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It has become a conventional wisdom that the defense industry is crossing an inflection point, which is changing 
its business in fundamental ways. CRA set out to test that proposition by examining what has changed and how, 
as well as the significance any inflection may hold for companies. To perform this test, we first surveyed 
macroscopic drivers of change on the landscape that forms the strategic context for the business of defense. 
Then we examined the microeconomic dynamics of the market for defense products and services. From these 
tests, we conclude that the industry has indeed crossed a threshold that is resetting the business of defense. 

In this new, post-Iraq War era, a globalized landscape of macroscopic drivers is reshaping the precepts of the 
strategic context. Inflection along these dimensions will not tend to change the business of defense overnight, 
but it does have the effect over time of reshaping the foundations of customer demand and the infrastructure of 
resources on which companies rely. The significance for corporate strategy of inflections on this landscape, 
therefore, is not their urgency but the large magnitude and reach of their effects, and the corresponding 
adaptations of strategic postures which they compel. 

At the same time, mature industry dynamics are recalibrating customer requirements and the bases of 
competition among suppliers. Inflection-point change in the market dimensions of defense holds the potential to 
reset customer needs and expectations and to instigate innovative competitor conduct. For corporate strategy, 
therefore, the key significance of changes in the dynamics of the market is their immediacy and the 
corresponding urgency for action to shape these evolutions, where possible, or otherwise quickly adjust strategic 
postures to their imperatives. 

The implications of these changes should prompt a reconsideration of the key tenets of strategic posture in 
defense companies: In which markets to participate? What portfolio of products and services to offer? How to 
gain competitive advantage? How best to structure assets?

“Defense-21”: Summary
Closer Look: May 2010

This issue of CRA’s Closer Look examines the drivers of change for the business 
of defense in the 21st century
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“Defense-21”: Introduction
Closer Look: May 2010

The 21st century defense enterprise must adjust its strategic posture to an 
evolving macroscopic landscape and dynamic marketplace
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“Defense-21” Landscape: Overview
Inflection on the strategic landscape of defense in the 21st century is summarized 
in captions of the key drivers and iconic emblems of change over time

Closer Look: May 2010 (for an interactive graphic of this chart, see http://www.crai.com/_flash/ad/CRA-Defense-CS4.html)
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About the availability and accessibility of investment capital. Sets a fundamental condition on which 
business affairs are determined.

About how humans relate to their natural environment. Frames the challenge and boundary conditions 
for how humans relate and adapt to natural resources.

About the management of power relationships among nation-states and non-state global actors. 
Establishes the players, action channels, and routines that comprise international relations and global 
affairs.

About the structure, character, and performance of the global economic system. Establishes the 
conditions of employment, prices, output, and monetary and fiscal policy.

About the pace, character, and direction of achievements in science and engineering. Informs the 
nature of innovation, technology development, and technology applications.

About how individuals identify themselves in relation to others and groups. Gives impetus to 
collective action through cooperation/conflict, association/rivalry, domination/subordination, etc.

“Defense-21” Landscape: Macroscopic Dimensions
Closer Look: May 2010

Six macroscopic dimensions of the strategic landscape characterize the key 
drivers of change affecting the defense industry
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the start of the 1950s, 
immediately after the 
Berlin airlift, the 
creation of NATO, the 
Soviets’ first nuclear 
test, and the outset of 
the Korean War. 
Conclusion marked by 
the fall of the Berlin 
Wall at the very end of 
the 1980s, the 
collapse of 
Communist 
governments across 
Eastern Europe, and 
the dissolution of the 
Warsaw Pact.

Initiation marked as 
the Iraq War begins 
winding down and 
set against the 
backdrop of a 
financial crisis, 
global recession, and 
a global debate over 
sustainable energy 
policy.

Initiation marked as 
the Cold War ends, 
Europe begins to re- 
integrate, and a US-led 
coalition engages Iraq 
in the Gulf War. 
Conclusion marked by 
the advent of the 
Obama Administration 
and its announcement 
of plans to withdraw 
combat forces from 
Iraq while refocusing 
the attention of NATO 
onto Afghanistan.

“Defense-21” Landscape: Historical Eras
Closer Look: May 2010

Three historical eras, beginning with the onset of the Cold War and culminating in 
the contemporary, post-Iraq War era, mark the inflection of landscape trends
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The Cold War period was 
famously characterized by a 
bipolar alignment of global 
powers. Worldwide defense 
planning and foreign policy was 
shaped by the relationship of the 
US and USSR as adversaries, 
and the first-order question facing 
almost any other nation was 
whether to align with the former 
or the latter. Thus, the nuclear- 
backed standoff, and the 
dramatic disparity of capabilities 
and resources between the two 
superpowers and the rest of the 
world, shaped geopolitics in this 
period. 

After the collapse of the Soviet 
Union, the order and structure of 
geopolitics were disrupted by the 
disappearance of the rigid 
framework of the Cold War and 
replaced by a fragmented 
environment. Familiar strategic 
alignments broke down and gave 
way to varied instances of 
national and regional upheaval, 
from the soul-searching of NATO 
and the European community to 
strife in the Balkans, Rwanda and 
Somalia, Kuwait, and ultimately 
Afghanistan and Iraq. Through it 
all, the US and the rest of the 
world struggled to come to terms 
with the prospect of America, the 
sole superpower, underwriting 
global law and order as the 
global policeman.

In the early 21st century, 
geopolitical relationships are 
increasingly interdependent, as 
US primacy is gradually eclipsed 
by the imperatives of multilateral 
international initiatives. With the 
growing leverage and influence 
of multiple emerging global 
players, each nation must 
consider a multitude of 
relationships and interests in 
crafting its policy, in which the US 
no longer necessarily plays a 
dominant or even prominent role. 
The columnist Fareed Zakaria 
has dubbed this dynamic of the 
rising stature and influence of the 
rest of the world in comparison to 
the US as Post-American.

“Defense-21” Landscape: Geopolitics
We are entering a “post-American” world in which radical interdependence of 
nations will reshape the allocation and exercise of power

Geopolitics Bipolar Fragmented Interdependent
Superpowers Global Policeman Post-American

Closer Look: May 2010
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Throughout the Cold War, the 
core organizing principle of 
society remained what it had 
been for two centuries: the 
nation. The unifying concept of 
the nation expressed itself, for 
example, in Yugoslavia, Iraq, 
Egypt, and Vietnam, as each 
society was organized and 
galvanized around a governing 
structure that elevated national 
identity above ethnic, tribal, 
religious, or individual identity. 
Emblematic of the national basis 
for social identity were the 
national boycotts of the 1980 
summer Olympic Games to 
protest the Soviet invasion of 
Afghanistan the previous year 
and the Soviet-led boycott of the 
Los Angeles Olympics four years 
later. 

The end of the Cold War 
precipitated a breakdown of the 
global order of nationalism that 
had prevailed, from the top to 
bottom, starting with the 
superpowers. The resulting 
fragmentation of the geopolitical 
landscape weakened the bonds 
of nationalism that had previously 
held together communities under 
internal pressure from other 
forces, whether ethnic, cultural, 
or religious. Societies began to 
be shaped more by loyalties to 
common-minded groups and 
organizations and by personal 
and regional links than by any 
sense of national obligation or 
identity. It was these forces of 
tribalism that saw the 
disintegration of Yugoslavia and 
reverberated across the world.

Today, the trend toward self- 
expression and self-organization 
has reached new heights and 
technology has enabled like- 
minded communities to form and 
act without regard to national or 
geographic boundaries. This has 
significant consequences for law 
enforcement, military, and 
intelligence organizations, and it 
is changing both the way threats 
manifest themselves and are 
addressed by governments. The 
flip side of recreational or 
business social networking, as 
exemplified by Facebook, is the 
global connectivity and virtual 
organization of terrorist and other 
radical groups like Al Qaeda. 

“Defense-21” Landscape: Society
Fueling interdependence will be the formation of personal relationships within 
global communities that transcend traditional national and tribal identities

Cold War Post-Cold War Post-Iraq War

~1950 - 1989 ~1989 - 2009 ~2009 -

Closer Look: May 2010
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Technology Centralized Distributed Diffused
Supercomputer Personal Computer Smart Phone

Technology development during 
the Cold War period was 
predominantly undertaken as a 
highly centralized effort. 
Intellectual property and 
innovations were created, 
utilized, and guarded by a 
concentrated and elite group of 
entities, from government labs to 
large, well-resourced 
corporations. The development of 
the Cray “supercomputer” 
exemplified this central approach, 
as both its creators and users 
comprised an exclusive, tightly 
regulated group of researchers 
and scientists who controlled 
access to the technologies that 
enabled the Cray and then 
literally competed for processing 
time on the operational machine.

Following the end of the Cold 
War, access to technology—both 
for developers and users— 
became increasingly easier and 
more distributed. Aided in part by 
the information revolution and the 
development of the Internet, 
intellectual property became 
easier to access, while 
electronics miniaturization trends 
created more capability in 
smaller, lighter, and cheaper 
packages. The advent of the PC 
(personal computer) was an 
emblem of the diffusion of 
information technology from the 
privileged few to the mainstream 
of developers, consumers, and 
operators. 

Today, diffusion is the primary driver of 
change on the technology landscape, 
as access to technology for further 
development or for application has 
moved beyond distributed to globally 
pervasive. Whereas in the post-Cold 
War period, technology was 
increasingly available to those who 
sought it, the today’s environment is 
pushing the state-of-the-art into the 
operations of myriad organizations and 
lives of many individuals at an 
unprecedented rate, often leaving the 
erstwhile bastions of technology—like 
government labs—struggling to catch 
up. Thus, the lightning-fast spread of 
smart phones around the world, from 
the world’s most-developed to its least- 
developed countries, has provided 
millions with capabilities that the 
world’s leading research labs and 
militaries find equally valuable. 

“Defense-21” Landscape: Technology
An unprecedented diffusion of advanced technologies will shape the character of  
security threats and the ever faster pace and open venues of industrial innovation

Cold War Post-Cold War Post-Iraq War

~1950 - 1989 ~1989 - 2009 ~2009 -

Closer Look: May 2010
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Capital Scarcity Abundance Risk
Stability Irrational Exuberance Economic Value

During Cold War, both the 
availability of capital and the 
defense sector’s demand for it 
were relatively predictable, 
exhibiting supply-demand 
characteristics expected of any 
economic good with normal 
scarcity. The defense sector was 
not regarded as a particularly 
high growth area, but equally it 
was not regarded as a defensive 
sector, being influenced by 
swings in budgets and program 
fluctuations just as other markets 
were influenced by their own risk 
factors. Overall, the period was 
thus marked by relative stability 
in access to capital. 

Following the end of the Cold 
War and subsequent decline in 
budgets in the early 1990s, the 
equity markets started placing a 
premium on growth and were 
prepared to pay for it, resulting in 
an abnormal abundance of 
capital for any company able to 
demonstrate credible growth 
prospects. Combined with the 
availability of cheap and easy 
debt, this produced a wave of 
consolidation as defense 
companies were unshackled from 
their historical lower ratings. The 
market’s sustained optimism 
buoyed the restructured defense 
sector as well as many others, as 
investors perpetuated the growth 
cycle through an attitude that has 
been described as irrational 
exuberance. 

In the new environment, investors 
have become considerably more 
selective in providing access to 
capital, most starkly in the 
aftermath of the 2008 global 
financial crisis. Capital is 
available—abundant even—but 
only for those companies 
perceived as high-quality. This 
reality is reflected in starkly 
polarized valuations both in equity 
markets and credit spreads of the 
risk free rate (high-rated debt is 
relatively easy to refinance; high- 
yield debt is not). Thus, access to 
capital is now marked by a sharper 
differentiation between companies, 
fundamentally based on an 
increased awareness of risk and a 
sharper focus on economic value, 
or how well returns compensate 
investors for risk.

“Defense-21” Landscape: Capital
While access to technology is expanding, access to abundant capital will be 
tempered by the watchword risk

Cold War Post-Cold War Post-Iraq War

~1950 - 1989 ~1989 - 2009 ~2009 -

Closer Look: May 2010
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Geoeconomics Institutionalization Integration Expansion
IMF Euro G20 

In the economic realm, the Cold War 
was most notable as the period in 
which were established the several 
global institutions designed to 
facilitate and regulate international 
economics and finance after World 
War II. These institutions existed 
among the major western developed 
economies (e.g., Organization for 
Economic Cooperation and 
Development, General Agreement 
on Tariffs and Trade, G7), between 
the “North” and the developing 
economies of the “South” (e.g., 
World Bank, International Monetary 
Fund), as well as among nations in 
nascent economic communities of 
western Europe (e.g., European 
Economic Community (EEC)) and 
the Soviet bloc (e.g., Council for 
Mutual Economic Assistance 
(COMECON)). 

In the post-Cold War era, the 
drivers of change in economics 
involved the maturation of the 
several Cold War institutions to 
the end of more fully integrating 
markets (e.g., North American 
Free Trade Agreement), 
monetary policy (as in Europe), 
and companies (e.g., the 
erstwhile Daimler-Chrysler 
merger) to reflect the cross- 
border and even globalized scale 
of economic interests in a world 
no longer bounded by the 
paradigms of East-West, North- 
South. 

The economic drivers of change in the 
contemporary age will feature an 
unparalleled expansion of economic 
development, especially in regions— 
South Asia, Latin America, Africa— 
whose 20th century progress lagged 
the potential of their vast human and 
natural resources. Emblematic of the 
growth and prosperity of advanced 
industrialized economies is the 
founding of the G20 group of finance 
ministers and central bank governors. 
At the Washington Summit of the G20 
in September 2009, it was announced 
that this larger group, comprising 
countries including Brazil, China, India, 
and Russia, would henceforth replace 
the Western-dominated G8 as the main 
council of governments to achieve 
cooperation and consultation on 
matters pertaining to the international 
financial system.

“Defense-21” Landscape: Geoeconomics
The locus of economic growth will move outside the West, followed by a dramatic 
expansion of middle-class prosperity in those regions

Cold War Post-Cold War Post-Iraq War

~1950 - 1989 ~1989 - 2009 ~2009 -

Closer Look: May 2010
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It was during the Cold War that a 
widespread “environmental 
movement” first emerged to focus 
attention on the need to protect 
the natural world from adverse 
impacts of industrialization. This 
generalized movement manifested 
itself in a wide range of social 
(e.g., Earth Day) and political 
(e.g., Green Party) activities. 
Convened in Stockholm in the 
summer of 1972, the United 
Nations’ first Conference on the 
Human Environment is generally 
regarded as a turning point in the 
development of international 
environmental politics, giving 
impetus to national policies aimed 
at curtailing pollution (e.g., Clean 
Air Act in the US and the EU’s 
Environmental Action Program).

In the post-Cold-War era, the 
driver of change in ecology was 
the finding of the 
Intergovernmental Panel on 
Climate Change that 
concentrations of greenhouse 
gases in the atmosphere were 
leading to global warming of 
surface temperatures at a rate 
that could result in widespread 
changes to the earth’s climate. 
Adopted in December 1997, the 
Kyoto Protocol to the United 
Nations Framework Convention 
on Climate Change committed 37 
industrialized countries to 
reducing their collective 
greenhouse gas emissions from 
1990 levels using a range of 
“flexible mechanisms” including 
emissions trading.

In the contemporary era, the driver of 
change around ecology is expanding 
beyond global warming toward a more 
generalized concern for sustainability, 
which is now a watchword of personal, 
corporate, and public behavior. But 
whereas in previous eras, ecology 
drove activities designed to shape or 
reshape the environment itself, the 
significance of sustainability as the 
watchword of ecological attention is 
that it implies a ubiquitous adaptation 
of human behavior to accommodate 
the limitations and capacity of global 
natural resources. As indicated by the 
swirl of activity surrounding the 
Copenhagen Climate Change Summit 
in December 2009, ecology is now a 
driving force behind everything from 
energy policy and consumer behaviors 
to national security planning.

“Defense-21” Landscape: Ecology
Economic growth will be juxtaposed against sustainability, the new and 
ubiquitous test of responsibility toward the human ecology

Cold War Post-Cold War Post-Iraq War

~1950 - 1989 ~1989 - 2009 ~2009 -

Closer Look: May 2010
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“Defense-21” Market: Overview
Inflection in the dynamics of the defense market in the 21st century is indicated by 
captions of the key drivers and iconic emblems of change over time

Closer Look: May 2010 (for an interactive graphic of this chart, see http://www.crai.com/_flash/AD/CRA-MAY24v2.html)
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About how suppliers vending defense goods and services organize resources. Indicates the forms of 
concentration, integration, and diversification among the assets and other resources of the defense 
industry.

About the ends or ultimate objectives on which defense firms orient their activity. Indicates the 
constituencies and corresponding measures of merit by which the defense industry appraises 
success. 

About the magnitude and direction of change in aggregate demand for defense goods and services 
worldwide. Indicates the national strategic objectives and rationales underlying trends in defense 
spending.

About the means by which suppliers transform inputs into outputs customers will pay for. Indicates 
the means of differentiation by which defense suppliers pursue advantage over competitors.

About how customers try to shape the capabilities, capacities, and character of defense industrial 
resources available to them. Indicates the precepts of how customers attempt to regulate suppliers’ 
industrial structure, competitive conduct, and economic performance. 

About the character of goods and services comprising customers’ buying habits. Indicates what 
defense customers are buying and how they want to buy it.

“Defense-21” Market: Dimensions of Demand and Supply
Closer Look: May 2010

Three dimensions of demand and three of supply characterize the key drivers of 
change in the 21st century dynamics of the market
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Initiation marked at the start 
of the 1950s, as the US- 
Soviet arms race 
accelerates, the defining 
weapon systems of the 
Cold War enter into 
development (e.g., the 
nuclear submarine), and the 
post-WWII restructuring of 
the industrial base settles 
out. Conclusion marked at 
the end of the 1980s, when 
the final surge of Cold War 
defense spending recedes, 
the rationale of US grand 
strategy is overtaken by its 
success, and the US 
experiment with fixed-price 
development contracts 
comes to an end.

Initiation marked as US 
withdrawal from Iraq is 
announced, defense 
budgets are rebalanced to 
incorporate requirements 
supporting counter- 
insurgency operations and 
steady-state overseas 
deployment of forces, and 
companies start in earnest 
to hunt for adjacent 
markets into which to 
diversify.

Initiation marked at the 
start of the 1990s, as 
defense spending 
contracts, systems with 
exotic capabilities and 
expensive costs are 
curtailed, and Wall Street 
begins prodding firms to 
restructure. Conclusion 
marked at the end of this 
decade by a decisive shift 
in the strategic posture of 
US forces in Iraq and NATO 
forces in Afghanistan, a 
rebuffing of the “lead 
systems integrator” 
approach to procurement, 
and the cratering of equity 
values in defense stocks.

“Defense-21” Market: Historical Eras
Three historical eras, beginning with the onset of the Cold War and culminating in 
the contemporary, post-Iraq War era, mark the inflection of market dynamics

Closer Look: May 2010
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The place of defense among 
national priorities during the Cold 
War and the dynamic of the arms 
race between the US and USSR 
set the stage for an era marked 
by generally large, sustained 
defense budgets among the 
global protagonists in this 
prolonged contest. Compounding 
this impetus to defense spending 
in the West was a grand strategy 
that required US and NATO 
forces to field smaller numbers of 
technologically more 
sophisticated systems that could 
offset the Soviets’ numerical 
advantages.

The advent of the post-Cold War 
era inspired hope for a peace 
dividend that would allow 
generally lower levels of national 
spending on defense, and 
precipitated disproportionate 
reductions to plans for defense 
investment that had been carried 
over from the endgame of the 
Cold War. Among the budgetary 
tactics facilitating defense 
spending reductions was the so- 
called procurement holiday, a 
deliberate slowing or outright 
suspension of the introduction of 
weapon systems that dug a 
trough in US investment 
spending in the latter half of the 
1990s.

In the post-Iraq War era, still 
large national budgets for 
defense are being spread across 
a wider range of objectives by a 
more holistic concept of how to 
cultivate global security following 
the searing exposure of national 
insecurity that marked the end of 
the post-Cold War era. 
Policymakers increasingly talk of 
the “three D’s”—defense, 
diplomacy, and development—to 
express more integrated national, 
defense, and foreign policies that 
allocate budgetary resources 
increasingly outside the kinetic 
stage of military operations onto 
activities involving economic and 
social development, post-conflict 
resolution, governance, and 
homeland defense.

“Defense-21” Market Demand: Size & Growth
The end of high growth in the “kinetics” of defense will be somewhat offset by a 
more expansive concept of defense encompassing diplomacy and development

Closer Look: May 2010
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The Cold War customer exhibited 
a healthy appetite for high- 
technology integrated systems 
but relied on private industry 
mostly for product inputs for 
which the military itself was often 
the technical integrator and 
nearly always the operational and 
lifecycle steward. The customer 
would typically express its 
preferences in exacting technical 
specifications and paid for 
industry to realize the customer’s 
requirement on a cost- 
reimbursable basis. Emblematic 
of this dynamic were systems 
such as the US F-15 and 
European Tornado tactical 
fighters.

In the post-Cold War era, the 
driver of change in customers’ 
buying habits swung to a reliance 
on private industry to deliver 
complex system-level outputs 
based on performance 
requirements expressed as 
broadly as mere concepts of 
operation, and they engaged with 
industry to deliver these military 
capabilities through more loosely 
regulated contracting 
approaches. Emblematic of this 
dynamic in the ground systems 
sector were the US Army’s FCS 
(Future Combat Systems) and 
the British Army’s FRES (Future 
Rapid Effects System).

In the post-Iraq War era, the drivers of 
change in what and how customers buy 
have shifted to programs calling for 
capability solutions to discrete 
warfighting or security problems that 
incorporate product and especially 
process innovations into an offering 
sometimes contracted for on the basis 
of operational outcomes or effects (e.g., 
rotations, detections, flight hours, 
failures, etc.). Emblematic of this 
dynamic are the US Army's Warfighter 
Field Operations Customer Support 
(FOCUS) program, which delivers to its 
customer an integrated, turnkey, life- 
cycle training services and support 
capability worldwide, and the UK’s 
Watchkeeper unmanned aircraft 
system, which provides British ground 
force commanders an organic intel- 
ligence, surveillance, target acquisition, 
and reconnaissance capability.

“Defense-21” Market Demand: Tastes & Preferences
Customers’ buying habits are shifting toward capability solutions that involve 
delivery of moderate-complexity products through large-scale services platforms

Closer Look: May 2010
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In the Cold War, a central 
precept of most defense 
ministries’ management of 
industrial assets was autarky, a 
determined pursuit of self- 
sufficiency and independence, 
such that no commercial, 
territorial, or resource constraint 
could impair the nation’s access 
to industrial resources thought to 
be essential to national security 
and required for sovereignty. It 
was the mantra of industrial 
policy to “sustain the base” of key 
capabilities that constituted the 
defense industry.

In post-Cold War defense 
industrial policy, the strictures of 
autarky were loosened, and the 
precept laissez-faire—“let it be”— 
came to guide the course of 
industrial restructuring. In the US, 
the defining act of post-Cold War 
industrial policy was dubbed “The 
Last Supper,” after the Pentagon 
dinner at which the Deputy 
Secretary of Defense William 
Perry assured the assembled 
captains of industry that their 
customer would neither pay for 
excess industrial capacity and 
capability nor stand in the way of 
mergers designed to wring out 
their associated costs.

In the post-Iraq War era, 
customers view their role in 
shaping the industrial resources 
available to them as one 
involving strategic choices that 
discriminate among capabilities 
and engage both market forces 
and selective regulation to 
achieve desired ends. Achieving 
long-term value for money is the 
new mantra of modern major 
industrial policy, but as reflected 
in the UK Ministry of Defence’s 
2005 White Paper on Defence 
Industrial Strategy, this precept 
recognizes that “[c]ompetition is 
often a useful mechanism to 
establish this [value], but is not 
always appropriate, and needs to 
be used intelligently, alongside 
other models, considering the 
nature of the marketplace.”

“Defense-21” Market Demand: Industrial Policy
Defense industrial policy will selectively forgo short-term expedience in order to 
protect strategic capabilities and capacities over the long-term

Closer Look: May 2010
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In the Cold War, the industrial 
structure of defense featured 
national markets comprising 
numerous small- to mid-sized 
enterprises as well as discrete 
business units of industrial 
conglomerates. High levels of 
national demand and the nascent 
stage of key technologies 
encouraged a fragmented 
supplier base of high-technology, 
narrowly-scoped firms like 
Grumman and Dassault. 

In the post-Cold War era, 
negative growth in national 
markets combined with the 
imperative of affordability to 
incentivize an industrial structure 
more international in scale and 
consolidated in scope and depth. 
Especially across the trans- 
Atlantic boundary, firms such as 
BAE Systems and General 
Dynamics transformed 
themselves from modestly scaled 
and focused national champions 
to broadly-scoped, vertically- 
integrated enterprises with 
substantial assets and customers 
in several nations.

Today, the diffusion of advanced 
technology, expansion of 
economic growth outside the 
West, and extension of the 
bounds of and approaches to 
national security are driving the 
formation of a defense industrial 
structure more global in scale 
and diversified in the scope of its 
assets and markets. As a result, 
information age conglomerates 
such as IBM may find themselves 
competing to integrate and 
operate security systems in 
developing nations against 
stalwart brands such as 
Lockheed Martin, now sporting a 
retooled portfolio of capabilities 
with interests spanning the 
energy sector, global 
infrastructure development, and 
traditional defense systems.

“Defense-21” Market Supply: Structure
The post-Iraq War inflection is marked by the emergence of an industrial structure 
that favors firms with a global footing and diversified market exposure

Closer Look: May 2010
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Defense suppliers in the Cold 
War competed first and foremost 
on product innovation, striving to 
create systems that would 
perform “higher, faster, farther” 
than competitors’ offerings, both 
industrial and national. The 
overriding role of technical 
performance as the primary basis 
of competition was exemplified 
Krauss-Maffei Wegmann’s 
Leopard 2 main battle tank, 
which owed its success and 
significant production quantities 
to its design as a high- 
performance weapon system 
optimized to defeat high-end 
threats.

Following the end of the Cold 
War, the driver of change in 
competitive strategy shifted to the 
imperative of reducing the cost of 
a given capability, making 
possible systems that were 
affordable first and technically 
compliant second. For example, 
Boeing developed the Delta IV as 
part of the EELV (Evolved 
Expendable Launch Vehicle) 
program not to improve lift 
performance through product 
innovation, but rather primarily to 
reduce the cost and improve the 
reliability of access to space 
through standardization, process 
improvements, and the scale 
efficiencies of exposure to 
commercial launch opportunities.

Today, the most important 
emerging driver of 
competitiveness is mass 
customization, or the agility and 
responsiveness to create and 
distribute distinctive solutions to a 
variety of customers with short 
lead times and at high reliability. 
Sierra Nevada Corporation, for 
example, provides the satellite 
bus for the US DoD’s TACSAT 
(Tactical Satellite) Program, 
which seeks to provide flexible 
imagery and data solutions to 
battlefield commanders in 
minutes rather than days, using 
an approach enabled by the 
mass production of a 
standardized architecture that 
can accommodate a variety of 
specific missions and payloads.

“Defense-21” Market Supply: Competitive Strategy
The change driving competitive advantage is responsiveness, a competence 
attracting entry from firms employing non-traditional business models

Closer Look: May 2010
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During the Cold War, a defense 
firm’s dominant constituency was 
its customer whose measure of 
the supplier’s merit was simply 
attainment of the ever “higher, 
faster, farther” performance 
specifications the customer 
sought. It was a period 
characterized by the conflation of 
engineering performance goals 
with corporate performance 
goals: success was primarily 
about bringing the highest 
performance design to meet 
customers’ system requirements. 

In the post-Cold War period, the 
private capital needed to finance 
industry’s restructuring 
introduced shareholders as a 
primary constituency of corporate 
performance. The orientation of 
corporate priorities shifted from 
technical to financial 
performance, for which EPS 
(earnings per share) growth was 
the customary measure of merit 
and share appreciation was a 
powerful reward.

In the post-Iraq War era, firms 
are finding it insufficient to focus 
on just the customers, who now 
want “80 percent solutions at 50 
percent of the price,” or just the 
shareholders, who crushed 
defense equity values even 
during the peak of the US 
industry’s cash flows in 2008- 
2009.  Rather, firms must now 
orient their priorities across a full 
range of stakeholders, including 
employees, suppliers, and 
partners, alongside investors and 
customers—groups whose only 
common measure of a defense 
company’s success is economic 
value.

“Defense-21” Market Supply: Performance
Executives will need to focus on satisfying the interests of a still wider array of 
stakeholders beyond just customers and shareholders

Closer Look: May 2010
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• By geography (local, regional, national, international, global)
• By economic sector (military, civil, state/local, commercial)
• By domain (sea, air, ground, space, cyber)
• By product (structures, propulsion, electronics, weapons, systems)
• By lifecycle (S&T, product development, production, support)

Participation1

What customer markets do we address?

• Inputs (subsystems or labor)
• Outputs (a system or discrete service)
• Solutions (capability or outcomes)

Offering2

What do customers buy from us?

• Best cost
• Most responsive
• Best performance
• Best value

Proposition3

Why do customers buy from us?

• Scale (concentration)
• Scope (diversification)
• Depth (integration)

Structure4
How is our capital allocated?

“Defense-21”: Implications
The enterprise adjusts its strategic posture to changes in the environment by its 
choices about Participation, Offering, Proposition, and Structure

Closer Look: May 2010



Charles River Associates ®
Copyright © 2010 23

Participation1

What customer markets do we address?

Offering2

What do customers buy from us?

Proposition3

Why do customers buy from us?

Structure4

How is our capital allocated?

“Defense-21”: Conclusion
The implications of these changes should prompt a reconsideration of the key 
tenets of strategic posture in defense companies

Closer Look: May 2010

Go global? Address users? Capture product lifecycle? 

Sell knowledge? Capture capacity? Package capabilities? 

Innovate responsiveness? Mass customize? Create options?

Shed assets? Diversify footprint? Innovate capitalization?
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