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e Between two-thirds and three-quarters of the defense budget is essentially fenced and
fixed each year before the Department of Defense and Congress can make changes
to advance the defense strategy and address threats.

o [nflation is drastically cutting into the Department of Defense’s buying power and further
reducing the little share left to decision makers to fund new programs, concepts, and

posture and field systems.

e Procurement is increasingly the “bill payer” for fixed costs and autopilot spending at
the Pentagon, leading to reduced production, disjointed fielding, and unhealthy

supply chains that support the warfighter.

Prioritizing is hard but necessary. American for-
eign and defense policymakers of all stripes have
been unable to do so within strategy or the budget
consistently for decades. The result is a military
sleepwalking into strategic insolvency.!

While elevating the threat of China is smart, as
the 2018 defense strategy did, the most recent
National Defense Strategy is additive in nature—
expanding mission scale and scope without corre-
sponding manpower, concepts, and dollars.? The
result is another force-planning construct that
does not adequately account for the full breadth of
what the nation asks the armed forces to do in war
or peace. Current and planned defense budgets will
not be sufficient to carry out the actual requirements
of US strategy.

Rectitying this mismatch will require more invest-
ment and fewer demands on US forces.3 Defense
planning should rest on realistic assumptions
about the inability of policymakers to make hard
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choices and a cautious appreciation for the observed
historical and expected future requirements of
America’s armed forces.

A Bureaucracy on Rinse and Repeat

The defense budget is eye-wateringly large. So why
can’t it source the strategy to compete and win if
necessary? It can’t do so because much of the defense
budget is fenced off for must-pay bills, leaving pre-
cious little trade space for any leader seeking to
impose change on the planet’s largest bureaucracy.
As former Pentagon Comptroller David Norquist
has highlighted, the department shifts only 10-15 per-
cent of its budget any year, given the many inher-
ent fixed costs of running a three million person
enterprise (Figure 1). From there, Congress only
tinkers with a fraction of the total budget (about
5 percent).*



The result is a small percentage of the defense
budget left that is flexible enough to pursue mean-
ingful change. Add in annual defense inflation,
which tends to outpace wider national trends by
2-8 percent, depending on the account; enterprise-

Figure 1. FY23 Defense Budget Request
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Source: US Department of Defense, “The Department of
Defense Releases the President's Fiscal Year 2023 Defense
Budget,” press release, March 28, 2022, https://www.
defense.gov/News/Releases/Release/Article/2980014/
the-department-of-defense-releases-the-presidents-fiscal-
year-2023-defense-budg/.

wide depreciation; and all the nondefense spend-
ing in the defense budget, and the stark reality is
that the US military is spending more to get less.s

Between two-thirds and three-quarters of the
entire defense budget is preordained and essen-
tially spent before policymakers can begin choos-
ing how to advance their strategy. By virtue of
understanding the fixed costs associated with
defense, one can begin to understand the few truly
strategic choices left to make and the impact of
those strategic—or more often nonstrategic—
investments over which policymakers do have
control.®

Specifically, as Maj. Gen. Arnold Punaro (ret.)
outlines in his latest book, taxpayers are currently
spending more on defense in constant dollars
than they were at the peak of the Reagan
administration buildup, yet they are doing so for an
active-duty military that is half the size and signif-
icantly busier than during that era. Figure 2
overlays and compares what the Pentagon spent in
1968, 1986, and today and the size of the active-
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duty force at those times. US active-duty levels
peaked in 1968, and 1987 was the height of the
Reagan administration buildup. The budgets are in
constant dollars—meaning they are adjusted to
match their value in fiscal year (FY) 2021—to
demonstrate the real growth in spending over time
compared to the real decline in the size of
America’s force.

The US Navy tells a similar story. The Navy has
averaged 100 ships forward for the past 30 years.
Over that same period, the fleet has shrunk from
about 600 ships to 285. Yet today, the Navy has 128
ships at sea’—a stunning number given the overall
shrinkage of the force and absence of major con-
flict or hostilities for US forces. This means more
work and wear and tear distributed across fewer
ships.

The fleet size and overall systems reductions re-
flect a “procurement holiday” that occurred under
the guise of the “peace dividend” from the 1990s,
after the end of the Cold War. Since then, Iraq and
Afghanistan war funding resulted in more of a hol-
low buildup than a resurgence in modernized capa-
bilities, and combined with the effects of the
Budget Control Act, there was no true revival of US
military prowess since the Reagan administration.
As a result, the military is left with half the units
desired for certain missions, reduced purchasing
power, and leadership that is unable to produce so-
lutions that will quickly improve readiness and
capabilities.

Autopilot Spending Reduces Pentagon
Buying Power

Similar to ordering an eight-slice pizza for your
party but only being able to eat 1.75 of those slices,
the defense budget’s fenced and fixed costs are
only growing—essentially on autopilot, even when
action is taken to arrest the rate of growth. Fig-
ure 3 highlights how Congress and the Department
of Defense have established a seemingly inescapa-
ble template to repeat. Across all spending catego-
ries, there has not been more than a 7.5 percent
change in spending within an account for over 20
years. Not that the budget needs radical change
constantly, but it demonstrates how as time and
threats have changed, the budget has not. This also
only makes it harder to understand how Congress



Figure 2. Military Spending and Active-Duty Personnel Levels
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Note: The 051 topline denoted by the blue bars is the US military-specific funding within all national defense spending.
Source: US Department of Defense, Office of the Under Secretary of Defense (Comptroller), National Defense Budget Estimates
for FY 2022, August 2021, https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2022/FY22_Green_
Book.pdf; and US Department of Defense, Defense Manpower Data Center, “DoD Personnel, Workforce Reports & Publica-
tions,” https://dwp.dmdc.osd.mil/dwp/app/dod-data-reports/workforce-reports.

consistently relies on continuing resolutions (CR)
for a budget that they essentially repeat without
much structural change.

Like any large organization, the most sizable
cost on the Defense Department balance sheet is
people. Of the $720 billion spent by the Pentagon
in 2021, $300 billion—or 41 percent—was spent on
pay and benefits such as health care. Military per-
sonnel costs, specifically, not including the more
than 750,000 federal defense civilians, have more
than doubled in the past 70 years, even after adjust-
ing for inflation, according to Seamus Daniels at
the Center for Strategic and International Studies.?

Staying competitive with the private sector and
offering generous compensation packages, given
the high operations tempo, means the “manda-
tory” spending bills get larger every year—whether
the overall defense budget grows or not. Where there
are slight deviations in spending percentages in
Figure 3, it is evident that procurement for capabil-
ity today normally takes the brunt of the budget
cuts. Further shrinking the size of the active-duty
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force slows the overall rate of growth but does not
reduce it—a shocking fact to many chiefs of staff
who have traded away permanent capability in the
hopes of reinvestment, only to find none.

Beyond rising costs for a smaller force, the other
half of the fact-of-life expenses—which are also
alarmingly disproportionate—is comprised of
maintenance and sustainment costs. Operations
and maintenance expenditures without civilian
salaries or health care, sitting at 22 percent of
spending, is nearly another quarter of the defense
budget that is mostly locked-in, focused on sus-
taining the force with little flexibility for redesign.
As the force gets older, it gets more expensive.
Older equipment costs more to keep in-service
than buying new outright costs over the long
term. This further squeezes money available for
next-generation technologies and systems.

Lost in this vicious cycle of age and extended
use is the ability to capture innovation and better
performance, new energy efficiency and power
generation, and the adaptability of more advanced


https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2022/FY22_Green_Book.pdf
https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2022/FY22_Green_Book.pdf
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Figure 3. Defense Spending by Major Account, FY2000-22

FY22
Fy21
FY20
FY19
Fr18
7
FYi6
FY15
FY14
FY13
FY12
2l
FY10
FY09
FYog
FYo7
FY06
FYO5
FY04
FY03
FY02
FYO!
FY00

0.0% 100% 20.0% 30.0% 40.0%

60.0% 70.0% 80.0% 90.0%

g
E

Percentage of the Defense Budget

| MILPERS uO&M

W Procurement m RDT&E

| MILCON W Family Housing W Revolving and Management Funds

Note: MILPERS stands for military personnel, O&M stands for operations and maintenance, and MILCON stands for military

construction.

Source: US Department of Defense, Office of the Under Secretary of Defense (Comptroller), National Defense Budget Estimates
for FY 2022, August 2021, https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2022/FY22_Green_

Book.pdf.

equipment. With geriatric fleet lives constantly
extended to prioritize funding future technology
over replacing outdated inventories today, these
bills will continue to rise faster than the overall
topline.

Both people and maintenance costs “consist-
ently rise faster than the rate of inflation,” accord-
ing to former Deputy Secretary of Defense Robert
Work.® Once underbudgeted inflation is paid, the
bulk of annual topline growth (if there is any)
keeps the Pentagon on cruise control—only main-
taining existing force structure and repairing the
previous cycle of defense budget decline. For
example, the Trump administration’s buildup
spending, which was nearly $100 billion above the
previous administration’s plans,'® yielded precious
little spending room in the way of new or more
equipment. In fact, President Donald Trump asked
for the same number of new construction ships as
President Barack Obama had in his out-year plans,
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even though significantly more money was availa-
ble from FY2018 to FY 2021." That money went to
mostly plug holes and repair the frayed foundation
from the Budget Control Act era. The “Trump
bump” buildup went to repair, not to rebuild, the
US military.

This is partly because of the military’s enter-
prise-wide depreciation—a gradual capturing of
investments by fact-of-life accounts that seem to
ignore logic. The value of the Defense Department
dollar, and therefore its buying power, diminishes
each year under the weight of these accounts.
Therefore, with a plurality of the defense budget
linked to prepaid bills and utilities that require
yearly increases above inflation just to keep the
organization churning, little is left for the actual
strategic choices that should guide the military
through great-power competition, as mandated by
two consecutive national defense strategies.


https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2022/FY22_Green_Book.pdf
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On top of inflation, CRs (or spending freezes
with acquisition restrictions) also contribute to
inefficiency, waste, and loss of military buying
power. The spending freezes induced by CRs cause
annual funding to be misaligned with what has
been authorized for the fiscal year. In other
words, the department has approval for new pro-
grams or the sustainment of current operations,
but it continues to receive the previous year’s
spending levels for sometimes competing priori-
ties.”?

CRs can reduce and overextend existing weap-
ons programs and halt contracts for developing
new systems. The uncertainty created by the
freezes leads to duplication of work, higher costs,
delayed contract awards, and significant delays in
the implementation of regular operations, not to
mention any new strategic operations created in
the authorization bills that direct the Pentagon
alongside appropriations. Contracting officers and
program managers will hold money or “delay solic-
iting bids for programs until they have the cash in
hand from Uncle Sam.” '3 Even under a short CR,
many program managers are unlikely to receive
funding until the second half of the fiscal year. This
results in delayed modernization, rising costs, and,
often, program cuts.

In FY22, the department operated under a CR
for 160 days, which slashed $16.96 billion in pur-
chasing power—or a loss of $106 million per day.
In 11 of the past 12 years, Congress has forced a CR
on the Pentagon, with the longest being 210 days.*#
This severely disables strategy implementation
and causes subsequent funding cycles to repair the
damage done, rather than grow and improve.

Sharpening aBayonetina
Hypersonic War

Defense depreciation is a real but unrecognized
phenomenon of the declining value of the mili-
tary’s inventory of combat capabilities over time.
This depreciation imposes hefty but silent costs on
the Defense Department. Just as a car’s value goes
down the day it drives off the lot, a military plat-
form begins to depreciate when fielded. The longer
a system remains in-service and is operated, the
more wear and tear it experiences and the costlier
it becomes to operate. As adversaries introduce
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new platforms and technologies of their own, the
relative capability of America’s main battle fleets
and inventories is likely to decline—that is, unless
more money is spent to upgrade weapons’ sensors,
chassis, frames, hulls, engines, and other enabling
technologies so they can stay ahead of the threat.

Once underbudgeted inflation is
paid, the bulk of annual topline
growth (if there is any) keeps the
Pentagon on cruise control.

Depreciation by comparison occurs when a sys-
tem’s value declines because of a competitor’s
innovation, speed, and scalability. As China surges
ahead of the US in hypersonic missile development
and capability, the US military is scrambling to
mobilize some form of hypersonic missile integra-
tion. In a House Armed Services Committee hear-
ing on the Air Force’s budget, Pentagon leadership
revealed that arming the F-15EX fighter with hyper-
sonic cruise missiles would be the only hypersonic
capability in which the US would have advantage
over China.’> This means a fourth-generation
fighter, of which the Air Force is reducing overall
procurement, would again be subject to major oper-
ations and maintenance investments related to the
modified capabilities.

The Christmas-Tree Effect of Having
Such a Large Budget and a Bill That
Moves: Adding Ornaments for
Everything

One challenge in addressing these high percent-
ages of fixed costs is that many of these sums are
marbled into various and often-unrelated accounts.
The obfuscation of where the dollars go makes it
harder to determine how well they are being
spent—including whether or not they are spent on
the National Defense Strategy.

However, the barnacles of earmarks and bureau-
cracy have undoubtedly built up and calcified in
the defense budget over decades. As the American
Enterprise Institute’s Elaine McCusker has said,
the Pentagon spends more on the Defense Health



Figure 4. Comparison of Defense Procurement to RDT&E (1980-2022)
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Program than on new ships.’® It spends almost
$10 billion more on Medicare than on new tacti-
cal vehicles'” and more on environmental resto-
ration and running schools than on microelec-
tronics and space launches combined.’®

The former acting Pentagon chief financial
officer continues,

DoD currently funds activities more appro-
priate to other departments. In FY 2020,
DoD had a budget of more than $1.5 billion
for medical technology development, includ-
ing autism and breast, ovarian and pros-
tate cancer research. In parallel, the National
Institutes of Health, where such federal
efforts should be supported, had a total
budget of more than $250 billion, within
which $17.7 billion was reserved for condi-
tions and diseases DoD also funded.

Defense budgets also include money (albeit
minor amounts) for education grants for
state and local entities, law enforcement
support, and blankets for the homeless.
Not really core DoD competencies.'
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From Congress using the largesse of defense to
fund projects that are important but unrelated to
deterring war, such as running schools, bolstering
grocery chains, propping up hospitals, patrolling
the southern border, and now helping mitigate cli-
mate change, so much of what gets lumped into
“defense spending” is not yielding tangible combat
power that deters or defends.

Unlike the Reagan administration buildup,
when dollars were concentrated in procuring and
purchasing new hardware, the Biden administra-
tion budget has made procurement its “bill payer”
for extraneous missions. The Pentagon’s unhealthy
ratios of building new equipment to researching
next-generation technology are only worsening.
The Defense Department has again requested rec-
ord research, development, test, and evaluation
(RDT&E) funding in 2023. But without the pro-
curement dollars to take RDT&E efforts from the
laboratories into the hands of warfighters, these
are roads to nowhere.

In the coming year, the Pentagon would spend
only $1.11 in procurement for every $1 spent on
RDT&E, according to the president’s budget request.
This is down 7 percent from FY22, and it’s a stark


https://www.whitehouse.gov/wp-content/uploads/2022/03/hist05z1_fy2023.xlsx
https://www.whitehouse.gov/wp-content/uploads/2022/03/hist05z1_fy2023.xlsx

decrease from the 1980s modernization era, when
the department spent an average of $2.74 on pro-
curement for every $1 on RDT&E (Figure 4). The
percentage of the administration’s budget devoted
to future bets (i.e., RDT&E) speaks to the depart-
ment’s deep and shortsighted commitment to the
idea that America’s hardest threats are a decade
out. Yet this misguided belief that threats will
pause and wait until we are ready to defeat them
only invites that aggression earlier, given our declin-
ing conventional and nuclear deterrence at the
same time.>°

In late June 2022, Maj. Gen. Cameron Holt,
chief of Air Force contracting, stated that “China is
still, after the gains we’ve made in the last five
years or so, about five to six times faster than us in
acquisitions.” Accounting for purchasing power
parity, China spends one dollar to our 20 dollars
for the same capability. He states, “We are going to
lose if we can’t figure out how to drop the cost and
increase the speed of our defense supply chains.”
The solution is somewhat simple and similar to
ordering in bulk: Raise procurement to adequately
supply for joint force, which decreases per-unit
costs and keeps supply chains operational, healthy,
and responsive to near-term threats.

In June 2022, the House Armed Services Com-
mittee began to do just this, bringing procurement
to $1.16 for every RDT&E dollar in their markup
of the National Defense Authorization Act for
FY23.22 It is important for appropriators to fol-
low suit and provide the funds in procurement
and build on that increase for years to bring sys-
tems from the laboratory into production.

Of the one-third or so portion of the defense
budget that is seemingly spendable (i.e., left on the
Pentagon’s debit card), the Biden administration
requested only 18 percent—or $145 billion—for
direct procurement. Once Congress gets a turn,
less than 15 percent of funds can actually be invested
strategically toward the pacing threat and a strat-
egy of denial.?3

Mortgaging the present in the hopes of buying
the future did not work for the Air Force in
2008-11, nor will it work for the Marine Corps and
other services today.># Force Design 2030 perma-
nently gives away capability, capacity, and man-
power now to free funds to invest in moderniza-
tion and technology for tomorrow.
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Moreover, whether one renders the plan appro-
priate for the United States’s challenges, the opti-
mistic approach has no plan B. After two consecutive
budgets that failed to fully fund inflation and fact-
of-life costs, Commandant of the Marine Corps
Gen. David Berger has been forced to shed head-
quarters staffing by 15 percent and cut end strength
and legacy systems. After all that, he is left with
nothing to fund new programs and projects that
advance his vision.?¢ He stated last fall that “we
have wrung just about everything we can out of the
Marine Corps internally. . .. We’re at the limits of
what I can do.”?” The service divestments yielded
not one penny for investments.

The Ever-Yawning Strategy-Resource
Mismatch

Let this and the other examples serve as case stud-
ies for how the 2022 National Defense Strategy
takes form and comes to fruition—or not. Dis-
guise a declining defense budget under bigger
numbers but palpably reduce buying power, and
the result is a smaller force asked to do more with
less and a weakened conventional deterrence. In
other words, it is integrated deterrence by disinte-
grating the services; it is easier to become whole
when you have fewer pieces to the puzzle.

Former Deputy Secretary of Defense Work said
it best: “The United States cannot maintain force
structure on flat defense budgets.”?® (Emphasis
added.) This is to say nothing of doing new, more,
and better with the defense budget. This admin-
istration is strategic about how it is cutting mas-
sive amounts of capacity under the guise of growth.
Few understand just how much of the defense
budget is on the available “debit card” for change.
But the administration does, and it intentionally
allows defense depreciation to spread like wildfire
throughout the department.

The new defense strategy incorporates the most
significant themes of the 2018 National Defense
Strategy, which is helpful, but it does so by taking
the risky gamble of capacity and capability gaps in
the near and medium term while expanding the
military’s missions. The rampant disease of fixed
costs marbled within the defense budget will hold
back any team that is not full of frothy pit bulls



hungry for more buying power to execute the
defense strategy.

The first step toward steering this ocean liner of
a bureaucracy in a smarter direction for deterring
China is to see the spending handcuffs for what
they are and increase funds above inflation where
strategy demands—not just where costs are fixed.
The 2022 National Defense Strategy may reiterate
familiar points, but the administration’s budget
request is only masquerading as robust. In reality,
the military will continue to shrink and age under
this program, and the promised vaunted future, if
it ever arrives, will not be until after this team
leaves office.??

Washington knew the “terrible *20s” were com-
ing for a long time.3° But in recent decades, leaders
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have continuously deferred the hard choices so
they could attempt to better and simultaneously
phase our internal spending challenges with con-
ventional and nuclear modernization over a more
agreeable timetable.

In the meantime, our competitors have not only
caught up but are now outrunning us militarily in
many ways. The United States is now at risk of has-
tening the day China’s Communist Party leaders
conclude they can take Taiwan, because in five or
so years, the US will have (potentially) fielded
capability such that its chances of success might
diminish. By essentially advertising that China
would have a better chance if it moves now because
it'll lose in the future, America may just be inviting
the outcome we hope to avoid.

Mackenzie Eaglen is a resident fellow at the American Enterprise Institute, where she works on defense

strategy, defense budgets, and military readiness.
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