1

~180)7
OUU /

pecember

I CONFIDENTIAL
IS THE PROPERTY OF twm e e
IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT

COPY N

I~
o

0

VAT
Y.

DEFENCE AND OVERSEA POLICY

DEFENCE SALES

Note by the Secretary of State for Industry

I The industrial advantages of defence sales are potentially
very great: lower unit costs for our own services: increased
employment, and the maintenance. and expansion of the high
technology base on which our survival as an industrial nation
will increasingly depend. I therefore welcome the proposals
for increasing defence sales set out in the Note y‘fhé
Secretary of State for Defence (0D(80)70) so far as they go
and wholly endorse his view that "defence sales should be
seen as a legitimate component of foreign policy ... " and
that "we should defend them unapologetically in public".
However, while this must be largely for the Defence Secretary's
judgement, I am not myself convinced that his proposals are
sufficiently radical to attain the objeective set out in the
Prime Minister's Farnborough Air Show speech.

2 All too often the short-term political difficulties in a
particular sale,determine our policy even where delivery will
not take place for some time, in some cases perhaps even for
some years. UMoreover, a defence sale to a particular country
can increase our influence in that country over many years,
particularly where, as with aircraft, there is a long-term
dependence on modifications and on spares. In my view therefore
much more weight needs to be giyen_to the long-term aspects in 74
weighing short term political difficulties. :

3 TIn this context we need to consider whether our public

relations on defence sales are right. I suspect that we need 75
to publicise the economic benefit of defemce sales much more

than we do.

i tary's statement p——
LI ndorse the Defence Secre y sta :

that %8Zd$§é%yg§ve /defence sale§7 suppoptlln Mé?éﬁﬁii;:é 76
Visits". It seems clear that guite spec;g gﬁgf e

for defence sales are now opening up in ted ro rammé .

Ought we to be thinking about an orchestrate fgomgthe
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5 While the Department of Industry would be happy -
in any discussion about credit, I wonder if other finagol-"n
aspects should not also be separately studied. I have Clg]

particularly the Commercial Exploitation Levy (CEL) apdm ing
associated levy on Royal Ordnance Factory sales. ap* th?

that CEL is not charged where the manufacturer doeg nolgreclate
a certain profit level. But British Shipbuilders haye Cmake

that the Ministry of Defence do not waive CEL on British Ompl_aineq |
and equipment on warships they build; and this thus ;edvu!eapo,ls .
their competitiveness on the world market. More fuﬂdamenies i
what is the effect on the Defence Budget and/or the Excp ally .
of the receipt of these levies? Would it be more cost e?‘%uer. | 8
I for these levies to be used to stimulate further defence Sectp;e h:
i and thereby further reduce unit cost to the Services? aleg \

“q 6 I welcome the progress that is being made in giving due ‘

weight to the sales considerations in forming our equipment | §
requirements while accepting that the Services must get what | &
they need. This Department is playing a part in this at the
stage of the Defence Equipment Policy Committee and I inteng
that, following arrangements recently introduced at official
level, it should also make a contribution at the stage of the
formulation of operational requirements. The maximum progress =
however, will be made only if there is a full commitment among’ f
all concerned in choices of equipment to the Prime Minister's
objective.

7 On a point of less fundamental importance, there may be
scope for making small "demonstration" purchases of defence
equipment even where we have no overriding defence requirement
. ourselves for it, or where we have chosen to standarise on
aind i another equipment. Such purchases would entail additional
operational and capital costs, but, where these are judged
worthwhile on industrial support grounds, we should be prepared
to see the services used, in effect, as a contractor to show
confidence in UK manufacturers' equipment. - Two current
possibilities are the Vickers Valiant Tank and the Land Rover -
based Laird half-truck.

8 Finally, the French are exploiting their oil deficit by ir
arguing to Middle East customers that, since France needs the
oil long-term, there is no danger of France cutting-off the
future supply of spares for French arms sold. In cou*raSt’ving

the only advanced industrial country in the world mo
_surplus but have not so far exploited this it =
sales context. I understand that officials aT® ..,
= L suggestion that defence sales to countries L./,
might be promoted by associating with thi
to hypothecate a supply of British oll‘aacerruptio'l
in the event of a future temporary 10° % g
in a sense British oil would be offer®
provisioning" if necessary. There way
e iestion but I hope that it W




