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The purpose of this technical background paper is to discuss eementary concepts regarding supply and
demand in the market for smal arms. Section 1 examines the theory of the supply of smdl arms. It
concludes that we are unlikely to see areduction in peopl€ s willingness and ability to supply smdl arms
to the globa market. Section 2 discussesin detall the demand for smal arms. It concludes that people's
willingness and ability to acquire smal arms is difficult to restrain. Section 3 examines the interaction of
supply and demand for small arms. It assesses and makes predi ctions regarding the future devel opment of
this market. Section 4 summarizes.

1. The supply of small arms

Rdative price/unit
The theory of supply

In economic theory, supply is a function of cos.?
Defined technicdly, supply is a relation between
guantitiesthat sellersarewillingand ableto supply
at variouspossible prices. The key words arewilling
and able. If the price is zero, someone may be able to
supply but is unlikdy to be willing to do so. Smilarly,
even though the price may be high enough to make
someonewilling to becomeasupplier inthismarket, she QYL Q(2) Quantity
may not be able to do so (may not have the necessary
expertise or may have dternative, more rewarding
employment and earning opportunities). Theory predictsthat existing supplierswill supply larger quantities
if higher priceswarrant the extracost incurred (given that existing facilities need to be run harder). Infigure
1, thisis represented as amove from point A to point B (from quantity Q* to quantity Q2) and explains
why economists maintain that supply is essentidly a function of the cost of bringing product to market.
Lower prices, conversdy, discourage suppliers to participate in the market, and quantity supplied fdls
(from point A, quantity Q*, to point C, quantity Q1, infigure 1). Thus, thesolid linein thefiguretracesout
supply reactionsin response to changing market prices. Asthe definition sates, variationsin price cal forth
associated variations in quantities supplied.

Pick any one of the many possible prices, such as P*, and assume (for now) that this price is
unchanging. The associated quantity that sellersarewilling and ableto supply isQ*. If, a the existing price
of P* fewer suppliers arewilling and able to participate in the market, the quantity supplied to the market

Figure1: Supply of small arms

! Technical background paper for the Small Arms Survey project, Graduate | nstitute of International Studies, Geneva.

21t isalso afunction of the number of suppliersbut, aswe shall see, that inturnisafunction of each potential supplier's
cost of market participation.
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ghrinks (point D). Thisisindicated in the figure by awholesale shift of the solid supply lineto theleft. Even
though the price has not changed, the quantity supplied now is only Q(1). This reduction in willingness
and/or ahility to supply must come about for areason other than the changein price (which, by assumption,
is held unchanged). For example, theimpaosition of asuccessful globa smal-armstrading regimethat would
permit only internationdly certified suppliers to participate in the market would have such a quantity
reducing effect. If, on the contrary, mor e suppliers are willing and able to participate in the market at the
exiding price of P*, the quantity supplied will increase to Q(2). (Point E in figure 1.) This could be
occasioned by aliberdization of the market, so that no regulatory redtriction isimposed on participantson
the supply sde.
Importantly, we may think about the decrease or increasein
Pricefunit ($) quantities supplied occasoned by different regulatory
A - Supply environments (restrictive or liberd) as a cost-equivalency issue.
An increesing regulatory burden increases the cost of
> 7 participation in the market place. In figure 2, shifting the solid
supply lineleftward (more regulation makesfewer peoplewilling
and ableto participatein the market) isthus equivaent to shifting
the lineupward (higher costs make fewer peoplewilling and able
to participate in the market). We move, at unchanged prices,
> frompoint A to point D: the higher cost cannot be recouped and
QY Q Q(2) Quantity forces some suppliersto exit themarket in pursuit of other, more
Figure 2: Supply of small arms lucraive opportunities, and the quantity offered falls to QL.
Alterndtively, we move to point A’: higher cogt requires
recuperation via ahigher priceif the same quantity, Q*, isto be offered. In ether case, the solid line shifts
to become the dashed left/upward line. Similarly, liberdization of the market reduces the cost of market
participation. This isequivaent to shifting the supply line down/rightward. A downward shift of the supply
line (from A to A” and B to E) is equivdent to arightward shift (from Ato Eand Cto A”). If the exigting
market price, P*, were to remain unchanged, the quantity supplied to the market increasesto Q(2). Inthis
way, economists can monetize (expressin monetary equivalents) any regulatory or ingtitutional
change in themar ket snceany such change affectssuppliers cost of market participation. These changes
can be displayed visudly with rdaive ease, as demondtrated in figure 2.
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Implications of the theory of supply

Market participation costs can be divided into three categories: production cost, adminigiretive cost, and
sling cost (and these include the cog, to the firm, of attracting the smal arms entrepreneur to enter and
day in thisline of busness, i.e, the “profit” thiswork must generate for the small arms producer or trader
to remainin theindustry). Consider production cost first. To be sure, there are varieties of expensve smdl
arms, amed primarily for sdeat legd military or police markets or the vast gun collector market. But ahigh
market price need not denote high production cost. Moreover, smal arms need not be pricey to bedeadly.
Smdl amsareinfact rdaively chegp to produce. Therequired industrial know-how to produce smal arms
islow, as evidenced by the many countries that produce smal arms despite an otherwise undistinguished
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record of indudrid performance. The materid input into smal-arms production is minimd, asis the need
for skilled Iabor. Smilarly, the basic chemigtry of explosives, and the meta-working required for shell-
production is available in amost al countries. Low production cost makes more people willing and able
to participate in the small arms market than would be the case with higher production cost.

Second, consder adminigtrative costs. Payment of a license fee would be an adminidrative cog.
Unlicenced, illegal production saves the producer the license fee. Codts are atificidly low, making
productionmore profitable than otherwise and make the supplier morewilling and ableto participatein the
market —though it beillegd. Quantities supplied to the market therefore are larger, Q(2), than otherwise
would be the case (Q*). Likewise, the absence of effective internationa regulation (market restriction) is
economicaly equivaent to an unfettered trading regime. Absence of effective regulation means zero
adminidrative compliance costs. Once more, lower cost improves profits and makes potentia suppliers
morewilling and ableto participatein the market. In contrast, globa enforcement of supply-control regime
of smdl-arms requires the establishment and financing of agloba enforcement agency. Thisseemsunlikely
to cometo pass. Evenif it did, arisein compliance cost would encourage black-market (illegal) production
in difficult-to-monitor regions of the world.

Third, seling cogtsfor smal aamsare low, too. By definition, smal armsare light-weight and compact.
They are easy to transport, easy to store (they do not spoil quickly), easy to smuggle, and they require no
gpecidized handling so that trangport can rely on a great dea of unskilled labor, not requiring high
compensation for its services.

A further consderation concerns the emptying of stockpiles of exigting smal arms (rather than the
productionof new quantitiesof small arms). Released stockpilesof small armscarry resdua market value.
Officid armiesand policeforces are eager to redize thisresidual market vaue to reduce the net budgetary
cost of the acquisition of newly produced smal arms. Even if a sockpile release is wdl-regulated and
gtockpile sdesare made only to well-regarded, officiadly sanctioned second-hand dedlers, adomino effect
is nonetheless set in motion that cascades down to more shady arms dedlers. Overal supply in the smdll-
ams market hasincreased. (Only stockpile destruction upon acquisition of newly produced smal armswill
keep the net injection of smal arms at zero — but this implies a higher budgetary cost of officid arms
acquisition by police and military forces))

Apart from production of fireearmsfor planned stockpile replacement, another source of supply to the
market is unplanned stockpile replacement due to theft. The militaries and police forcesin some countries
are more notorious than in othersfor loss of control over their smal armsinventory. But athief would not
bother to stedl smal arms unless there were aready market to recycle the weapons back into circulation.
The economic problem is that thievery, especidly in Stuations of poor inventory control, is a low-cost
activity so that the operation is profitable even if the stolen goods are sold a exceptiondly low market
prices. At amost any price, profit can be made. This permits the hoisting of large numbers of smal arms
on large numbers of people since their outlay on the weapons would be correspondingly small.

Another condderationisto focus on thewillingnesspart of the*willing and able’ phrase. If one sability
to participate in the market is cost-driven, and influences one' s willingness, another avenue to influence
willingnessis by mord suasion, to make the occupation of small arms supplier and dealer so odious that
the mora cost of participation rises. | am skepticd that this can be achieved. In aworld of more than six
billion peopleit is not redidtic to believe that afew handfuls of people will not be found willing to bear the
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moral cost of socia opprobrium.

Taking these factors in conjunction, my assessment is that one cannot well address the smdl-arms
problem from the supply side. Economic theory states that the only way to dissuade market participation
is to raise its (monetary or non-monetary) cost. But the cost of market participation in the smal arms
market islow and cannot feasibly be raised. Hence, we observe that many players are in fact willing and
able to participate as small-arms market suppliers. As| have argued in adifferent context (Brauer, 1991,
2000), it istime to examine the demand side for smdl amsto learnif it may be any eesier to interveneon
this sde of the market.

2. Thedemand for small arms
The theory of demand

In economic theory, demand for any good or serviceisexpressed asafunction of preferences, resources,
and relative prices. Demand may change over time and space, but at any given time and location, the only
determinants of demand are preferences, resources, and relative prices. Thismakesthe theory exceedingly
compact, even as it admits — as we shal see — of greet flexibility and complexity. Defined technicaly,
demand is a relation between quantities that buyers are willing and able to acquire at various
possible prices. The key words are willing and able. The willingness aspect relates to people's
individualy determined and therefore subjective preferences to acquire this or that good or service, and
the ability aspect relates to one's objectively available resources with which to pay the asked price. The
relevant priceisthereative price, namely the price of smal armsrdativeto the price of other desired goods
or sarvices. Relative prices and resources serve as condrants to the unlimited fulfillment of one'swishes
(preferences) and makeit necessary to choose how one alocates on€e' sresources among competing ends.

With regard to samdl arms, willingness is determined by on€e's preference for the possession of smdl
ams. Even if the rlative price of small arms were zero, so that neither prices nor resources would pose
a binding congraint, many people would still would prefer not to acquire fireerms. Their preference for
fireams is zero. Others, no doubt, would obtain one or more firearms, but just as one does not drink
unlimited quantities a a party where the beer isfree, the wegponry acquired would be limited by the extent
of one's preferences. If price is greater than zero, willingness and ability to acquire smal arms is
determined, in addition to preferences, by resources (income, wedlth, grants, and credit) and the price of
small arms relative to the prices of other goods and services one desires. When the market price of small
ams falsrelative to the price of other goods and services, theory predicts that buyers are more likely to
purchase firearms. For example, when the provison of community security services becomes relatively
more expensive as when local police services are distant, dow, inefficient, or corrupt, theory predictsthat
the average penetration of the community with smal arms, especidly firearms will increase.® Thisis an
important example conceptually because it states that the price of local police (or other) services need not
be amonetary price a al. The absence of effective police servicesmeansthat their presenceiscodly. To

3 Firearms are one category of small arms. Other categories include weapons with which to stab, slash, or thrust (such
as knives, machetes, clubs, spears).
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ensure that these servicesare nearby (insteed of distant), are ddivered fast (instead of dowly), are efficient
(instead of inefficient), and are honest and impartid (instead of corrupt) al would require ahigher priceto
be paid in terms of effort and time, and perhaps of money as well. Thus, the effective absence of police
sarvicesimpliesthat the relative price of fireerms has falen even if the absoluteprice, the nomind price
of firearms, has not changed at all.

Conversdly, when the relative price of firearms rises, buyers are less likely to purchase — even when
their level of willingness and their resources are unchanged. Thus one generates the solid demand line in
figure 3. From an arbitrarily chosen arting point A, with relaive price P* and a quantity of smdl arms
sought of Q*, a higher relative price discourages people to participate in the market as buyers (point B)
and the quantity demanded fals to Q1. In contrast, alower relative price encourages peopleto participate
in the market (point C) and the quantity demanded risesto Q2. This depiction would appear to capturein
its entirely the very complex observations made empiricaly in the fidd.

Pick any one of the many possible rdative prices on the

Relative price/unit vertica axis of figure 3, such as P*, and assume that it will
reman unchanged. Now ask why in spite of an unchanged
relaive price the associated quantity demanded of Q* might
dther fal to Q1 (point D) or riseto Q2 (point E). Evidently, such
changesin market participation must occur for reasons other than
relaive price (since the reative price is hed unchanged by
assumption). The quantity of smal arms sought may be reduced
to Q1 —in spite of an unchanged relative price—if the preference

- - > for the possession of arms falls, or if the resources needed to
QD Q" Q@) Quantity acquire them dry up. For example, the preference for ams
Figure 3: Demand for small arms acquistionby individudsmight fal if the community inwhich they

Note: Therelative priceincludesmonetary  |ive figures out an effective sdlf-policing scheme that operatesin
and non-monetary aspects (eg. timeand  qyita of an inefficient forma police force. Alternaively, the
effort). e . .
degree of ams acquisgtion is predicted to fdl (from point A to
point D) if the resources necessary for their acquisition fal (lower income, wedlth, grants, and credit). Even
if local police services are lacking and one has developed a willingness to acquire arms to defend one's
person, family, and belongings, in the absence of sufficient resources one has little option but not to
participate in the smal ams market where otherwise one just might have. This, too, is an important
conceptud point for it indicates that underlying preference for smal arms acquisition can be “hidden” by
resource scarcity. Should resource scarcity be lifted (e.g., diaspora financing of conflict), smal arms
acquistion may increase dragticaly not because people have “suddenly” become more hostile or
aggressive, but because the resource congtraint has been lifted. In this case, the quantity sought increases
from Q* to Q2 (point A to E). A change in the same direction can occur if preferences change. For
example, if in addition to ineffective loca police services (an unchanged condition), bandits enter one's
community (anew condition, perhaps stimul ated by the knowledge of ineffective policing), the theory would
predict increasesin the average level of arming by members of the community.
As even these few examples show, the great advantage of the theory of demand isthat it admits, with
ease, an infinite variety of contextua complexity into a compact yet flexible andyticd framework. The
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complexities may well be better described by disciplines other than economics, such as psychology,
anthropology, sociology, and politica science, but the choice behavior, reveded when smdl asamsare either
acquired or not, iIsmaost compactly captured by thetheory of demand. Everything that can possibly happen
“on the ground” can be trandated with the theory of demand (preferences, resources, and relative prices)
into observed demand for small arms.

In addition to compactly express complexity, the theory of demand offers two other highly vaued
advantages. The firg is that the theory guides field work. Comprehensive, rather than partid, research
would address preference formation, relative prices, and resource availability as well as changes in
preferences, relative prices, and resources, both monetary and non-monetary. The theory is not only
compact while being complex, it is aso complete. The second advantage is that the theory serves as a
control on the hypothesized effects of any proposed intervention mechanism on smal arms demand. If for
ingtance one were to propose “ economic development” as an intervention mechanism, on the notion that
economic opportunity will reduce predatory behavior, thetheory would remind onethat such devel opment
also increases peopl€e' s available resources so that the net effect on smadl arms acquidtion is ambiguous
(reduced preferences reduce demand but higher income increases demand).

The economic theory of demand is a generd theory. It describes choice behavior with regard to
materid and immateria goods and services, aswell as“bads’ and “disservices'.®

Implications of the theory of demand

Inwhat follows, | provide anon-exhaustive number of examples, classified by preferences, resources, and
relative prices. The fird regards preferences. “ Preference’ is an economist’ s shorthand for an amalgam of
factors that refer to people's needs and wants, fads and fashions, likes and didikes, etc., that isto a
person’s subjectively determined perception. In the case of smdl arms, generdized insecurity in on€'s
neighborhood, village, region, or country, occasoned by interstate war, civil war, triba war, ethnic war,
rebellion, banditry, or the absence of an effective presence of law and order al increase the probability of
victimizationof onesdlf, one' sfamily, and one s property. Unsurprisingly, the preferenceto arm, or be near
those who are armed, or join in acodition of the armed, increases. Of course, aweapon to a Pashtun or
Yemini is like beer to a German or a game of basebdl to an American — there are societies in which fire
ams are an integra part of a culture. Preference shifts here are those that subgtitute one type of weagpon
(e.g., adagger) with another (e.g., arifle). The modern-day small-arms problem arises mainly in countries
that previoudy have had no close affinity with smal arms, such as in most of sub-Saharan Africa
Preference shifts here arise from new insecurities. Conversaly, genuine resolution of conflict will reduce
peopl€e s preference for small arms, just as genuine resolution of an illness will reduce my preference to

4 The theory of demandisempirically well confirmed and describes human and nonhuman behavior (asexperimentswith
laboratory animals confirm; see, e.g., Kagel, Battalio, Green, 1995).

5 A “good” is adesired, material or physically tangible outcome (say, a meal); a “service’ is a desired intangible,
immeaterial outcome (e.g., making amonetary or in-kind contributionto charity); a“bad” isagenerally undesired outcome
(forinstance, pollution); and a“ disservice” isan undesired immaterial outcome (say asreligious persecution). Of course,
what isagood or one, may be abad for another.
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purchase medicd care.

In research we may need to consder that those purchasing smal arms may not acquire an economic
bad but — by the purchase of a security tool —may betrying to acquire an economic good. A private good
can be a social bad, however, much like the purchase and use of a motor car is a private good that
contributes to the production of socia bads such astraffic congestion and ambient pollution. Peoplewould
likey prefer a socid good that provides private benefits (peace) but in the absence of the socia good
purchase private goods that, in the aggregate, can become socia bads.

Another consderation with regard to preferencesisthat fire-arms represent an efficient way of carrying
out conflict. They are cheaper, faster, more accurate, more deadly, easier to carry and brandish, and
operate over alonger distance thanany other wegpon such as shouting matches, jostling and wrestling, fist
fights and kicking or the use of close-contact weapons such as knives, machetes, and clubs, or long-
distance thrusting weapons such as spears. Weagpon-substitutionin disfavor of traditiona wegponsand in
favor of fire arms marks a preference shift and would be noted as a right/downward shift of the demand
linein figure 3, even if the rdaive price stays unchanged at P*.

Preferences for amal arms may change not only for “genuing’ security reasons but aso for lessnoble
ones. For example because of thejust-mentioned quditative advantages of small arms, they may encourage
predatory behavior, also leading to apreference shift resulting in aright/downward shift of the demand line.
Rdatively cheagp fire arms in an economic environment thet offersfew aternaivesto earn an honest living
become an éttractive option for aspiring entrepreneurs. Gun-point banditry becomes away of running a
business. In this case, an increasing preference for smal ams is a reflection of a requisite input into the
banditry-busness Thesmdl arms problem then isnot primarily anissue of consumer demand (finad demand
for a product) but of producer demand (intermediate demand for an input in the production of banditry).
The acquidition of smal armsthen is not an expense competing a the household level with expenditure on
other desired goods and services but is an expense that needs to earn areturn on investment. Since small
ams are S0 chegp, and make banditry so easy, the likelihood is that the return is high. High returns of
entrepreneurship encourage imitators to join the business, further fueling the demand, until profits (the
average loot) are driven down by lack of prey. Fewer prey support poorer predators. The economist
would predict that as the returns from non-banditry dry up (per capitaincomes in many African countries
have falen), the returns from banditry will fal as well, and only then will the preference for smdl arms
dahilize,

Banditry deprives the nomind state of tax revenue. It isno coincidence that the smal arms problemiis
prevaent in countries with week or falled Sate inditutions. Where the state cannot provide security, it
cannot appropriate tax revenue. It abandons appropriation to bandits. Unlike states, who husband citizens
inorder to securefuture gppropriation (a“ settler” form of gppropriation), banditsengagein one-timeraids.
They follow a nomadic “dash-and-burn” form of appropriation. Once the territory covered by bandits
incurs high travel codts, they find it economically advantageous to form arebe government, where looting
is converted to taxation. Instead of the anxiety of random looting, people suffer the certainty of stead
taxation. It becomes part of the self-interest of the new rulers to form a dynasty of tax extraction. Once
legitimized, their preference for small arms may fall as the system of resource extraction becomes
inditutiondized. Redlizing this, it becomes the interest of the State to provide conditions for economic
growth, s0 asto increase the tax take. Citizens will happily go aong, as economic growth aso increases
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the remainder |eft to them. This can encourage a new round of banditry. (On banditry, see Olson, 1993,
and McGuireand Olson, 1996.) The point of these examplesisto suggest avenuesfor research on existing
and changing preferences for smdl arms in developing countries. Uncovering what drives smdl arms
preference may not, in the end, uncover levers of policy intervention but without uncovering preferences,
we will not learn elther whether policy intervention may or may not work.

Second, congder the influence of resources on one' s willingness and ability to acquire small arms.
Resourcesinclude earned income, depletion of savings, grants, and credit. Once more, we need to consider
the issue both fromthe point of view of the consumer of amdl arms, for whom smal amsare an input into
the production of individua and family happiness, and the point of the potentid producer of banditry, for
whom amndl arims are an input into entrepreneurship and profit. Almost certainly, grants and credit will not
be available to fina consumers to purchase arms. But inasmuch as they free up or supplement income,
grants and credit are fungible and can be directed into purchases the grantor or creditor did not intend to
finance. Throughout the developing world, incomes and savings are small but the price of smal ams
gpparently is often low so that the cost of arms acquisition as a percentage of available incomes may not
be onerous. This would be true even more o if the value of non-traded production were monetized as
income. For example, economic gatigticsthat compute GDP per capita capture only market-based income.
Household agricultura production would not necessarily bereflected in GDP numbers. Thus, ahousehold's
actual resource availability isusudly higher than resource availability asmeasured by GDP. While measured
GDP per capita has declined in many African nations over the past two decades, it is not clear to what
degree actua resource availability has changed. Expensive household-level expenditure and income surveys
would be able to establish that, but it would be difficult to generdize the findings across communities,
regions, and countries. My impressonisthat itisunlikely that the demand for smal armswould have shifted
right/downward because of increased availability of resources.

Third, consider the influence of prices other than those for smal arms, including pricesfor other types
of wegpons (spears) or implements that may be used as wegpons (machetes). If prices for these goods
have been increasing, the relative price of smal armswould have decreased, thus inducing subgtitution of
one type of weapon for another even asthe price of aparticular firearm itsalf may not have changed a al
(infigure 3, the priceis ill a P*). For example, if the price of afirearmis 1, and that of a spear is 1, then
the relative priceis 1:1. If the price of aspear increasesto 2, the relative price is 1:2 so that thefirearm is
ineffect haf asexpensve asbefore. If spear and machete production were highly industrialized production
activities, their market price might be low, but | suspect thisis not the case. Likewisg, if the market price
of daily necessities increases, the rdative price of small arms rises (it become more expensive to afford
arms, even if their absolute price is unchanged). It would be a question of thorough field-based research
to find out how changing relative prices affect the demand for smal arms. The three factors— preferences,
resources, and relative prices —work smultaneoudy. For instance, even if the preference for small arms
increases, lower incomes and higher relative prices of other goods may nonetheless exert anet effect such
that the overd| quantity of small arms sought is reduced.

Producers of banditry and rebellion need implements to carry out their profession. In developing
countries, | sugpect thisis by far the larger part of the demand for smal arms. Even producers of crime
need to consder their cost and the return on their investment in crimind activity. Smal ams are by far the
cheapest means rob, pillage, loot, and cause mayhem. From the point of view of the bandit, it is dso the
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safest — and the best means of defense should the bandit be resisted. In the absence of effective regulation
of socid behavior (law and order), banditry becomesaplausible and profitable occupation. Just asfor the
amdl arms suppliers, the absence or corruption of regulation lowersthe cost of businessand induces more
people to become willing and able participants in the market. Even if the price of smdl amswere high, so
long asthe anticipated earnings from crime are higher than those of non-crime, an economist would expect
the demand for small armsto pick up (shift right/downward in figure 3).

Thereisawrinklein this story worth noting. Unlike find consumers, producers of banditry might well
be ableto count on credit to finance arms purchases, just likein some countries beer companies underwrite
the establishment of public houses (pubs) under along-term supply contract that obligates the pub to serve
only acertain company’s beer. A loca arms dedler can likewise supply firearms free of charge — so that
the bandit' s cash outflow is zero —in exchange for acut of the eventua loot. Credit repayment is enforced
by threat of injury or deeth to delinquent debtors. The arms dedler may of course be conceptudized asa
local war lord handing out wegpons and offering food, shelter, a semblance of community, and perhaps
even a monetary reward to a gang of firearm-widlding thugs. The dealer may be conceptuaized as a
rebellion movement, a revolutionary force, or even a counterrevolutionary cause — for example, in
Colombia. This, findly, suggestsnot just the availability of credit, but the generation of (plenty of) income
from which to finance the acquidtion of smdl ams.

My impression isthat the demand for smal ams is driven not by find consumers but mainly by the
production of various forms of banditry for which smal arms are a highly productive input. These
producers preference for banditry are encouraged by lack of effective law and order functions provided
by government which make banditry a profitable economic dterndtive to other forms of earning a living.
Moreover, banditry in the face of weak law and order enforcement generates income with which to
purchase more arms. Also, the relative price of amsis low, relative to other expendituresin the banditry
business.

3. Themarket for small arms
The theory of supply and demand

Having examined some aspects of supply of smal arms and Relatixeprice/unit

demand for smal arms independently of each other, | now

briefly examine their interaction. In figure 4, the solid supply Supply
and demand lines interact to yidld some average smdl arms

relative price, P*, and an overal quantity traded of Q*. In . P ’
section 2, | argued that the cost of market participation has~ © [ <
dropped for suppliers so that the supply line is depicted as i B Demand
shifting down/rightward to become the dashed supply line. \\\
Smilaly, in section 3, | argued that the desire to participate >

in the market as a demander has increased — primarily by = O Q@) Quantity
those who use smal arms as an input into the business of Figure 4: Small arms supply and demand
banditry — so that the solid demand line shifts up/rightward to
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become the dashed demand line. The intersection of the dashed lines provides the new market outcome,
alower market price, P, and alarger quantity traded, Q2. Both supply and demand have increased, but
supply more markedly so, whence there is downward pressure on the market price of small ams.

Implications of the theory of supply and demand

| mentioned in section 2 that | am skeptical that thereismuch that can be done about the supply side of the
market. So long as production, adminigtrative, and selling costs are low, and faling, | do not foresee
feasible ways to intervene in the market. As | argued, raising the administrative cost to producers by
impodtion of a globa smal arms supply control agency is probably not feasible, in part because the
establishment of such an agency itsdlf is costly and requires high coordination cost among the participating
dates. Each gate, in turn, would need to carry enforcement costs. Thisis unlikely to happen. Moreover,
as soon as the cost of small arms production isdriven up, it becomes enticing to operatein the unlicenced,
illegd, or black market.

The only remaining dternative is to think about avenues for intervention on the demand dde of the
market. Note what would happen in the smal arms market if demand fell (the dotted demand line). As
drawn in figure 4, the market price would remain & P but the quantity traded would fal to Q(1). But
demand is a function of preferences, resources, and relaive prices. Those devising policy options must
therefore think with care about how to reduce the preference for acquiring smal arms, how to increasethe
price of firearms relative to other goods, and/or how curtail the resource base from which small ams are
acquired.

Smdl amsare so plentiful and chegp that | do not believe that changesin their reative price will count
for much. It is probably more effective to think about preferences and resources. Regarding preferences,
my view isthat abandit’s preference for small arms stems from the economic opportunity (the loot) smdll
arms make passible. Thus, palicy intervention would need to focus on destroying opportunitiesfor banditry.
For ingtance, it iswell-known that the drug busi ness generates much of the resource (income) base for gun
purchases. Part of the small arms problem can be addressed by addressing the drug-problem. Legalization
of currently illega drugs, many economists argue (even “consarvative’ economists), would lead to lower
drug prices, destroying the business shuge profit margins, and undermine the demand for smdl aamsinthis
part of the smal arms market. Not unlikely, however, this may lead to a search for an equaly lucretive
subgtitute economic activity, such as domestic banditry and looting, of the sort frequently observed on the
African continent, or the establishment of war lords regiona spheres of influence such asin Pakisanand
Afghanigan.

Policy intervention would therefore consst of a two-pronged approach. First, to much improve
opportunities for socidly desrable forms of economic activity and, second, to frusirate opportunities for
socidly undesirable forms of economic activity. Of course, the regions and countries most affected are
precisely those where this policy approach is most difficult to implement. This observation does not,
however, invaidate the anaytic conclusion.
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4. Conclusion

The smal arms problem emerges both from the supply side, very low cost of participation in the market,
with little chance of increasing that cost, and the demand side which | view as a derivative problem
gemming fromtheillicit drug busnessand thefailure of effective governance structuresin devel oping sates
that open up opportunitiesfor unfettered banditry. The solution to the smal arms problemissmply (but not
eadly) to encourage economically desrable activity and discourage undesirable activity.
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