggravated by the pervasive
involvement of Treasury in the MOD. At every level they second guess civil servants and
military staff producing frustration, changes and confusion, at times even using the
strategic MOD budget to balance short-term finances elsewhere. There has to be
proper financial control in the MOD, as in any government department. But it
needs to be internal, militarily competent, informed financial control.

The Treasuryods role is to provide the funds e
spend those funds to the MOD military experts. It has always been assumed that it is the

oDeterrend€enbhurlyé Zhatham House speech, Dr Liam Fox
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Treasuryo6s prime responsibility dga isageek
Decisions on UORs, most recently a public difficulty for Gordon Brown, have in practice
always been made by civil servants, regardless of their limited comprehension of the
operational need. However, the military judgments required to ascertain what is value for
money in complex military affairs regarding not only equipment acquisition but also how
the military runs its own business is something that should chiefly be provided by the
militarily experienced uniform branch, not by the militarily inexperienced Treasury civil
servants.

At present, because they have the responsibility for ensuring value for money, we have a
shadow army of civil servants second-guessing the military at ridiculously low decision-
making levels. This slows the decision-making process and wastes time and money, let
alone having to pay the salaries and pensions of this shadow army. Senior military
officers should (as in the US) be called upon to justify their use of public money in
front of Parliament i and if necessary be punished through non-promotion or
sacking if they get things badly wrong. Civil servants should primarily be responsible
for the coordination of policy with other departments and for ensuring that money is spent
as voted.

Captain John Castle RN well described the damaging effect of these pressures and the

effects on officersd advTinges letterd7 Jgne)v&hronghoetn t

my service career all important equipment meetings were attended by civil servants who
then reported back to the MOD along different channels to those used by those
responsible for the activity, the reason being that Civil Service mandarins insisted that
they needed to be i n «conts 0Dhere d@rd, onreffeatc tovo
parallel chains of command, one civilian, and one military.

Better integration of the civil servants into the military structure would occur if greater
numbers of retired officers were recruited into the Fast-track Civil Service stream, and
then earmarked for critical operational posts both in MOD and abroad. This would
improve the direct link between the Ministry and the front line, with better accountability
in decisions for lives and casualties. This duplication must be tackled. Deep cuts are
both possible and desirable. Nevertheless, we argue that, for reasons set out
above, funds saved need to be reinvested on defence equipment to make up for
serious past underfunding.

7.4. Dominant political priorities override defence needs

Number 10-directed public relations staff embedded in the MOD should be removed.
The MOD should, under its Secretary of State, revert to having direct responsibility
for all of its own external public relations.

Too often the MOD is required to provide pleasing headlines regardless of reality such as
Gor don Br oemeceGhat, as Ghancaldr, he had always given the Defence Chiefs
whatever they asked for. At other times, Defence is used as a political pawn in European
negotiations. This is tantamount to havi

For example, one of the causes for severe delays, overruns and inadequate

n
untin
ng O0s

specifications, wasthegover nment 6 s wi sh t o &Ubyembsar&ngi dar i
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on multi-national projects. A typical example is the eight nation joint project for the
A400M transport aircraft, desperately needed during the Iraq war and the continuing
Afghanistan war (see Annex A).

In 1999 there was an urgent need for 25 transport aircraft. The MOD recommended the
purchase of the available and well-regarded American C-17. The government overrode
this and commissioned the multi-national company Airbus, which had no experience of
military planes, and whose first priority was its more important civil A350 and A380
Airbuses. The first A400M prototype was flown only six months ago, and the first aircraft
is not due for delivery for several years, i.e. fourteen plus years after the decision.
Meanwhile, to bridge the gap, the MOD has had to lease C-17s, and after using them for
half their life then bought them at almost full cost, effectively paying for them twice over i
and with the costs of the A-400M still to come! It is a sorry tale, more concerned with

industrial support for the Labour Government 0

Defence of the Realm. This is not Defence expenditure, it is political manoeuvering.
Such costs should never be laid at the door of Defence.

On a similar tack, the budget is often wasted by creating jobs in marginal
constituencies, instead of a single-minded concentration on a timely, cost-
effective Defence provision.

There is a strong case for future projects being divorced from political whim and confined
to British suppliers, well regarded US suppliers or on a bilateral basis only with efficient
like-minded contractors elsewhere. Unless there is a national imperative to retain a
particular area of expertise, MOD should aim to reduce technical and financial risk by
buying proven capabilities off the shelf. If jobs are an issue in constituencies, then an
efficient option is to build US equipment under licence in this country. Our
recommendation is that we should align our Defence procurement to that of the
US, on the basis of hard economics and nothing else.

7.5. Working to outof-date reviews

A further weakness in defence procurement, which is the fault of government and not the
MOD or Chiefs of Staff, is the infrequency of strategic defence reviews and the absence
of rethinking IBand thathreats $0 be rheb. he IAmeariaan government
has four-yearly reviews. This point is well understood and accepted by the new Coalition
government. It is currently undertaking a complete review of the role which Britain should
play in the world on the premise that Britain dare not shrink from its global
responsibilities. This is a necessary prerequisite to an effective strategic review. The new
government has also promised that future such reviews will take place every five years to
ensure relevance. These are very necessary and long overdue reforms.

7.6. Shortage of time foreview

The current SDSR is being conducted to timescales that are hasty and ill-
considered. Almost certainly, the conclusions and budget will have to be revisited in the
light of any attendant strategic failures. In future there must be proper process and
timescales for a Strategic Review; it cannot be hurried just to meet financial crises. Of
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course, much supporting work can be done in parallel, but strategic decisions should
not be taken on the run. Time must be given for an honest appraisal of the challenges
and threats, from which the FCO must elaborate a policy for approval by the NSC. Only
once that is completed can the required force levels and equipment be assessed and
costed. At a minimum, such a process will take a year, and even that would be
tight.

7.7. A failed culture

0The obvi ou s theldoatediadnanisteation of the Ministry of Defence, which
lacks agility. Can we really afford a permanent joint headquarters as well as an MOD?
Since personnel make up a large slice of the budget, one has to question why we need
more than 86,000 civilian staff to direct 175,000 servicemen and women. It seems
extraordinary that the MOD employs 23,000 in defence equipment and support (DE&S)
yet it can take years to get even the most fundamental equipment into commission, such
as radios for the infantry.§?

The underlying weakness of the MOD, which reinforces all other weaknesses, is a failed
culture where ultimate responsibility is hard to identify. After repeated organizational
changes, the MOD is still subject to multiple and often conflicting priorities. For
example, there remains considerable overlap between PJHQ and the MOD with each
trying to double-guess or me d d | e i n the oThedevéns Rebviews of
organisations will need to remove duplication, but have structures that adequately reflect
the functional strategic, operational and tactical levels of command with no overlap.

Until just recently, uniforms were never seen in MOD and the sense of anonymity that
civilian dress created meant that advice from a quick-witted junior civil servant was as
highly valued as that from a 4-star, and it was difficult to determine where real
responsibility lay. This anonymity had the effect of encouraging a risk-averse culture

ness.

amongst a band of OWhitehall Warri or pr@gectsvh o,

to overrun in cost, or be delayed, creating a bow-wave of £36bn much of which can
never be afforded.

O0Ci vil i ani zedthiougmté thepf@maesi@aOne example is the contradiction of
an all-encompassing Health and Safety at Work Act versus the need to use lethal
violence. Having to comply with this and other European HR legislation impacts
directly and negatively on our fighting capabilities and bears a significant (and it
could be argued unnecessary) financial cost. The possibility of derogation from Treaty of
Rome in certain areas of defence mostly to do with HR legislation should be considered.

Defence underfunding has also combined

MOD®G s m bfficers. dhisyis an admirable attitude in war operations, keeping up
morale and making the best of the resources at hand. It can be seriously misleading and
damaging when applied in the MOD. Sir Max Hastings, in a recent Times letter (11 June

“6Where Britain should cut to d e Financidl Tinds,e28 Julg 2009m 6

t
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2010), put the point well. He said the Armed Forces have always wanted to fulfill the
aspirations of government despite a chronic shortage of resources. They understandably

fear being trapped in a spiral where, if they balk at fulfiling commitments cherished in

Downing Street, they will be punished by defence cuts which will further reduce their
capabilities, etc. Despite serious doubts about undertaking the Helmand mission with

such meagre resources, the military chiefs felt unable to dissent from Prime Minister

Bl airds wish to c¢ont TGO poesence intAfghartistare Thed t ange o 6 N
attitude increasingly leads the Services to accept responsibilities which over-

reach their inadequate resources.

In this atmosphere, the best decisions for the efficient defence of the country become

unduly difficult, with many ill-considered cutbacks. These range from small sums, such

as the £7m i 20% cutbacks in the unit monitoring Russian military forces shortly after the

Russian invasion of Georgia when the unit was most needed, to the continued annual

cuts in the vital MOD R&D budget from £540m in 2007/8 to a planned £439m in 2010/11.

On the grounds of Oneed to knowd the i mplicat
and cannot be properly analysed. Yet the MOD is always robbing Peter to pay Paul, but

now Peter and Paul are both destitute and can no longer function effectively. Decisive

efficient change in how spending decisions are taken is long overdue.

7.8. Achieve greater effectiveness

These reinforcing weaknesses can be overcome only by the MOD acquiring the three
clear characteristics of any effective organisation charged with delivering complicated
and risky major projects:

e firm, knowledgeable, long-term leadership laying down achievable long-term goals;

e a staff with the freedom, competence and encouragement to challenge and test all
policies and projects to ensure the optimum outcome; and

¢ a single-minded focus throughout the organisation on the agreed aim, which for the
MOD should be the maximum achievable, value-for-money national Defence against
the actual and possible threats identified by an objective Strategic Defence and
Security Review.

The MOD, as presently organised, does not meet any of these criteria.
7.9. The need for some new blood

The need at the higher levels of the MOD is for continuity and accountability. With Liam

Foxb6s appointment as Defence Secretary, for t
politician at the helm who is prepared to fight his corner effectively. He needs time in post

to accomplish his tasks, and then be accountable for decisions made. To support him,

there is also a need for continuity in the posts of Chief of the Defence Staff (CDS) and

Permanent Under Secretary (PUS) with the latter ideally having some military
background.

The CDS should be the sole source of military advice, with the establishment of clear
lines of functional responsibility between military officers and civil servants. In an ideal
world, the single-Service Chiefs of Staff should also have tenure for a full government
term and have a far greateraccount abi | i ty f or budget if wastageistoSer v i
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be avoided in future, the Defence Procurement Agency (MOD DPA) will also need
continuity, with staffs posted in for the duration of a project and, as recommended in the
recent Gray Report, with the executive headed by a catalytic senior team with the best
private sector expertise.

The need is for an effective 5-year plan to make the MOD, with its critical
responsibilities, o6fit for purposebo.
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THE SCALE OF THE DEFENCE BUDGET THAT BRITAIN REQUIRES
O0fe quickest way of enh@domgegOrnveell war i s to |

6People who are not prepared to do unpopul a
mul titude are not fit t o TlBieWimsiomGhwahikr s i n t |

8.1. Defence expenditure shouldot be exempt from scrutiny

Britain is now in the midst of the most serious economic crisis since WWII. This,
combined with nearly ten years of uncontrolled public sector spending, has left
government finances exhausted. Against receipts of £548bn, government expenditure is
running at £696bn (see Annex B), with the national debt soaring as public spending
exceeds tax receipts by 25%.°® The new government must severely control public
spending for many years ahead while simultaneously eliminating waste and seeking far

greater efficiency in what remains. Thegover nment 6s own principal
are depicted below:**

General, inc Debt
Interest, £53

Defence, £38

Public Order
& Safety, £35

Environment, £11

Education, £88 Housing, £16 ®m General, inc Debt
Interest
H Defence

M Public Order &
Safety
Recreation,Culture M Economic Affairs
etc, £14

® Environment

m Housing

55

Future historians, confronted by this pie-chart for the first time, will be amazed at the
state of the British today. Apparently, they were paid to do little, were well-educated and

%3 Money GDP at £1,474bn and a Government expenditure of £697 bn against receipts of £548bn.
http://webarchive.nationalarchives.gov.uk/+/http://www.hm-
treasury.gov.uk/Economic_Data_and_Tools/GDP_Deflators/data_gdp_index.cfm

> http://www.hm-treasury.gov.uk/d/pesa_2010_chapter4.pdf

> http://www.hm-treasury.gov.uk/d/pesa_2010_chapter4.pdf
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had O4dorgadalveed health car e; but much was
could not be bothered to defend themselves, and cared not a jot for their culture. The
historians will perhaps rightly conclude that it was no wonder that Britain was in steep
decline!

As is clear, and contrary to public perception, Defence is actually only a relatively small
part of total expenditure. Nevertheless, despite huge budgets elsewhere, we accept that
in our current harsh circumstances no area of public spending can be exempt from
scrutiny. Even though successive governments have cut defence funding savagely
and dangerously for 29 years (See Section 1 graph) this scrutiny inevitably and
rightly includes Defence. But if the scrutiny were solely from an expert and
strategic viewpoint, the provision of current, indeed higher, levels of defence
expenditure would be justified, and implemented.

As we have argued, economic considerations alone cannot be the sole driver because
British Defence policy cannot be formulated in a vacuum, immune to events elsewhere.
The world is a chaotic and dangerous place with major shifts in the balance of power and
with the new players less wedded to niceties such as the rule of law. The need is to
identify the main threats, and to provide adequate, flexible capabilities to meet them.

8.2. The right SDSR philosophy

The best approach to the SDSR is that adopted by the Canadian Government in the mid-
1990s. This cut public expenditure by 20% in total over a few years. It did not impose a
blanket 20% cut on all departments. Rather, it considered which expenditures could be
better delivered by the private sector, and cut those heavily. For the rest it looked at long-
term national needs, cutting most, but not all, departments, especially the wasteful
spenders. Some departments, which provided important services but which had
been underfunded, received increased budgets.

The same sensible, rigorous and long-term approach, if fully applied in Britain, would
concentrate cuts in departments which have received huge increases in funding in real
terms, and which are known for wasteful expenditure (Welfare, Health, Education, etc.).
The other vital services, such as Defence and Foreign Affairs, which have seen no
increases in real terms for 13 to 20 years, could justifiably expect increased funding.
That said, all departments need rigorous scrutiny, for all have some wasteful
expenditure. This is true of the MOD as set out in the preceding section. But when
efficiency cuts have been made, the case for net increases remains strong given
the very rundown state of all three Services and the growing range and types of
threats (see Section 2). It is interesting to note that the American Defence Secretary,
Robert Gates, has launched a sweeping initiative to find $100bn of savings over the next
five years by reducing unnecessary spending at the Pentagon. His intention is to put all
of the savings back into the fighting forces and the modernisation of weapons systems.
The MOD should be allowed to do the same.

pr ovi|
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8.3. The transition to a workable approach

As highlighted by former Chief of the General Staff, General Sir Richard Dannatt,*® there
are four principles to consider as the MOD moves from its present underfunded and
overcommitted programme to a sustainable and efficient long-term budgetary approach:

e agreeing the extent and depth of our global engagement, then assessing the Defence
requirements to effect that engagement;

e covering the £20bn capital cost of the Trident nuclear deterrent;

e giving high priority to the equipment needs, and matching troops-to-task, in the
Afghanistan operation;

e rationalising and prioritising the £35bn planned procurement commitments, not
presently covered in the £36bn annual core defence budget.

The starting point must be for the National Security Councilt o i dent i fy Britai.
and trade routes and then to judge what threats would apply. In deciding how to deal with
the threats they must then decide where we act collaboratively and where and how we
act alone. Inevitably, this will require discussion with allies and consideration of
alternatives, in an iterative process which cannot be completed thoroughly before end
2010, if then. However, only once this process has been finalised could MOD correctly
decide which parts of the £36bn of unfunded procurement were essential and which
were not. Regrettably, because of the pressing need to find cuts, this process is
being short-circuited and may result in funds going to programmes that do not
support policy, while other more important tasks may be left underfunded. If done
logically this process would save large sums over the next ten years as wasteful or
irrelevant orders were cancelled or renegotiated. Of course, unlike the situation in 1998,
the remaining tasks must be funded in full.

Second, given Government support for the Trident nuclear deterrent replacement,®’ the
£20bn capital cost spread over the next 10-12 years has also to be found, but not from
within the current defence budget. In the past the Treasury has borne the capital costs of
the nuclear deterrent, and the MOD the running costs. If this arrangement is no longer
acceptable to the Treasury, the consequences for the remaining MOD budget would be
dire, unless additional funds were transferred to cover it. As Dan Lewis of the Economic
Policy Centre put it:

6George Osborneds insistence that Trident's
Mi ni stry of Defencebds sbuddaeaitr ehasse cpulr 8utlgedni Bir ij tes
no doubt, should this decision stand, it will have decades long consequences for our
Defence and none of them favourable. For now our cash-strapped, ultra-lean Armed

®oHavi ng to pay for Trident i drRDdneatt, Bdda§ Belegraphm IsAug ni g ht me
2010.

*" Trident will remain undetectable for the foreseeable future and a continuous patrol posture will

guarantee that the deterrent remains always in place.



41

Forces, will have to be pared back even further and quite unable to do much at all, let

alone deter, fight and win conflicts that wi
Osborne insists he is fiabsolutely clearo that
Perhaps then he might instruct his Treasury mandarins to share with us the cost-

benefit calculation which shows that the UK would be better off succumbing to

nuclear blackmail or a mushroom cloud over London?8§®

Should the MOD be forced to bear these additional costs from an already overstretched
budget then the implications for all remaining conventional forces will be huge. The
resulting imbalance between our nuclear and conventional strengths will
undermine effective deterrence and make the Treasury the architect of defence
strategy, a role for which it has no competence.

Third, the MOD must decide the essential requirements to provide the right equipment,
troops and training needed t o maxi mi se t he
responsibilities in Afghanistan. But this extra expenditure must come from contingency

funds. In his statement on 15 Dec 2009 the then Defence Secretary, Bob Ainsworth,
raided the core budget to fund much of the <cc
Secretary of State begin to understand the very dangerous precedent that he has

created by giving in to the Treasury demand that Afghan expenditure should be funded

from the core defence budget a°hweagee with SBirom t h
Malcolm Rifkind; this was wrong and very short-sighted. As a direct result, squadrons

were disbanded and bases closed. Funds for conflict must be provided from the
contingency budget.

Fourth, there is the issue of transparency and hence accountability. The Tr easur yos
but limited role in defence funding is to ensure that money is well spent by a lean and

efficient MOD. It is for the Prime Minister, the Cabinet and the NSC to decide

whether or not to afford expenditure against a particular threat i and not the
Treasury. The Governmentés duty to the electorate
analysis of their decision to explain the risks and how a threat will be dealt with
effectively. Then Parliament and voters i for they and the whole nation will be at risk i

must judge. Transparency in this area is vital to allow Parliament and the nation to

exercise sound judgment.

What has been outlined above may seem startling or revolutionary to politicians and civil
servants. It is, however, the thorough, long-established and long-term approach of
successful international companies.

*® Dan Lewis, Yorkshire Post 18 Aug 2010. http://www.yorkshirepost.co.uk/opinion/Don-Lewis-If-we-
dont.6482645.jp

% sjr Malcolm Rifkind, Hansard 15 Dec 2009
http://www.publications.parliament.uk/pa/cm200910/cmhansrd/cm091215/debtext/91215-0005.htm
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8.4. The broad funding imfications

It is not possible for outside commentators to calculate the exact funding requirements of
the Defence Budget, nor its timing. That is the responsibility of the MOD working to the
recommended approach. But certain useful observations can be made:

First, the methodical approach suggested would lead to significant savings over
the next few years compared to what would otherwise have occurred, as poor
value contracts are modified or cancelled. (However, we are gravely concerned that
Treasury interference, if permitted to continue, will cause costs in several programmes to
rise as orders are modified, extended or cancelled to meet short-term expediencies.)

Second, the approach outlined would make less likely ill-considered arbitrary cuts to core
capabilities that are essential if we are to remain war-capable.

Third, casualties will fall in Afghanistan only when sufficient and fully trained

troops are deployed with adequate equipment. According to independent coroners a

third of Br i t ahanistanswerd avaidables had there Adeiyg enough training

and equipment. Thi s is truly shamef ul and in future,
strong commitments to troops in Afghanistan and their families, an unacceptable

position.

Fourth, reforms in personnel numbers, training and equipment cannot be implemented
quickly. Expenditure would rise only slowly over the next three-five years and, as
economic growth builds, will become more affordable with every passing year.®° It
is foolish to be over-concerned now about such cost increases since they cannot happen
quickly and will only impact as the economy begins to recover.

Fifth, as a number of commentators have noted, at much below 3% of GDP the
effectiveness of the armed forces is likely to have been impaired, with token capabilities
and hollowed-out forces. Based on established international precedents, a realistic core
budget for the baseline Defence of Britain is likely to cost around 3% to 3%% of GDP
(compared with just 2¥% at present). This would provide a realistic baseline peace-time
posture, that would include training, personnel, infrastructure and equipment, but would
not include any additional funding for war fighting or for all Forces to retain an
unnecessary immediate readiness for combat. However, having only a (baseline)
peacetime budget still means that the additional costs of operations, whatever they may
be, must be found from contingency reserves. In recent years this has been of the order
of £3bn-£3%bn a year for Afghanistan alone.

As a percentage of GDP, a peacetime core Defence budget of 3 to 3¥%% is entirely
affordable. Any British government which decided that these relatively small sums were
unaffordable would have seriously questionable national, economic and social priorities.
We believe that a 3% GDP budget, amounting to some £50bn, would enable the MOD to
fund the Trident replacement adequately, progressively to remove the bow-wave in

% This is particularly true for the Trident programme whose heavy capital costs do not begin until 2015.
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procurement, to restore proper R&D funding to enable us to regain the technological
edge, and to make improvements to personnel terms of service. This slow improvement
would take approximately 10 years. Once these changes were accomplished then it
would gradually be possible to rebuild our equipment capabilities for the challenges of
the future.

The last British governments that believed 2% of GDP spent on Defence was the
maximum affordable when recovering from a severe economic crisis, were the Baldwin
and Chamberlain governments of the mid-1930s. Their under-provision of the Armed
Forces was a significant factor in failing to deter Nazi Germany from invading Poland,
thereby triggering WWII. That war cost 50 million lives, involved Britain in spending up to
60% of GDP on Defence in the war years and impoverished the country for decades or
more after the war. With the steadily growing threats to British and Western
security, this is no time to repeat the false defence economies of the 1930s.

If, despite all our arguments, the fiscal crisis really is so dire that we must risk our
safety, then it must be for the briefest period. We must shape the budget over the
next few years, making no irreversible decisions on capability, and must publish a
clear commitment and plan for regeneration up to at least 3% of GDP, as we have
suggested. In the meantime, the MOD should require staffs to suggest options for
savings; these might include:

e Cancel any overrunning projects, and buy @ff the shelf6(e.g.i C-17 & C-130J v A-
400M)

¢ Reinvest any profits from programmes (e.g. the Joint Strike Fighter (JSF)) directly in
Defence.

e Encourage our Allies, particularly the Europeans, to shoulder more of our running
costs in Afghanistan.

e Offering to hire our assets for the benefit of EU/NATO. (e.g. pilot training, AT, ISTAR,
AAR etc)

e Sell off redundant or excess capital items profitably, when they still have market value
and before they become obsolete. The Tranche 1 Typhoons are obvious candidates.

e Lease assets required only for short duration/limited wars. Many of the UOR assets
for Iraq and Afghanistan might fall into this category.

¢ Insist that the Falkland Islands pay in full from any future oil revenue for the
costs of their defence. This would include the aircraft carriers and appropriate
running costs. (It would have the additional benefit of reducing inflationary pressures
in the islands!)

We fully understand and accept the Coalitiongover nment 6 s need
and unpopular actions to cut the crippling inherited budget deficit. But this cannot
sensibly be undertaken by cutting all departments by similar percentages
regardl ess of the nationds needs. Rat her ,
priorities established. The first priority must always be Defence and Security i

judg
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whichisthegover nment 6s decl ared policy. Wit hout i
can be enjoyed in long-term safety. After years of serious underfunding, Defence
is not a suitable candidate for net cuts.

Rather, the case for gradually restoring the Defence provision to the necessary level over
three years, to guard against serious threats and to preserve our vital alliances, is in our
view i and in that of nearly all military experts T unanswerable. That said, there is
considerable scope to eliminate waste, inefficiencies and MOD overstaffing. The
Treasury has every right to expect a lean and efficient MOD, and we have detailed many
actions which deserve early consideration. But it is not for the Treasury to determine the
level of Defence expenditure required. That must be the direct responsibility of the Prime
Minister and the National Security Council.
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CONCLUSIONS AND RECOMMENDATIONS

6l f people were told their dangers they woul ¢
i Sir Winston Churchill

91. As David Cameron has reiterated, otheff ence
any gover Fomtbisrduty o be properly discharged the government must first
determine Britainds gl obal r o Ifieally the bapabilitidssh e t h
needed. This critical process involves momentous and largely irreversible long-term
decisions which will determine Britain 6 s secur i ty Thegovanmgrd meaest at i on
not get such decisions wrong. The present unduly rushed process must be slowed

down to give the necessary time to avoid potentially disastrous mistakes.

9.2. Sincet he | ast Strategic Defence Review (199
have grown and, worryingly, continue to grow. Population rises will intensify pressures on
water, food and minerals, with shortages being exploited by the unscrupulous.
Resources, systems and lines of communication upon which we have relied are now
under threat. If we wonot h e | plliesowillroslye Help €5 so lomgu $trong

defences are therefore essential.

9.3. Our homeland is increasingly threatened by the serious and growing terrorism
from Islamic fanatics, and to a lesser extent by a new wave of young IRA dissidents. This
internal threat cannot be divorced from external threats. A combination of soft and
hard power will be required to address this issue, with the Armed Forces, and the

police, having a pivotal role, both at home and abroad.

9.4. Inevitably, Defence has to be reactive to these changes and not just to financial
pressures. Defence needs are externally dictated and guarantee safe enjoyment of life
and all othergood s and servi ces. We need to strength
the Special Relationship and NATO cohesion, the indispensible twin pillars of our
defences. Compared with the alternatives, proper Defence is affordable, essential
for collective security and needs steady long-term funding. A proper commitment to
Defence encourages allies and ensures high quality recruits. The reasons why Defence
and security requirements are different from all other calls on public resources are poorly
appreciated by both politicians and the public due to the long absence of major wars. A
dangerous, widespread complacency exists; the new government needs to
educate the public and make the case for better Defence as the highest national

priority.
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9.5. British diplomacy is second to none. Sadly, it has been underfunded for years,

and given strategic tasks that do not ref]l

abroad. Far greater importance should be given to foreign affairs and strong diplomacy,
one of B r restablisimed, srespkectedd gnd necessary strengths. The Foreign
Office should be refocused and given the relatively modest increase in resources

needed to discharge its role efficiently.

9.6. All three Armed Services have been run down to barely half strength while global
commitments have continually increased and are still increasing. Priorities need to be re-
ordered, waste and inefficiencies eliminated, but the many shortfalls made good. No-one
can foresee which Service or combination of Services will be needed for any future major
emergency. | f Britainds nuclear deterrent is

expense of conventional capability. Each Service needs a balanced, flexible
general capability to deter known threats, with a sufficient reserve to cater for the

unknown.

9.7. A succession of defence cuts has created a bow wave in procurement. Multi-
national procurement projects have proved costly, inefficient and involved unacceptable
delays. The resulting lack of equipment has caused serious avoidable front-line
casualties. Priority should be given to reliable single company suppliers, mainly in Britain
and America. Our economically and strategically valuable indigenous defence

industry deserves more government support.

9.8. There is an urgent, long overdue need for a much improved MOD structure,
organisation and culture. This is recognised and being implemented by the Coalition
Government. It is rightly devolving greater responsibility to the Services to run
themselves. Above all, the MOD must be given the ability to challenge and debate
effectively both proposed strategy and projects to avoid past costly mistakes.

These are the essential characteristics of any successful large organisation.

9.9. Defence expenditure must be scrutinised. In the present economic crisis it is
widely but mistakenly believed that an adequate Defence provision is unaffordable. It is
not. Failure to provide adequately for Defence risks incurring far higher costs later.
Deterrence is far cheaper than fighting wars and fighting wars is very much cheaper than
losing them. Long-term Defence funding is cheaper than any other alternative. If an
estimated annual waste of £3bn-£5bn is eliminated, it should be reinvested to

make good glaring deficiencies. In parallel, over the next three years, Defence

o
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expenditure should rise by about a further 1% of GDP. It cannot practicably be
increased faster. By then Britain would be spending approximately 3%% of GDP on
Defence. An annual core operating budget of 3¥%% of GDP is sensible, entirely
affordable, and excellent value for money. As Britain emerges from the recession, and
economic growth resumes, this extra net investment is well within our means. It is simply
a question of national priorities, and justifying those priorities to the nation. As Bernard
Jenkin has tellingly remarked, 6 Ther e can be no prosperity wo

security. o

9.10. In summary, with the steadily growing threats to British and Western security, this
is no time to repeat the false defence economies of the 1930s, and to risk the calamitous
costs and lives which could be involved. The government must have the courage and
foresight to take the long view and apply the well attested lessons of history. Adequate
Defence provision must be threat driven, not budget driven. The need was
understood by Britai nods ,sucheaa Bueke &and €hurahill.eGovemment
must have a realistic long-term vision that recognises and prepares for the dangers in a
timely and sufficient way. Will the Coalition government rise to its responsibilities?

The nation, our allies 7 and our enemiesi awai t é






