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Analyst Projects 30 Percent Drop in Defense Spending
The Obama administration’s military strategy is predicated on avoiding wars like Iraq
and Afghanistan. Beyond that, it says little about how the U.S. armed services
should size forces and make investments for a future of shrinking budgets.

This creates a big problem for the defense industry as executives ponder possible
actions to cope with the downturn, said Steven Grundman, a former Pentagon official
and now an industry consultant.

He estimated that the most likely scenario is for defense spending to drop by one-
third from its 2010 peak sometime over the next decade. The high point in 2010 was
$730 billion in 2013 dollars (including both base and war budgets). His worst-case
scenario would be a budget of between $450 billion and $500 billion in 2013 dollars,
Grundman said Feb. 16 at an industry conference organized by Aviation Week &

Space Technology.

As to when the plunge will occur, he said it could happen as early as in two years, if the so-called sequestration cuts
of $500 billion are enforced. But he believes that, most likely, the dreaded guillotine will not fall that soon, and the
bulk of the cuts will happen in the next five years. “I still don’t believe the reductions will be as deep as they would
be with sequestration,” Grundman said.

He said the administration’s apocalyptic rhetoric about defense cutbacks is not helpful. During the rollout of the
2013-2017 budget proposal this week, officials have insisted that any reductions beyond the $259 billion already
proposed for the five-year plan would be catastrophic and would devastate the Defense Department.

“I don’t think that’s yet convincing,” Grundman said.

A smarter approach would be to “define the floor,” he said. Grundman said the Pentagon needs the equivalent of
Colin Powell’s “base force” study. In 1989, then Chairman of the Joint Chiefs of Staff Gen. Colin Powell sought to
define the base force as the minimum that the United States would need in order to remain a superpower following
the end of the Cold War. Although Powell’s effort was superseded by President Bill Clinton’s bottom-up review in
1993, the idea that the Pentagon should outline a base force is relevant today, said Grundman. “Powell decided that
if we don’t define the floor, there is no floor.”

In the current environment, it would be helpful for the administration to explain how the military would operate with
a $400 billion, or a $500 billion budget, he said. “There’s no meaningful difference if someone doesn’t define the
floor.”

The alternative is to allow the political winds to blow freely, he added. “The country has other priorities and
expectations of what the peace dividend means if we don’t define a floor.”

It will be a repeat of what Powell faced, he said. “I think we’re there again. The country doesn’t know what the floor
is. The defense establishment hasn’t yet informed the answer to that question.”

The good news for Pentagon contractors is that the United States, even if the budget plunges by 30 percent, will still
remain highly militarized, said Grundman. The president’s Jan. 5 strategic guidance doesn’t specify what the role of
U.S. leadership in the world will be, but the odds are that whatever it is, “it will have a big dose of military power.”

The desire to influence the world via military superiority is not going away, he said.

Industry, however, is in for a rough ride, Grundman warned.

Not only will there be less money for new weapon systems, but contractors will have to contend with an unfriendly
business climate. Most companies have not yet figured out how to adjust to an environment where they are treated

as bad guys, he said. “I don’t see a coherent corporate strategy to the pretty direct dissatisfaction that this customer
has with this industry.”

The recent termination of the Global Hawk Block 30 unmanned aircraft is a good case in point, he said. The Pentagon
is holding the program as a “good example of the way we need to pay attention to cost and performance with the
budget we have.”

Although unmanned drones remain a “sweet spot” in the defense market, Pentagon procurement officials signaled
with the Global Hawk decision that they have lost tolerance for programs that are over budget and behind schedule,
Grundman said.

“That’s the fate of things that become too expensive,” he said. “There are not a lot of companies in this industry that
know how to solve this problem: Integrate a complex system on schedule and on cost,” Grundman said. “The ones
that can’t are going to lose regardless of who’s in charge at the Defense Department. The ones who can are going to
win.”

The preferred survival strategy that many firms adopted in the 1990s — bulk up by acquiring other companies —
might not work this time, he said. Executives should be open to all options, including selling off their defense
businesses. “The reflex that I hear, ‘Let’s do what we did in the mid-‘90s,’ does not make sense to me in this
environment.”

Posted at 3:11 PM by Sandra Erwin | Permalink | Email this Post | Comments (0)

Related Content

Defense
Department Must
Prepare for Deeper
Budget Cuts
Scientists
Encounter Familiar
Problems As They
Turn Focus to Asia-
Pacific
Defense Research
Programs Under
Pressure to Deliver
Results
DARPA Doubling
Down on Spy
Technologies
Industry Seeking
to Better Align
Research
Investments With
DoD Needs

http://www.nationaldefensemagazine.org/
javascript:S6F789EBA_Submit()
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?List=7c996cd7%2Dcbb4%2D4018%2Dbaf8%2D8825eada7aa2&ID=677#
http://www.nationaldefensemegadirectory.com/
http://www.nationaldefensemagazine.org/advertising/Pages/default.aspx
http://www.nationaldefensemagazine.org/services/Pages/default.aspx
http://www.nationaldefensemagazine.org/EditorialCalendar/Pages/default.aspx
http://www.nationaldefensemagazine.org/ARCHIVE/Pages/default.aspx
http://www.ndia.org/
http://www.nationaldefensemagazine.org/blog
http://www.nationaldefensemagazine.org/BLOG
http://www.nationaldefensemagazine.org/blog/archive.aspx
http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=20&CampaignID=118&AdvertiserID=90&BannerID=119&SiteID=1&RandomNumber=2121842370&Keywords=
http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=20&CampaignID=118&AdvertiserID=90&BannerID=119&SiteID=1&RandomNumber=761220740&Keywords=
http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=20&CampaignID=118&AdvertiserID=90&BannerID=119&SiteID=1&RandomNumber=761220740&Keywords=
http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=18&CampaignID=123&AdvertiserID=94&BannerID=124&SiteID=1&RandomNumber=873633852&Keywords=
http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=18&CampaignID=135&AdvertiserID=105&BannerID=136&SiteID=1&RandomNumber=982307069&Keywords=
http://www.nationaldefensemagazine.org/
http://www.nationaldefensemagazine.org/blog
http://www.nationaldefensemagazine.org/blog/Lists/Posts/AllPosts.aspx
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=677
http://www.nationaldefensemagazine.org/blog/lists/posts/post.aspx?ID=656
http://www.nationaldefensemagazine.org/blog/lists/posts/post.aspx?ID=670
http://www.nationaldefensemagazine.org/blog/lists/posts/post.aspx?ID=661
http://www.nationaldefensemagazine.org/archive/2012/March/Pages/ExpertsSeeNoLogicinAirForceMothballingNewGlobalHawks.aspx
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=677
javascript:navigateMailToLink('mailto:?body=http%5Cu00253a%5Cu00252f%5Cu00252fwww%5Cu00252enationaldefensemagazine%5Cu00252eorg%5Cu00252fblog%5Cu00252FLists%5Cu00252FPosts%5Cu00252FPost.aspx?ID%5Cu00253D677','http:%5Cu002f%5Cu002fwww.nationaldefensemagazine.org'%20+%20escapeProperlyCore(unescapeProperly('%5Cu002fblog%5Cu002fLists%5Cu002fPosts%5Cu002fPost.aspx?ID=677'),%20true))
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=677#Comments
http://www.addthis.com/bookmark.php?v=250&pub=nationaldefense
http://www.nationaldefensemagazine.org/archive/2012/May/Pages/DefenseDepartmentMustPrepareforDeeperBudgetCuts.aspx
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=767
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=762
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=757
http://www.nationaldefensemagazine.org/blog/Lists/Posts/Post.aspx?ID=754


4/29/12 2:24 PMAnalyst Projects 30 Percent Drop in Defense Spending - Blog

Page 2 of 2file:///Users/stevegrundman/Documents/Analyst%20Projects%2030%20Percent%20Drop%20in%20Defense%20Spending%20-%20Blog.webarchive

Comments
There are no comments yet for this post.

Name: *

eMail *

Comment *

 

Please enter the text displayed in the image.
The picture contains 6 characters.
Characters *

Legal Notice *

NDIA is not responsible for screening, policing, editing, or monitoring your or
another user's postings and encourages all of its users to use reasonable discretion
and caution in evaluating or reviewing any posting. Moreover, and except as
provided below with respect to NDIA's right and ability to delete or remove a posting
(or any part thereof), NDIA does not endorse, oppose, or edit any opinion or
information provided by you or another user and does not make any representation
with respect to, nor does it endorse the accuracy, completeness, timeliness, or
reliability of any advice, opinion, statement, or other material displayed, uploaded,
or distributed by you or any other user. Nevertheless, NDIA reserves the right to
delete or take other action with respect to postings (or parts thereof) that NDIA
believes in good faith violate this Legal Notice and/or are potentially harmful or
unlawful. If you violate this Legal Notice, NDIA may, in its sole discretion, delete the
unacceptable content from your posting, remove or delete the posting in its entirety,
issue you a warning, and/or terminate your use of the NDIA site. Moreover, it is a
policy of NDIA to take appropriate actions under the Digital Millennium Copyright Act
and other applicable intellectual property laws. If you become aware of postings that
violate these rules regarding acceptable behavior or content, you may contact NDIA
at 703.522.1820.

I have read the Legal Notice.

 
Submit Comment

Front Page | Subscribe Now! | Order Issue | E-mail the Editor | Site Map

© 2012 National Defense Industrial Association \ 2111 Wilson Blvd., Suite 400 \ Arlington, VA 22201
Tel: (703) 522-1820 \ Fax: (703) 522-1885

http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=18&CampaignID=135&AdvertiserID=105&BannerID=136&SiteID=1&RandomNumber=982307069&Keywords=
http://www.nationaldefensemagazine.org/banman/a.aspx?Task=Click&ZoneID=18&CampaignID=135&AdvertiserID=105&BannerID=136&SiteID=1&RandomNumber=982307069&Keywords=
javascript:__doPostBack('ctl00$PlaceHolderMain$ctl00$ctl01','')
http://www.nationaldefensemagazine.org/pages/default.aspx
http://www.nationaldefensemagazine.org/Pages/MagazineSubscription.aspx
mailto:issueorder@ndia.org?SUBJECT=Order%20Request:%20NDM%20Article%20-%20Our%20Sponsors&BODY=I%20am%20interested%20in%20ordering%20this%20National%20Defense%20Magazine%20article/issue:%20http://www.nationaldefensemagazine.org/
mailto:editor@nationaldefensemagazine.org
http://www.nationaldefensemagazine.org/pages/SiteMap.aspx

