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NOTES

Unless otherwise indicated, all years referred to in this study agd fisars, andll values are in
2000 dollars of budget authority.

Data on forces and military personnel are drawn from 1999, the last completed fiscal year.

Numbers in the text and tables may not add up to totals because of rounding.




Preface

With a new Administration—and possibly a new national security strategy—in place,

the size and shape of U.S. forces and the budget needed to maintain them are likely to
be a focus of that debate. This Congressional Budget Office (CBO) study, which was
prepared for the Senate Committee on the Budget, presents CBO’s estimate of the cost of
sustaining today’s military forces. In keeping with CBO’s mandate to provide objective,
impartial analysis, the study contains no recommendations.

Funding for national defense is a major issue that the 107th Congress will consider.

Lane Pierrot of CBO’s National Security Division (NSD) wrote the study with assis-
tance from Evan Christman and Billy Trimble. Jo Ann Vines of CBO’s Budget Analysis
Division (BAD) wrote the section on procurement costs and together with colleagues
Raymond Hall and Dawn Regan developed many of the cost estimates for the sustaining
budget. The analysis was performed under the general supervision of Christopher Jehn and
R. William Thomas of NSD and Michael A. Miller of BAD. Barry Anderson, Bruce
Arnold, Deborah Clay-Mendez, Arlene Holen, and Steve Lieberman of CBO and Sean
O’Keefe of the Maxwell School at Syracuse University provided helpful comments. CBO’s
Russ Beland, Eric Labs, Rachel Schmidt, and Laurinda Zeman analyzed portions of the
defense budget. John Cadigan, Delia Welsh, and Anne Dupree, formerly of CBO, also made
important contributions.

Leah Mazade edited the study, and Christian Spoor proofread it. Cynthia Cleveland
typed the many drafts with speed and precision. Kathryn Quattrone prepared the report for
publication. Annette Kalicki prepared the electronic versions for CBO’s Web site. Barry
Anderson designed the cover.

Dan L. Crippen
Director

September 2000

This study and other CBO publications
are available at CBO's Web site:
www.cho.gov






Contents

SUMMARY vii
ONE INTRODUCTION 1

Current Threats to U.S. Security2
Current U.S. Military Strategy 6
What Factors Drive Budget Requests for Defens@?

TWO CBO'S ESTIMATE OF A SUSTAINING
BUDGET FOR NATIONAL DEFENSE 13

The Scope of the Estimatel3

CBO's Estimate of a Sustaining Budget for
the Department of Defensel4

CBO's Estimate of a Sustaining Budget for
Defense Activities in Other Agencie23

The Limitations of CBO's Estimate24

THREE ALTERNATIVE DEFENSE FORCES AND BUDGETS 25
Reducing Budget Requirement25

Increasing the Defense Budget to Equal CBO's Estimate
of a Sustaining Level for Today's Force29



vi BUDGETING FOR DEFENSE: MAINTAINING TODAY'S FORCES

September 2000

TABLES

S-1.

S-2.

S-3.

FIGURE

1.

U.S. Military Forces in Selected Fiscal Years, 1989-1999

Funding for National Defense and Personnel for the
Department of Defense in Selected Fiscal Years,
1989-1999

Fiscal Year 2000 Appropriations for National Defense
and CBO's Estimate of a Sustaining Defense Budget,
by Budget Category

Funding for National Defense and Personnel for the
Department of Defense in Selected Fiscal Years,
1989-1999

U.S. Military Forces in Selected Fiscal Years, 1989-1999
Fiscal Year 2000 Appropriations for National Defense
and CBO's Estimate of a Sustaining Defense Budget,

by Budget Category

DoD's Past Purchases of Selected Equipment and CBO's
Estimates of Purchases Under a Sustaining Budget

Selected U.S. Military Forces Under Current and
Alternative Strategic Priorities

Stocks of Major Weapon Systems Held by the
United States and Selected Other Nations

Xi

15

27

iX

20



Summary

107th Congress will consider in 2001 will be

the first submitted by a new Administration in
eight years. That Administration could put forth new
strategies or programs that would change the funding
needed to maintain national security. As the Congress
considers that budget, three questions should be prom-
inent:

The budget request for national defense that the

o Is the new Administration’s national security
strategy an appropriate response to likely threats
to U.S. security?

o  Will the military forces and modernization pro-
grams that the Department of Defense (DoD)
plans adequately support that strategy?

0  Willthe budget that the Administration proposes
be sufficient to maintain those forces and carry
out those plans?

All three of those questions are appropriate for evalu-
ating the nation’s military forces and the funding that
is necessary to maintain them. But this Congressional
Budget Office (CBO) study focuses only on the last
guestion and attempts to provide a context or reference
point for answering it.

A full examination of either the current threats to
U.S. security or the adequacy of the strategy that has
been developed to counter those threats is beyond the
scope of this analysis. Accordingly, the discussion

treats threats and strategy only briefly to provide some
background for CBO’s analysis of today's military
forces and their funding. Further, this study does not
address the cost of the broad array of alternative strat-
egies that might be pursued in the future. Instead, as a
starting point for such an analysis, it discusses the cost
of a “sustaining” budget for today’s national defense
structure—that is, the annual funding CBO estimates
is needed to maintain today’s forces into the future and
to modernize them. The study also describes several
options for closing the gap between current appropria-
tions for defense and CBO’s estimate of sustaining
funding.

Threats

The U.S. military today has no peer. In number, cer-
tain Russian and Chinese conventional (mostly non-
nuclear) weapons and forces may equal and, in a few
cases, exceed those of the United States. But the ca-
pabilities of the U.S. military far surpass those of
other nations once such factors as training, readiness
for combat, sophistication of weans, and availality

of linked communications and intelligence networks
are taken into account.

Nevertheless, certain regional powers around the
world are antagonistic to U.S. interests and pose
threats that are the focus of much of today’s defense
planning. Iran, Irag, and North Korea are the nations
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of most concern, although they have substantially
fewer forces than either Russia or China, let alone the
United States. Their forces are also no match for U.S.
troops and equipment in many of the other dimensions
of combat capability noted above.

But most worrisome, according to the intelli-
gence community and many military leaders, may be
unconventional threats—for example, nuclear, biologi-
cal, and chemical (NBC) weapons, many of which
have enormous destructive capacity. The regional
powers of concern to U.S. defense analysts may be
developing or expanding their stocks of such weapons.
Moreover, threats to use unconventional weapons
could come from individuals or hostile groups as well
as other nation states. Adversaries could also target
the Internet and seek to disrupt commercial and mili-
tary computer networks on which the United States
and DoD increasingly rely. Such threats are difficult
to counter, in part because most current U.S. weapons
are focused on more conventional threats. Moreover,
the nation's superior conventional forces and weapons
would be of limited value in a regional war if an en-
emy's threat of retaliation with NBC weapons deterred
the United States from using its conventional arms.

Strategy

The current national security strategy rests on a policy
of engagement in the world’s affairs, not only during
crises but in peacetime as well. Consequently, the
strategy directs the U.S. military to be ready to under-
take activities ranging from limited humanitarian mis-
sions to full military campaigns against capable, well-
equipped regional adversaries.

The makeup of today’s combat forces is driven
by a goal of being ready to fight two regional cam-
paigns occurring at about the same time. That objec-
tive determines the size and structure of most types of
forces. But the current national security strategy has
also expanded the U.S. military’s peacetime activities
—what CBO refers to in this study as peace opera-
tions—compared with past periods. (Peace operations
include peacekeeping, humanitarian assistance, hos-
tage rescue, and peace enforcement.) That part of the
strategy has affected forces as well, adding to the mili-

tary’s operating costs in peacetime and increasing the
demands on military personnel—not only from addi-
tional activities but also from the greater need for
forces specifically associated with peace missions,
such as civil affairs personnel and military police.

Another factor that affects U.S. military actions
and budgets is the desire of decisionmakers to mini-
mize casualties, a desire that has increased over the
past several decades. That attitude may affect the
nature of the forces that are used—for example, air
rather than ground forces. It may also lead to in-
creases in the number of forces DoD maintains, be-
cause, the military argues, greater U.S. superiority can
shorten wars and reduce U.S. casualties.

In addition to meeting current demands, the ser-
vices are directed by the national security strategy to
prepare for the demands of the future. The plans that
DoD develops for that purpose attempt to consider the
evolution of military technology, the proliferation of
more-sophisticated weapons—including weapons of
mass destruction and the means to deliver them—and
the possible emergence in the future of a nation with
military capabilities that rival those of the United
States. The military has used those considerations to
justify its plans for modernization and its development
and procurement of new weapons.

What Factors Drive Budget
Requests for Defense?

Several major factors determine the resources needed
to support today’s military forces. Factors that influ-
ence DoD’s annual operating costs—specifically the
number, type, and readiness of its forces—are particu-
larly important. (The costs associated with readiness,
however, are difficult to pinpoint, in part because
funding is dispersed among a number of budget cate-
gories; moreover, DoD’s measures of readiness have
serious limitations.) Another major determinant is the
future capability that DoD requires in its forces, which
guides the military’s investment in modernization (spe-
cifically, the development and procurement of weap-
ons, equipment, and facilities). The costs of support-
ing DoD's infrastructure, including military construc-



SUMMARY iX

Summary Table 1.
U.S. Military Forces in Selected Fiscal Years, 1989-1999

Percentage
Change,
1989 1993 1997 1999 1989-1999
Strategic Forces ?
Land-Based ICBMs 1,000 787 580 550 -45
Heavy Bombers® 310 194 126 143 -54
Submarine-Launched Ballistic Missiles 576 408 408 432 -25
Conventional Forces °
Land Forces
Army divisions®
Active 18 14 10 10 -44
Reserve 10 8 8 8 -20
Marine Corps expeditionary forces®
Active 3 3 3 3 0
Reserve 1 1 1 1 0
Naval Forces
Battle force ships' 566 435 354 317 -44
Aircraft carriers
Active 15 13 11 11 -27
Reserve 1 0 1 1 0
Navy carrier air wings
Active 13 11 10 10 -23
Reserve 2 2 1 1 -50
Air Forces
Tactical fighter wings
Active 25 16 13 13 -48
Reserve 12 11 8 8 -33
Airlift aircraft
Intertheater 401 382 345 331 -17
Intratheater 468 380 430 425 -9

SOURCE: Congressional Budget Office using data from Office of the Secretary of Defense, Annual Report to the President and the Congress
(various years).

NOTE: ICBMs = intercontinental ballistic missiles.

a. Forces with basically nuclear missions.

b. Includes some long-range bombers that do not have strategic missions.

c. Forces with largely nonnuclear missions.

d. Excludes separate brigades that are not part of a division.

e. A Marine expeditionary force includes a division, an air wing, and supporting forces for those combat elements.

f. Includes all Navy ships involved in combat—for example, ballistic missile submarines, surface combat ships, aircraft carriers, and amphibious
craft—as well as some other vessels.
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tion and family housing, also add to budgetary re-
guirements.

The size and structure of U.S. conventional
forces largely determine the military’s operating costs
and hence its budget requests. Metrics used for those
factors typically include divisions (the Army and the
Marine Corps); tactical air wings (the Air Force, Ma-
rine Corps, and Navy); and ships (the Navy). Today's
Army includes 10 active-duty divisions, and each typi-
cally has three brigades. Another eight divisions and
18 separate brigades make up the Army National

Guard. The Navy operates more than 300 battle force
ships (essentially all ships involved in combat plus
some others). The Marine Corps is organized into
three active divisions and three Marine air wings; an-
other division and air wing make up the Marine Corps
Reserve. Finally, the Air Force operates the equiva-
lent of about 20 tactical fighter wings—12.6 in the
active component of the service and 7.6 in the Air Na-
tional Guard and Air Force Reserve. (Summary Table
1 lists today’s forces and compares them with those
of previous years. Summary Table 2 shows how bud-
gets have changed along with force structures.)

Summary Table 2.

Funding for National Defense and Personnel for the Department of Defense

in Selected Fiscal Years, 1989-1999

Percentage
Change,
1989 1993 1997 1999 1989-1999°
Budget Authority (In billions of 2000 dollars)
Department of Defense
Military personnel 109 93 78 73 -33
Operation and maintenance 116 99 99 109 -6
Procurement 97 58 44 52 -47
Research, development, test, and evaluation a7 42 38 39 -17
Military construction 7 5 6 6 -20
Family housing _4 _4 _4 _4 -11
Subtotal 380 302 269 282 -26
Other Agencies® 11 16 13 14 23
Total, National Defense® 391 318 282 296 -24
DoD Personnel (In thousands) ¢
Active Duty 2,130 1,705 1,439 1,386 -35
National Guard and Reserve 1,171 1,058 902 869 -26
Civilian 1,107 984 786 704 -36
SOURCE: Congressional Budget Office using data from the Department of Defense and the Office of Management and Budget.

a. The apparent discrepancies in CBO's calculations arise from rounding.

b. Covers defense activities related to atomic energy in the Department of Energy and national defense functions in other agencies.

c. Includesrevolving and managementfunds, trustfunds, and offsetting receipts. Excludes contract authority for the working capital funds because

appropriations are used to liquidate that authority.

d. Strength measured at the end of the year.
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CBO did not analyze whether those forces are
sufficient to support the national security strategy,

although that issue has been a matter of some conten-

tion. Defense analysts have criticized force levels as
either too high or too low, or the mix of units as
wrong, for the missions that the U.S. military is ex-
pected to accomplish, both today and in the future.
Such criticisms suggest that the levels and structure of

those forces may change and that questions about their

sufficiency will be a topic of upcoming debates about
defense. Inits analysis, however, CBO accepted the
nation’s military forces as they are sized and struc-
tured today and estimated the annual budget that
would be necessary to sustain and modernize them.

CBO's Estimate of a
Sustaining Budget for
National Defense

CBO'’s estimate of a sustaining budget for national
defense totals about $340 billion in 2000 dollars.
That amountrepresents the overall funding required to
keep defense forces in a “steady state,” which CBO
calculated by holding constant certain factors, includ-
ing the numbers of personnel, forces, and military
bases. Itis not an estimate of the defense budget for
any specific year, although CBO has organized the
components of the estimate in traditional budget cate-
gories (see Summary Table 3). In budgetary terms,
the estimate covers budget function 050, which in-
cludes not only funding for the Department of Defense
but also budget authority for defense activities related
to atomic energy in the Department of Energy and for
national defense functions in other federal agencies.

More specifically, CBO’s estimate of sustaining
funding for DoD’s portion of the defense budget in-
cludes funds to:

0 Keep increases in the pay of military personnel
consistent with increases in pay in the private
sector;

0 Maintain current operating tempos (the pace of
operations and training) and levels of mainte-
nance and support for today’s forces, and keep

increases in pay for DoD’s civilian workforce in
line with those in the private sector;

0 Replace the military’s weapons and equipment at
a rate consistent with projections of their service
lives—in particular, replace old weapons and
equipment with new systems that exist or are
planned, or with items in DoD’s current inven-
tory where no new system is in development;

o

Provide funding for the research, development,
test, and evaluation category consistent with the
historical share of the budget that has been de-
voted to those activities; and

0 Repair and replace the existing stock of military
facilities and family housing units.

Most of the sustaining budget—$327 billion—
would fund DoD; about $13 billion would support the
defense programs in other agencies. Activities in the
Department of Energy would account for $12 billion
of the non-DoD funds, and the remaining $1 billion
would be dispersed among a variety of other agencies.

Sensitivities and Uncertainties
of CBO’s Estimate

The assumptions CBO made in estimating a sustaining
budget for national defense were based on the best
available information about current forces and trends.
Like most estimates, CBO'’s is sensitive to (would be
affected by) changes in some of those assumptions.

For example, a different force structure would
not only alter appropriations for the pay and benefits
of military personnel but also change the funding re-
quired for both operating costs and modernization.
And even if the number and structure of forces re-
mained the same, the estimate would still be sensitive
to changes in other assumptions.

CBO’s sustaining estimate of operating costs, for
example, rests on an assumption about how much the
pay of military personnel and DoD’s civilian work-
force would need to grow in real (inflation-adjusted)
terms over a particular period to remain competitive
with the pay of private-sector workers. That estimate
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would be higher or lower depending on whether pay in
the private sector grew faster or more slowly than
CBO's projection. And if the labor market for young
adults tightens further or even remains as challenging
for military recruitment and retention as it is today, the
costs of labor (military pay and benefits) could rise
faster than the costs of other aspects of support for the
military.

CBO's estimate of sustaining funding for pro-
curement ($90 billion) is particularly sensitive to
changes in some of its components. Alternative as-
sumptions about some portions of that estimate could
add to or reduce it by tens of billions of dollars. For
example, a major assumption involved the service
lives of weapon systems and equipment. CBO used

service-life projections that are consistent with those
that the military services use for their planning, which
are much longer than the projections used in the past
(because DaD is now keeping some equipment in ser-
vice longer). Butif CBO based its estimate on DoD’s
previous experience in retiring equipment, its estimate
of sustaining funding for procurement would be $25
billion higher.

Conversely, that estimate would be lower under
an assumption that weapon systems and other equip-
ment would be replaced on some other basis than one
for one. The services might choose a different re-
placement policy in the future for a variety of reasons,
as an example involving the Navy suggests. The ser-
vice has cut the number of fighter aircraft in its carrier

Summary Table 3.

Fiscal Year 2000 Appropriations for National Defense and CBO's Estimate of a Sustaining Defense
Budget, by Budget Category (In billions of 2000 dollars of budget authority)

Appropriation for
Fiscal Year 2000%

Sustaining-
Budget Estimate®

Department of Defense (Budget subfunction 051)
Military personnel
Operation and maintenance
Procurement
Research, development, test, and evaluation
Military construction
Family housing
Subtotal

Other Agencies (Budget subfunctions 053 and 054)°

Total, National Defense (Budget function 050)¢

74 82
102 107
53 90
38 40
5 5
_4 _4
276 327
13 13
289 340

SOURCE: Congressional Budget Office.

NOTE: The figures in the table include both discretionary and mandatory funding.

a. Based on CBO's estimates as of July 2000 but excluding supplemental appropriations of about $9 billion.

b. The sustaining-budget estimate is CBO'’s calculation of the annual funding required to maintain U.S. military forces at their current size; to
modernize their weapons and equipment at a rate that is consistent with expected service lives and with maintaining a technological advantage
over potential adversaries; and to maintain current funding for readiness. Itis a steady-state concept and not an estimate of the defense budget

for any specific year.

c. Covers defense activities related to atomic energy in the Department of Energy and national defense functions in other agencies.

d. Includes revolving and management funds, trust funds, and offsetting receipts, which total less than $0.5 billion. Excludes contract authority for
the working capital funds because appropriations are used to liquidate that authority.
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wings by about 20 percent from the levels it main-
tained during the Cold War. Such cuts might reflect
changes in the threats faced by the carrier wings and
in their missions. But they might also reflect the
Navy’s view that it could provide sufficient capability
with fewer planes if those planes were more capable.

The Limitations of CBO’s Estimate

In addition to the uncertainties noted above, CBO'’s
estimate of a sustaining budget for national defense
has several limitations that affect its usefulness. The
estimate does not apply to the period for which DoD
typically constructs detailed plans; in addition, as
noted earlier, it is not an estimate of the defense bud-
get for any specific year. The estimate is also a broad
one, based on total defense appropriations and simple
estimating methods. Consequently, it is not compara-
ble to the detailed cost estimates that CBO prepares
for legislation.

A more fundamental limitation of CBO’s esti-
mate is that it is not a calculation of the funding re-
quired to defend the nation’s security interests. Such
an estimate would require a full evaluation of the na-
tional security strategy and the military capabilities
required to support it in light of the threats that the
United States could confront. A new strategy could
deemphasize, revise, or replace any of DoD’s and the
Administration’s goals. Changes in the assumptions
DoD now uses for planning—such as maintaining
enough forces to fight two regional wars that occur at
about the same time—would change the forces that the
military required and therefore the funding it would
need for both the operations and modernization of
those forces. Likewise, fewer peace operations and
deployments overseas could reduce the operating
funds that the military required and might even justify
cuts in the number of forces it would need.

Alternatives for Defense
Forces and Budgets

To broaden the discussion, CBO’s study includes a
number of illustrative options showing how changes to

the military’s force structure, modernization plans, or
operations might affect the funding that the services
require to maintain their forces. Some of the options
would change specific force elements or particular
programs; others would alter DoD’s business opera-
tions or the way it runs its military bases. CBO drew
specific alternatives from its March 2000 publication
Budget Options for National Defens&he options

are notintended to be recommendations but are merely
examples that indicate the rough size of the savings
such changes might produce. Average annual savings
under the options would range from $0.5 billion (for
canceling the Army’s Comanche helicopter) to $3.8
billion (for canceling the F-22 fighter plane).

In addition to those options, CBO constructed
two broad force structures to illustrate the budgetary
effects of changing the focus of some of the military’s
missions. The first alternative emphasizes peace oper-
ations and deemphasizes combat missions. It would
cut conventional combat forces, such as Army divi-
sions, yet preserve most maritime forces and units that
have been heavily used in recent peace operations,
such as some support forces and airlift aircraft. Sus-
taining the forces in that option would require an an-
nual budget of about $320 billion (in 2000 dollars),
CBO estimates, or about $20 billion less than the sus-
taining budget associated with today’s forces.

The second of CBO'’s alternative force structures
stresses regional combat and conventional forces
rather than peace missions but would cut purchases of
newly developed equipment. Accordingto CBO'’s cal-
culations, the forces under the second option would
require about $325 billion (in 2000 dollars) to sustain
them.

Conclusion

The questions noted at the beginning of this summary
provide a context for considering the defense budget
request and the military forces and activities it funds.
CBO'’s analysis, however, addressed only the budget
required to sustain the military forces that are in place
today and not the issues those questions raise about
threats, strategy, and the sufficiency of forces.
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CBO's estimate of a sustaining budget is higher
than any recent year’s funding for national defense.
To eliminate that imbalance, decisionmakers could
change what they require from the military services,
increase funding, or pursue some combination of those
approaches. But even under the broad options that
CBO evaluated for closing that gap, its estimate of a

sustaining budget would still be higher than today’s
level of defense funding.

The large disparity between current defense bud-
gets and CBO’s estimate indicates the complexity of

the problem that decisionmakers face. To fully ad-
dress that problem, they would need to consider all
three of the questions posed earlier, which would in-
volve a thorough review of possible threats to the na-
tion’s security (both now and in the future), the appro-
priate strategy to counter them, and the budgetary im-
plications of decisions about those matters—a process
that could lead to changes in forces, levels of readi-
ness, and plans for modernization. Without that re-
view, the appropriate level of budgetary support for
national defense cannot be determined.



Chapter One

Introduction

ith the end of the Cold War, strategic bal-
Wances worldwide shifted radically, and the

threats faced by the United States dimin-
ished. The collapse of the Warsaw Pact and the dis-
mantling of the Soviet Union left the world looking
different from the way it did when the Soviets domi-
nated much of Asia and Eastern Europe. In response
to those shifts, U.S. military forces have also under-
gone profound changes. The missions for which they
train and plan have been substantially altered. And
their numbers have been greatly reduced.

Throughout much of the 1990s, the funds U.S.
policymakers allocated to national defense followed a
similar downward trend, as budgets fell along with
forces (see Table 1). In 1998, the defense budget
reached a 20-year low. In 1999, policymakers halted
that decline and provided regular and supplemental
appropriations that constituted real (inflation-adjusted)
growth in the resources available to support national
defense activities. In particular, funds for procuring
new equipment and weapons, which had shrunk by a
larger percentage than had the total defense budget,
began to receive significant, real boosts.

That increased funding, however, has not elimi-
nated questions about future defense budgets—in par-
ticular, about the level of funding necessary to sustain
today’s forces. (The “sustaining” budget that this
study addresses is the annual funding that would be
needed to retain U.S. military forces at their current
size, modernize their equipment, and maintain current

levels of readiness for operations.) Before policy-
makers can ask and answer questions about future
defense budgets, however, broader issues require con-
sideration. What threats does the United States face?
What strategy is appropriate to respond to those
threats? And what military forces are needed to im-
plement that strategy?

A full examination of those questions demands a
complex political and military analysis that would be-
gin by appraising the role that the United States wants
to play in the post-Cold War world and how specific
foreign policy interests and objectives help determine
that role. From those considerations would follow a
national security strategy, one element of which would
be the function of military force and the threat of
force. Using that strategy as a basis, the missions that
the military might assume could then be determined,
the number of forces needed to perform those missions
established, and their budgetary requirements calcu-
lated. A further consideration in that calculus, many
observers now believe, is the increasing importance to
policymakers of minimizing U.S. casualties iititary
operations. That attitude might significantly affect
how missions are conducted as well as which forces
are used. It might also affect the number of forces the
military maintains, because many defense leaders be-
lieve that overwhelming superiority shortens wars and
reduces U.S. casualties.

This study does not address the broader issues
associated with the kind of examination detailed
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above. Although the study briefly discusses present-

day threats to U.S. security, describes the nation’s

current military strategy, and reviews the structure of Currer_]t Threats to U.S.
today’s military foces, it does not analyze whether Secunty

those forces are adequate in number and appropriately

configured to support the strategy. Instead, this Con-  \yjith the breakdown of the Soviet Union, U.S. military
gressional Budget Office (CBO) analysis accepts as a forces are now the strongest in the world. Among all
“given” the military forces that the Administrationhas  foreign powers, only China and Russia have armed
decided to retain to implement its current strategy and  forces and inventories of conventional weapons
assesses the budgetary implications of those decisions. (proadly speaking, nonnuclear arms) that are close in

Table 1.
Funding for National Defense and Personnel for the Department of Defense
in Selected Fiscal Years, 1989-1999

Percentage
Change,
1989 1993 1997 1999 1989-1999°
Budget Authority (In billions of 2000 dollars)
Department of Defense
Military personnel 109 93 78 73 -33
Operation and maintenance 116 99 99 109 -6
Procurement 97 58 44 52 -47
Research, development, test, and evaluation a7 42 38 39 -17
Military construction 7 5 6 6 -20
Family housing _4 _4 _4 _4 -11
Subtotal 380 302 269 282 -26
Other Agencies® 11 16 13 14 23
Total, National Defense® 391 318 282 296 -24
DoD Personnel (In thousands) ¢

Active Duty 2,130 1,705 1,439 1,386 -35
National Guard and Reserve 1,171 1,058 902 869 -26
Civilian 1,107 984 786 704 -36

SOURCE: Congressional Budget Office using data from the Department of Defense and the Office of Management and Budget.
a. The apparent discrepancies in CBO's calculations arise from rounding.
b. Covers defense activities related to atomic energy in the Department of Energy and national defense functions in other agencies.

c. Includesrevolving and managementfunds, trust funds, and offsetting receipts. Excludes contract authority for the working capital funds because
appropriations are used to liquidate that authority.

d. Strength measured at the end of the year.
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size to those of the United States (see Figure 1). The
Chinese People’s Liberation Army is the largest army
in the world, with almost 2 million troops. It has large
stocks of conventional weapons, but most of them
were developed in the 1950s and 1960s and are far
less sophisticated than comparable U.S. versions.
Russia also has substantial stocks of most conven-
tional weapons, largely inherited from the former So-
viet Union. Many defense analysts believe, however,
that significant numbers of the weapons may be in
very poor condition. Despite such shortcomings, the
forces of those nations and of others could still
threaten U.S. interests and be used to menace U.S.
allies.

U.S. defense planning currently emphasizes pre-
paring for threats posed by countries that may have
less combat capability than Russia and China but that
nevertheless still threaten the peace in their own re-
gions. Of those powers, Iran, Iraq, and North Korea
probably have the most significant military capabili-
ties; consequently, wars in the Persian Gulf region and
on the Korean Peninsula are the scenarios that for the
most part drive the United States’ plans for its military
forces. Yet those countries have far less military
equipment than the United States has and lack other
advantages of U.S. forces—for example, aircraft that
can penetrate enemy defenses without being detected
in time to be shot down, large quantities of precision-
guided munitions, better surveillance and reconnais-
sance, and more sophisticated command, control, and
communication systems.

As U.S. military leaders have noted, however, the
most worrisome threats to U.S. interests may not be
the conventional forces of foreign powers. Instead, so-
called unconventional threats to the United States and
to U.S. forces overseas may pose greater dangers.
Such threats range from nuclear, biological, or chemi-
cal (NBC) weapons to “cyberattacks”—assaults on
the United States’ computer infrastructtirélncon-

1. CBO uses the term "NBC weapons," but defense experts may use a
variety of phrases for such threats. Some analysts use "weapons of
mass destruction," which generally cover larger attacks and might also
include conventional attacks using high explosives. Several recent
studies have used "chemical, biological, radiological, and nuclear
weapons" to focus attention on the potential for radiological attacks
(for instance, poisoning people by wrapping conventional explosives in
highly radiological materials). That term is used infirst Annual
Report to the President and the Congress of the Advisory Panel to
Assess Domestic Response Capabilities for Terrorism Involving

ventional threats are difficult to assess and, as a result,
hard to counter. Attacks with such weapons may also
require responses that are difficult to carry out be-
cause they go beyond the boundaries of standard mili-
tary activities?

Many of the same regional powers that U.S.
planners worry most about facing in conflicts with
conventional weapons also have NBC weapons. Inthe
developing world today, about 2@untries are be-
lieved to have stocks of chemical weapons. Iraq, for
example, used them extensively during its war against
Iran in the 1980s. Almost 20 more countries are be-
lieved to have developed some type of biological
weapon. And some defense planners suspect that Iran,
Irag, and North Korea are very close to developing
their own nuclear arms—if they do not already have
them. Not surprisingly, many of the countries that
have or are developing NBC weapons are also devel-
oping the means—perhaps through ballistic missiles
—to deliver them effectively.

Another potentially serious threat that has sur-
faced in recent years is attacks against military and
civilian computer and communication networks. The
risk of such assaults by individuals and groups seeking
to disrupt U.S. warfighting abilities or critical ele-
ments of the U.S. economy and infrastructure has
grown in the 1990s as the number of computers, com-
puter networks, and Internet users has exploded. That
aggression can take two basic forms: electronic at-
tacks by hackers on computer networks themselves or
physical attacks on critical nodes such as power sup-
plies, switching stations, or satellite ground stations.
The U.S. military has become more vulnerable to such
threats as it relies increasingly on computer networks
and comes to depend more and more on commercial
communication satellites and systems. Civilian com-

Weapons of Mass Destructiobecember 15, 1999 (available at
www.rand.org/organization/nsrd/terrpanel/terror.pdf) and in Anthony
H. Cordesman, “Defending America: Redefining the Conceptual Bor-
ders of Homeland Defense” (draft, Washington, D.C., Center for Stra-
tegic and International Studies, September 3, 2000), available at
www.csis.org/homeland/repoéDfullreport.pdf.

2. Inthe event of an attack with biological weapons, for example, mili-
tary forces might want to help local officials with law enforcement.
But the Supreme Court has upheld laws that restrict the Department of
Defense’s (DoD’s) involvement in certain domestic situations. Those
constraints limit the assistance DoD can offer and place the burden of
response on other federal, state, or local agencies.
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Figure 1.

Stocks of Major Weapon Systems Held by the United States and Selected Other Nations
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SOURCE: Congressional Budget Office using data from International Institute for Strategic Studies, The Military Balance, 1999/2000 (London:

International Institute for Strategic Studies, October 1999).

a. For Russia, stocks as reported on January 1, 1999, under the Treaty of Conventional Forces in Europe.
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b. Includes aircraft carriers, surface combat ships, and amphibious vessels but excludes a number of other ships thatthe U.S. Navy counts as battle
force ships.

c. Includes only air force planes and excludes training aircraft. The Military Balance provided no data for Iraq.
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puter networks at the core of the nation’s financial
infrastructure and rail and air transportation systems,
as well as communication networks, could also be vul-
nerable?

Even if unconventional weapons were not used to
attack the United States itself, they might restrict the
U.S. military’s operations overseas. The nation’s su-
perior conventional forces and weapons would be of
limited value in a regional war if an enemy’s threat of
retaliation with NBC weapons deterred the United
States from using its conventional arms. Moreover, if
enemies with only modest conventional capabilities but
stocks of unconventional weapons developed intercon-
tinental ballistic missiles that could reach the United
States, those nations could exert considerable leverage
and pose a sizable threat.

As unconventional threats have multiplied, their
claim on the attention of U.S. leaders and defense ana-
lysts has increased. Some officials have called for
more spending on defenses against ballistic miskiles.
Others advocate radically transforming the way the
United States develops its strategies and structures its
forces. Decisions on those kinds of issues are likely to
be among the challenges that will face the new Admin-
istration and the 107th Congress.

Current U.S. Military Strategy

Following logically on the identification of threats to a
nation would be the development of policies to counter

3. Terrorists with unconventional weapons they have developed or stolen
are a further threat that could be even more dangerous for the United
States than a crisis involving a nation state, which might be deterred
from acting by persuasion or the threat of force.

4.  The Rumsfeld Commission—a panel charged with assessing the cur-
rent and potential threat to the United States from missile attack and
the capability of the U.S. intelligence community to provide timely
warning—has added to concerns about those issues. The commission
reported in 1998 that widespread foreign assistance and extensive
efforts to hide missile development programs from Western intelli-
gence have created conditions under which North Korea, Iran, and
Iraq could, with very little warning, deploy ballistic missiles with
ranges long enough to strike parts of the United States. See Commis-
sion to Assess the Ballistic Missile Threat to the United Statesu-
tive Summary of the Report of the Commission to Assess the Ballis-
tic Missile Threat to the United Stafetuly 15, 1998, pursuant to
Public Law 201, 104th Congress (available at www.fas.org/irp/threat/
bm-threat.htm).

those threats. Inthe United States, those policies con-
stitute the national security strategy, which can be
roughly defined as the nation’s evolving plan for coor-
dinated use of all of the instruments of state power to
defend and advance the national intetesilitary
force or the threat of force is a chief component of that
plan. Because strategy determines the missions that
the military services are expected to accomplish to
counter national security threats, it also influences the
levels and types of forces that the U.S. military re-
guires and how modern and ready those forces need to
be.

Today's military strategy calls for enough forces
to fight two regional wars and to support peace opera-
tions® Strategically, the goal of being able to respond
to two major wars in different regional theaters (two
major theater wars, or MTWSs) that occur nearly si-
multaneously determines in large part the number of
combat forces that the U.S. military maintains. The
two-MTW metric was initially developed in the imme-
diate aftermath of the Cold War, when the Department
of Defense (DoD) first formulated its regional defense
strategy. That strategy defined a base force—DoD’s
estimate of the minimum force required to accomplish

5. For a description of the Administration’s current strategy, see the
White HouseA National Security Strategy for a New Cent(De-
cember 1999). For a critique of the Administration’s strategy, see
National Defense Pandlransforming Defense: National Security in
the 21st CenturyDecember 1997). See also United States Commis-
sion on National Security/21st CentuBgeking a National Strategy:

A Concert for Preserving Security and Promoting Freedépril
2000). That commission is at work evaluating the current strategy
and may propose revising it. For an evaluation of all aspects of the
strategy and proposed alternatives, see Zalmay M. Khalilzad and
David Ochmanek, edsStrategy and Defense Planning for the 21st
Century Santa Monica, Calif.: RAND, 1997).

6. CBO uses the term "peace operations" in this study to refer to military
operations other than war, or MOOTWs. The Office of the Joint
Chiefs of Staff, in theJoint Doctrine Encyclopedja defines
MOOTWs as follows: “Operations that encompass the use of military
capabilities across the range of military operations short of war. These
actions can be applied to complement any combination of the other
instruments of national power and occur before, during, and after
war.” According to that encyclopedia, military operations in this cate-
gory include peace enforcement, counterterrorism, shows of force,
peacekeeping, noncombatant evacuation operations, counterinsur-
gency, counterdrug, and humanitarian assistance J@iheDoctrine
Encyclopediais available at www.dtic.mil/doctrine/jrm/ency.htm.)
Another umbrella term that is sometimes used is smaller-scale contin-
gencies. For a more detailed discussion of peace operations, see Con-
gressional Budget Officdylaking Peace While Staying Ready for
War: The Challenges of U.S. Military Participation in Peace Opera-
tions CBO Paper (December 1999).
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U.S. national security goals during the post-Cold War
period’

DoD’s 1993 Bottom-Up Review (BUR), one of
the department’s periodic assessments of the capabili-
ties it needed to maintain or develop to carry out its
missions, endorsed the two-MTW yardstickThe
BUR developed overall requirements for U.S. combat
forces by taking the forces deemed necessary for the
first conflict and doubling them to deter—or fight, if
necessary—a second aggressor. The Congressionally
mandated Quadrennial Defense Review (QDR) of
1997 basically endorsed the force levels that emerged
from the BUR, but it made a few changdeéFor ex-
ample, the QDR cut the Navy’s requirements for sur-
face combat ships from the force of 131 ships planned
in the BUR to a force of 116.) The QDR planned for
2001 is likely to bring other changes as well.

Operations that the U.S. military conducts in
peacetime also influence, to some degree, the forces
DoD must maintain. The Clinton Administration’s
defense policy has heavily emphasized such peace op-
erations as humanitarian assistance and civil-support
and nation-building activities. That emphasis derives
from the Administration’s goal of shaping the national
security environment to make it more positive toward
U.S. interests. As a result, U.S. forces engaged in
peace operations to a much greater degree in the 1990s
than they did during the Cold War. Peace operations
may require forces that have less relevance to combat
—for example, units with personnel expert in helping
nations develop civil institutions such as courts. Re-
guirements for those kinds of personnel can drive up
the number of such units that the military must main-
tain.

The military’s operations in both war and peace
also affect the pace at which it modernizes its weapons
and equipment. During the Cold War, the primary

7.  General Colin L. Powell, Chairman of the Joint Chiefs of Staff, “The
Base Force—A Total Force” (briefing prepared for the Subcommittee
on Defense of the House Committee on Appropriations, September 25,
1991).

8.  Secretary of Defense Les AspReport on the Bottom-Up Review
(October 1993).

9.  Secretary of Defense William S. Coh&eport of the Quadrennial
Defense Revie{May 1997).

impetus for U.S. military modernization was the per-
ceived need to keep up with the development and field-
ing of new systems by the former Soviet Union. But
modernizing solely to stay ahead of adversaries may
no longer be as strong a rationale for allocating re-
sources as it was in the past. As discussed earlier,
most U.S. forces are already much more sophisticated
or capable than the forces of countries that could op-
pose the United States in major regional wars. U.S.
superiority is even more overwhelming compared with
the capabilities of military forces in countries where
the United States might participate in operations other
than war. And it is unlikely that any of those coun-
tries will have the funds any time soon to modernize
their forces sufficiently to gain parity with the U.S.
military.

What arguments, then, would justify increasing
funds for modernization, as occurred in 19997
o First, the United States may wish to preserve its
overwhelming superiority, which, as service
leaders regularly argue, leads to shorter conflicts
and fewer U.S. casualties. Even with limited
defense budgets, potential adversaries could fo-
cus their resources on developing certain technol-
ogies or tactics that offset U.S. conventional ca-
pabilities in particular areas. If opponents could,
for example, develop chemical or biological
weapons and use them to attack ports or air-
fields, they could slow the deployment of U.S. air
and ground forces during a conflict.
0 Second, focusing strategic planning only on to-
day’s threats could produce a misleading sense
of security, which could result in modernization
that was too slow (as well as cuts in forces that
were too large). Over the course of several de-
cades, nations that are no threat today could
amass significant military capability, as Ger-
manydid in the decade preceding World War Il.

Some defense analysts argue that in the post-
Cold War world, U.S. modernization efforts should
have a different focus. They advocate basing modern-
ization not on the capabilities of foreign powers but on
the objectives that the United States wishes to accom-
plish and the capabilities that the nation wishes to de-
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velop or improve? Under that kind of framework,
modernization might relate more to producing weap-
ons that were cheaper to operate than comparable
weapons today or that accomplished missions that no
current weapons could carry out. It might also include
preparing to counter threats posed by technologies that
are now available only to U.S. forces but that could be
acquired by other nations in the future.

The basis that the military chooses for its mod-
ernization efforts is only one of a number of factors
that affect how much money DoD ultimately needs to
supportits forces. The following section considers
some of the major determinants of the defense bud-
get.

What Factors Drive Budget
Requests for Defense?

Several important factors determine in large part how
much money is needed to finance the nation’s defense
activities. The size and structure of U.S. military
forces and their readiness for combat strongly influ-
ence budget requirements, as does investment in weap-
ons, equipment, and facilities. The military spends its
appropriations to keep those factors at acceptable lev-
els today and also to try to preserve acceptable levels
in the future'!

Another major determinant of the defense budget
is the cost and capability of the infrastructure that
supports military forces and the efficiency with which
supportis delivered. DoD has estimated that spending
on infrastructure support—which isdnd in all de-
fense appropriations—represents more than half of the
spending in DoD’s overall budget. The level of that
funding does not rise or fall automatically as Adminis-
trations change their strategy, forces, or plans for
modernization. Thus, like large corporations, DoD

10. See, for example, Glenn A. Kent and William E. Simons, “Objective-
Based Planning,” in Paul Davis, etllew Challenges for Defense

Planning(Santa Monica, Calif.: RAND, 1994), pp. 59-71.

11. For the amounts appropriated in each title in the 2001 budget, see
Stephen DaggetRL30505: Appropriations for FY2001—Defense
CRS Appropriations Report for Congress (Congressional Research

Service, August 11, 2000).

must actively seek to minimize what it spends on sup-
port, from controlling the costs of operating its facili-
ties to providing services to its personnel as efficiently
as possible. But cutting infrastructure costs has not
proved to be easy, and as a result, funding for infra-
structure support may well have increased as a per-
centage of the total defense budget over the past de-
cade.

Force Size, Structure, and Readiness

DoD divides its forces into two major categories: stra-
tegic (basically nuclear) and conventional (see Table
2). For strategic forces, common measures of size and
structure include ballistic missiles and bombers. Met-
rics used for conventional forces include divisions
(Army and Marine Corps), tactical air wings (Air
Force, Marine Corps, and Navy), and battle force
ships (Navy), which include all Navy ships involved in
combat—for example, aircraft carriers, surface com-
bat ships, and submarines—as well as certain other
vessels.

U.S. combat forces in 1999 were structured as
follows:
o0 The Army’s forces included 10 active-duty divi-
sions, with another eight divisions and 18 sepa-
rate brigades in the Army National Guard. The
active Army consisted of 480,000 personnel; the
Army National Guard, 350,000; and the Army
Reserve, 205,000.
0 The Navy operated 317 ships (others were laid
up in storage) with more than 370,000 personnel
on active duty and about 90,000 in the Navy Re-
serve. Among those ships were 18 ballistic mis-
sile submarines carrying Trident missiles.
o0 Slightly more than 170,000 Marines were di-
vided into three active divisions, three Marine air
wings, and support forces. Another division and
air wing made up the Marine Corps Reserve,
which was supported by almost 40,000 reserv-
ists.
0 The Air Force operated the equivalent of 20 tac-
tical fighter wings—12.6 in the active component
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Table 2.

U.S. Military Forces in Selected Fiscal Years, 1989-1999

Percentage
Change,
1989 1993 1997 1999 1989-1999
Strategic Forces ?
Land-Based ICBMs 1,000 787 580 550 -45
Heavy Bombers® 310 194 126 143 -54
Submarine-Launched Ballistic Missiles 576 408 408 432 -25
Conventional Forces °
Land Forces
Army divisions®
Active 18 14 10 10 -44
Reserve 10 8 8 8 -20
Marine Corps expeditionary forces®
Active 3 3 3 3 0
Reserve 1 1 1 1 0
Naval Forces
Battle force ships' 566 435 354 317 -44
Aircraft carriers
Active 15 13 11 11 -27
Reserve 1 0 1 1 0
Navy carrier air wings
Active 13 11 10 10 -23
Reserve 2 2 1 1 -50
Air Forces
Tactical fighter wings
Active 25 16 13 13 -48
Reserve 12 11 8 8 -33
Airlift aircraft
Intertheater 401 382 345 331 -17
Intratheater 468 380 430 425 -9

SOURCE: Congressional Budget Office using data from Office of the Secretary of Defense, Annual Report to the President and the Congress

(various years).

NOTE: ICBMs = intercontinental ballistic missiles.

a. Forces with basically nuclear missions.

b. Includes some long-range bombers that do not have strategic missions.

c. Forces with largely nonnuclear missions.

d. Excludes separate brigades that are not part of a division.

e. A Marine expeditionary force includes a division, an air wing, and supporting forces for those combat elements.

f. Includes all Navy ships involved in combat—for example, ballistic missile submarines, surface combat ships, aircraft carriers, and amphibious

craft—as well as some other vessels.
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and 7.6 in the Air National Guard or Air Force
Reserve—as well as a large number of intercon-
tinental ballistic missiles, strategic bombers, and
airlift and tanker aircraft. Air Force personnel
numbered about 360,000 in the active-duty com-
ponent and 180,000 in the reserve component.

The United States places considerable emphasis
on keeping its military forces ready for operations.
Indeed, some military experts feel that the readiness of
forces is the most important determinant of their capa-
bility. Traditionally, readiness has been a measure of
how well prepared forces are to fight when they are
needed. Some of the questions used to gauge military
readiness are, Is equipment in good repair? Do forces
have enough spare parts, fuel, and ammunition to keep
them operational? Are troops in good physical condi-
tion and highly trained?

Despite the military's emphasis on readiness, itis
difficult to estimate exactly how much money is being
spent on it. There is no specific appropriation for
“readiness”; instead, the resources that support it are
spread among a broad array of budget categories, or
titles. Commonlyassociated with readiness are the
two titles that pay for DoD’s annual operations: oper-
ation and maintenance (O&M) and military personnel.
The O&M budget finds many kinds of equipment-

sensus about readiness when objective measures are
lacking.

Investment

As discussed eber, most of the nations that might
threaten U.S. interests today or in which U.S. forces
might be called on to intervene in peacetime have
weapons that are significantly less capable than the
current generation of U.S. weapons. The military’s
investment in modernization, therefore, focuses on
maintaining a significant level of superiority now and
preparing for other threats, perhaps from unconven-
tional sources, that might emerge in the longer term.
Funds for modernization, which is a third major deter-
minant of the size of the defense budget, are spread
among the appropriations for research and develop-
ment and for procurement of equipment and weapon
systems. Funding for military construction and mili-
tary family housing is also included under the rubric
of investment because those two budget categories
support purchases of buildings and facilities that last a
long time. In general, funding in those categories is
less directly linked to responding to threats than are
funds in some other areas of the budget.

Research and Development Funding for research

related items such as spare parts and repairs and many 59 development pays for basic and applied research

expenses related to training. The military personnel
appropriations fund pay and benefits. But not all of
the funds in those two titles support current readiness,
and other titles also provide funding.

Evaluating the impact of the money spent on
readiness can be as difficult as estimating the amount.
Readiness is difficult to quantify, and to a certain ex-
tent, evaluations of it depend on subjective military
judgments. As a result, DoD’'s measurements of
readiness have serious limitations. In the past—spe-
cifically, in the late 1970s—the military services were
willing to cut back on readiness in response to budget-
ary and other constraints. Today, though, defense
leaders do not support cutting readiness to meet bud-
get targets and instead place a high priority on main-
taining it. Despite that priority, some defense officials
believe that the readiness of U.S. forces has declined
enough to be a basis for concern. Others believe that
readiness remains at acceptable levels. Those varying
opinions underscore the difficulties of reaching a con-

that explores new technologies (with possible military
implications) and develops and tests new systems.
Those activities are intended to enable the military to
respond to emerging threats, take advantage of new
technologies, and address other objectives, such as
improving the mobility of U.S. forces or producing
systems that are less expensive to operate. In the
1990s, funding for defense research and development
was protected to a degree from cuts, perhaps reflecting
the belief of policymakers that the continued superior-
ity of the U.S. military required a strong technological
foundation.

Procurement. How many new weapons DoD pur-
chases and how much it upgrades and modernizes its
existing stocks determine how much it spends on pro-
curement. During the 1990s, as military forces were
being cut, DoD halted or slowed purchases of a num-
ber of weapons. In addition, the services retired many
pieces of equipment that had not yet reached the end of
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their useful lives because they were no longer needed
to equip the military’s smaller forces.

As purchases over the decade slowed or stopped,

to mid-1990s, expenditures related to base closures
equaled as much as 19 percent of the funds appropri-
ated for military construction. DoD has sought to re-
duce funds for military construction in the long run

the average age of many classes of defense equipment through additional rounds of base closure, but the

rose. Trying to halt or reverse that trend, DoD has
included more money for procurement in its recent
budget requests. As noted earlier, appropriations have
met or exceeded those requests, and DoD plans to in-
crease spending on procurement even further over the
next few years.

Military Construction and Family Housing. Fund-

ing for military construction constitutes a relatively
modest share of the defense budget. Over the past
decade, funding for new construction or for renovation
of existing facilities may have been reduced to pay for
the base realignment and closure process in which
DoD engaged during those years. The smaller U.S.
military of the post-Cold War period as well lasd-
getary constraints arising from the federal deficit led
policymakers to conclude that the nation needed fewer
military bases. Closing bases was expected to save
money in the long run, but shutting them brought some
up-front expenses. (Some of those costs were for en-
vironmental cleanup at the bases.) Thus, in the early

Congress has not authorized further rounds.

Funds to construct new military family housing
units, to renovate existing units, and to pay for the
upkeep of facilities were also limited during the 1990s.
As a result, DoD’s stock of family housing is aging
and deteriorating. Currently, DoD is seeking to in-
crease private-sector involvement in modernizing its
housing units.

For the above categories of the budget as well as
others, DoD has sought to increase the funding it re-
ceives to support its forces and carry out its missions.
But some experts and policymakers argue that funding
for national defense is still not adequate to accomplish
the military’s objectives under the national security
strategy and to ensure the readiness of U.S. forces. In
the next chapter, CBO presents its estimate of the sus-
taining, or steady-state, funding needed for those pur-
poses.






Chapter Two

CBQO's Estimate of a Sustaining
Budget for National Defense

sustaining budget for the U.S. military answers

the question, What budgetary resources would
be required to sustain today’s forces into the future?
In general, CBO estimated the funding it would take to
retain forces at their current size; to modernize their
equipment at a pace consistent with the expected ser-
vice lives of the equipment and with continuing the mili-
tary’s technological advantage over potential adversar-
ies; and to maintain current funding for readiness and
training. Specifically, CBO’s estimate of a sustaining
defense budget would:

The Congressional Budget Office’s estimate of a

o0 Provide enough funds to maintain current operat-
ing tempos (the rates of military training and op-
erations) and current levels of maintenance and
support for equipment;

0 Keep increases in military and civilian pay for
Department of Defense personnel comparable
with pay increases in the private sector;

o Provide enough funding for modernization to
purchase new equipment to eventuallyaeplall
current items;

o Provide funding for research and development
that is consistent with historical levels; and

o Provide funds to repair and replace the existing
stock of military facilities and family housing
units.

The concept of a sustaining budget represents the
funding that DoD would require in a “steady state,”
when everything was held constant and nothing
changed over time. In other words, CBO'’s estimate
begins with the size and structure of today’s military
and calculates the annual budget that would be neces-
sary to sustain it into the future. Of course, in reality,
many things can and do change over time—including
the number and structure of military units, technology,
the pace of military operations, the civilian labor mar-
ket from which military and civilian personnel are
drawn, and countless other factors that affect how
much money it would take to provide a given level of
military capability. So many things can change that it
is difficult, if not impossible, to compare an estimate
of the defense budget that would be required for a
given period with estimates for budgets covering other
periods. In any use of CBQO'’s sustaining-budget esti-
mate, that caveat should be kept in mind.

The Scope of the Estimate

CBO estimated that a sustaining budget for all na-
tional defense activities (budget function 050) would
total $340 billion. (CBOQO'’s estimates in this study are
in 2000 dollars of budget authority.) Included in that
total are funds for the Department of Defense and for
the defense-related activities of the Department of En-
ergy and other agencies of the federal government. In
2000, the Congress appropriated $289 billion for na-
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tional defense: $276 billion went to DoD, $12 billion
to the Department of Energy, and $1 billion to the re-
maining agencies. CBO'’s estimate of a sustaining
budget for today’s national defense activities is thus
$50 billion higher than the actual appropriations for
2000. (The 2000 appropriations that are discussed in
this paper do not include supplemental appropriations,
which total about $9 billion.)

Since CBO'’s estimate of a sustaining budget is a
long-run, or steady-state, concept, it is not an estimate
of the national defense budget for 2001 or for any
other fiscal year. That kind of calculation would have
to take many factors into account, including the aging
of specific types of weapons and equipment; the prior-
ity to be given in the short term to purchases of certain
equipment or to certain operations compared with
other equipment and operations; and the status of new
weapons and equipment (whether they were ready to
enter production). Such factors were not consideredin
developing CBO'’s estimate of a sustaining budget.

CBO's Estimate of a
Sustaining Budget for
the Department of Defense

CBO estimates that sustaining funding for DoD would
total $327 billion. The discussions that follow break
down that total by budget title. Most of the funds that
the Congress appropriates for DoD fall into six titles:
military personnel; operation and maintenance; pro-
curement; research, development, test, and evaluation;
military construction; and family housirtgCBO de-
veloped separate estimates of funding for those catego-
ries for each of the three military departments and a
total estimate for the rest of DoD’s organizational
components (mainly the defense agenci¢sdwever,

1. Two other categories, revolving and management funds and trust
funds, are intermediate financing mechanisms and are not discussed in
detail here.

2. There are three military departments: the Army, the Navy, and the Air
Force. The Marine Corps falls under the Department of the Navy. In
addition, DoD includes a nhumber of separate support agencies such as
the Defense Intelligence Agency and the Defense Logistics Agency.
Funding for defense agencies comes from multiple appropriglgsn
CBO's forthcoming studyBudgeting for Naval Forces: Structuring

with the exception of procurement, the discussions in
this section present only the total estimates for each
title (see Table 3). As part of those discussions, CBO
also assesses both the uncertainties surrounding those
estimates and their sensitivity—how much the esti-
mates would be affected by changes in the assump-
tions used to develop them.

Military Personnel Appropriations

The military competes with the private sector for its
personnel. To keep the quality and quantity of today’s
forces in a steady state, their compensation must re-
main competitive with compensation in the private
sector, which generally rises each year at a rate above
inflation.®> So a sustaining budget for military person-
nel must increase each year.

In 2000, the Congress appropriatetd billion
for military personnel. To calculate a sustaining bud-
get for that category, CBO had to choose an actual
period over which to project the increase in pay and
benefits. Such a choice is necessarily arbitrary; CBO
chose 2001 through 2015 as a reasonable span over
which to make its calculations. (The effects of using a
longer or shorter period are discussed below.) To
maintain military pay and benefits at today’s level
over that period, military personnel appropriations
would need to average $82 billion annually, CBO esti-
mates.

What the Funds Purchase In total, the services to-
day have about 1.4 million members on active duty
and another 0.9 million in the reserves, which include
the National Guard. Military personnel appropria-
tions cover pay and many benefits for active and re-
serve military personnel in the four services, as well as
accrual charges for future retirement pay. The appro-
priations also include the cost of allowances that mili-
tary personnel receive for subsistence and housing,
together with moving costs to relocate personnel from
one permanent duty location to another. (Housing
benefits that the services provide to their members in-

Tomorrow's Navy at Today's Funding Lewaddresses funding for
the Department of the Navy in more detail.

3. One measure of the “quality” of military forces is the percentage of
high school graduates among the services’ recruits.
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clude housing in government-owned units and allow-

rization Act for Fiscal Year 2000 directs DoD to ad-

ances that personnel can use to secure housing in the just upward the nominal value of the pay portion of

private sector.
housing.)

See the later discussion on family

Estimating Methods. CBO'’s estimate for this budget
title began with the amount appropriated for military
personnel in 2000. That figure reflects the changes
that the Congress made in 1999 to thlktany's re-
tirement system and pay table. In estimating a
sustaining-budget amount, CBO held constant the total
number of current service members as well as their
pay grade and length of service.

As part of its estimate, CBO increased DoD’s
costs for military personnel during each year of the
2001-2015 period by an estimated rate of real growth
that is specified in law. The National Defense Autho-

military personnel appropriations by certain amounts
each year. In 2001 through 2006, that increase is set
to equal the percentage change in the employment cost
index (ECI) plus 0.5 percentage points; thereafter, the
pay portion would rise at the same rate as the ECI.
The sustaining-budget estimate reflects those man-
dated increases, which CBO based on a projection of
future growth in the ECI averaging 3.3 percent per
year through 2015. To calculateraal real growth,
CBO deflated the nominal value of military pay by its
projection for the gross domestic product (GDP) price
index. Under that approach, the real cost of military
pay would increase by about 1.5 percent annually, and
total funding for the military personnel title would rise
by about 1.2 percent per year. At those rates, the ap-
propriations for military personnel would total about

Table 3.

Fiscal Year 2000 Appropriations for National Defense and CBO's Estimate of a Sustaining Defense
Budget, by Budget Category (In billions of 2000 dollars of budget authority)

Appropriation for
Fiscal Year 2000?

Sustaining-
Budget Estimate®

Department of Defense (Budget subfunction 051)
Military personnel
Operation and maintenance
Procurement
Research, development, test, and evaluation
Military construction
Family housing
Subtotal

Other Agencies (Budget subfunctions 053 and 054)°

Total, National Defense (Budget function 050)¢

74 82
102 107
53 90
38 40
5 5
_4 _4
276 327
13 13
289 340

SOURCE: Congressional Budget Office.

NOTE: The figures in the table include both discretionary and mandatory funding.

a. Based on CBO’s estimates as of July 2000 but excluding supplemental appropriations of about $9 billion.

b. The sustaining-budget estimate is CBO'’s calculation of the annual funding required to maintain U.S. military forces at their current size; to
modernize their weapons and equipment at a rate that is consistent with expected service lives and with maintaining a technological advantage over
potential adversaries; and to maintain current funding for readiness. Itis a steady-state conceptand notan estimate of the defense budget for any

specific year.

c. Covers defense activities related to atomic energy in the Department of Energy and national defense functions in other agencies.

d. Includes revolving and management funds, trust funds, and offsetting receipts, which total less than $0.5 billion. Excludes contract authority for
the working capital funds because appropriations are used to liquidate that authority.
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$88 billion in 2015; over the 15-year period, appropri-
ations would average about $82 billion annually.

Uncertainty and Sensitivity of the Estimate To
maintain the current number and quality of military
personnel, CBO assumed that increases in real pay
would need to equal or exceed those in the economy as
a whole. But private-sector pay could increase more
or less than CBO has assumed. If real wages in the
private sector grew substantially more than CBO pro-
jected, future policymakers might need to increase
compensation for the military even more than esti-
mated to maintain an equally qualified force. Con-
versely, private-sector wages that grew more slowly
than in CBQ’s projections might result in smaller in-
creases in the future.

If, for example, military pay increased annually
by 2.2 percent rather than by 1.5 percent (the figure
CBO used in its calculation), DoD would need about
$85 billion each year, on average, over the 2001-2015
period. But if pay grew by only 1.2 percent, the de-
partment would need about $80 billion.

Moreover, CBO'’s decision to use the 2001-2015
period affected its estimate. A longer or shorter period
would change the calculation. Forinstance, choosing
the 2001-2010 period would yield an estimate of only
$79 billion; using 2001 to 2020 would produce an es-
timate of $84 billion.

Pay is only one aspect of the civilian labor mar-
ket, however. Unemployment rates can affect the pro-
pensity to enlist and reenlist, as can young adults’ atti-
tudes toward military service. Those factors and oth-
ers could potentially affect the compensation rates
needed to keep a force of the current size and quality.
More generally, if the labor market for young adults
tightens further or even remains as challenging for mil-
itary recruitment and retention as it is today, the costs
of labor (military pay and benefits) could rise faster
than the costs of other aspects of support for military
forces. However, an analysis of those issues is beyond
the scope of this study.

Operation and Maintenance
Appropriations

Together with the funding for military personnel, the
operation and maintenance appropriations provide
most of DoD’s annual operating buddefThe ade-
guacy of O&M funds, therefore, is an important deter-
minant of whether military forces are trained and
ready to fight on short notice.

Part of the O&M appropriations covers pay and
benefits for most of the civilians who work for the De-
fense Department. To estimate a sustaining budget for
those costs, CBO used the same period (2001 to 2015)
and techniques that it used for military personnel.
CBO estimates that O&M funding would need to av-
erage about $107 billion annually to maintain a civil-
ian workforce equivalent to today’s and to cover the
cost of the items and services that are also funded
through these appropriations. In 2000, the Congress
appropriated about $102 billion for the O&M title.

What the Funds Purchase Pay and benefits for most
of DoD'’s civilian employees constitute about a third
of the costs in the O&M category. (DoD employs the
equivalent of about 700,000 full-time civilian person-
nel.) The other two-thirds of the appropriations cover
many of the costs of diverse items and activities that
include fuel, spare parts for DoD equipment, other
supplies, operations at military bases, training and
education of individual service members, and medical
care.

Estimating Methods. CBO developed its estimate of
sustaining O&M funding in two parts: one for civilian
pay and one for the rest of the appropriations. In esti-
mating the pay of DoD’s civilian workers in each mili-
tary department and in the other DoD organizations,
CBO took the pay they received in 2000 and increased
it each year by the projected annual percentage rise in
the ECI minus the estimated rate of inflation (in the
form of the GDP price index). In estimating funding
for the remaining portion of the O&M title, CBO sim-
ply used the amount appropriated for 2000.

4.  SeeBudget of the United States Government, Fiscal Year 2001:
Appendix
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Uncertainty and Sensitivity of the Estimate Any
estimate of sustaining funding for the O&M title is
uncertain to a significant degree. One reason is that
the appropriations pay for so many disparate goods
and services. Another is that O&M funding is influ-
enced by numerous factors, including:

o0 Thenumber, type, and condition of the services’
equipment;

0 The number, size, type, and condition of DoD’s
facilities;

o The number, size, and type of operations and
deployments undertaken by military forces;

0 The cost of medical care for beneficiaries of
DoD’s health care system; and

0 The size and pay-grade structure of DoD's civil-

ian workforce.

CBO'’s assumption that a sustaining budget for
two-thirds of the funds in the O&M category (those
spent on purchases) would be the same as this year's
budget is based on its approach of holding constant as
many factors as possible. Among the most important
are the structure of DoD's forces, the number of per-
sonnel, and the way the department organizes and
manages its business operations. Considerable uncer-
tainty remains, nevertheless, about the level of O&M
funding that would be required to sustain the readiness
and operations of today’s military.

Upward Pressures on O&M Spendingt least over

the past 30 years, O&M spending per capita—that is,
spending adjusted for the size of the active-duty mili-
tary—has increased annually by an average of 2 per-
cent to 3 percentin real terms. Indeed, the O&M bud-
get, on a per-person basis, was about 35 percent
higher in the 1980s than in the 1970s, and it averaged
about 25 percent more in the 1990s than in the 1980s.

Some of DoD'’s leaders have suggested that per
capita spending for O&M could continue to grow in

the future> Analysts have suggested that factors such
as additional costs for training personnel to operate
ever more complex equipment and funding for more-
sophisticated spare parts might contribute to growth in
the future and push O&M spending higher than
CBO'’s sustaining-budget estimate. If, for example,
spending grew by 2 percent per year over the next 15
years, annual O&M budgets would average about $13
billion more than CBO'’s estimate.

An example of a budget category that could eas-
ily grow is medical costs. Funding for military medi-
cal care totaled about $17 billion in 2000; about $12
billion of that amount was part of the O&Ntle. If
DoD’s medical costs maintain their past relationship
to national health expenditures—which are projected
to increase in the future—DoD’s average O&M bill
could be more than $2 billion higher than CBO’s
sustaining-budget estimate.

Downward Pressures on O&M Spendinthe under-
lying determinants of pastincreases in O&M spending
may not persist into the future. For instance, the in-
crease in the 1990s in O&M spending per capita may
reflect the cuts in military forces following the Cold
War. Those cuts, it could be argued, spread DoD’s
fixed costs—many of which are funded through the
O&M appropriations—over a smaller number of mili-
tary personnel, which raised O&M costs per person.
If that argument is valid, the increase will not be re-
peated as long as DoD’s forces and the number of mil-
itary personnel are held constant, which CBO'’s esti-
mate assumes.

Other factors—the effects of management initia-
tives, possible additional base closures, and other
economies, to name a few—might wholly or partially
offset any tendency for O&M costs to rise. If future
Administrations made DoD’s business practices more
efficient, reduced maintenance costs, or closed more
bases, O&M spending could be cut considerably. In-
deed, by DoD’s estimates, an additional round of base
closures comparable with those in the 1990s could
bring annual savings of as much as $3 billion, some of
which would come from the O&M title.

5. “Department of Defense Press Briefing on the Fiscal Year 2001 Bud-
get Submission,” February 7, 2000. Despite the potential for growth
in per capita spending, the budgets DoD has planned through 2006 do
not reflect such increases.
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Also likely to dampen costs is a shift in the age
distribution and pay-grade structure of DoD’s civilian
workforce. The current workforce, on which CBO
based its sustaining-budget estimate, is more senior
than the future workforce is likely to be. Thirty-five
percent of today'’s civilian DoD workers are age 51 or
older and will be eligible for retirement in the next few
years; 75 percent of workers are over 40, and many of
them are also likely to retire in the next two decades.
If employees at lower pay grades replaced retirees, the
O&M funding needed would be less than the amount
CBO assumed. In fact, if the average pay grade
among DoD’s civilian personnel dropped by just two
steps (from today’s average of grade 9, step 9, to
grade 9, step 7), O&M funding for civilian salaries
would fall by between $1 billion and $2 billion a year.

Finally, as for military personnel, CBO’s deci-
sion to use 2001 through 2015 as the period for its
estimate affects overall O&M funding in its sustaining
budget. Basing the estimate on the 2001-2010 period
would yield a total of $106 billion in sustaining fund-
ing for the O&M title ($1 billion less than the estimate
presented here). In contrast, using the 2001-2020 pe-
riod would yield an estimate of $108 billion.

Procurement Appropriations

Funding for procurement buys new weapons and other
equipment that DoD needs to carry out its missions in
peacetime and to prepare for war. The funds cover a
wide array of items ranging from aircraft, ships, and
missiles to automobiles and air conditioners.

The Congress appropriated $53 billion for de-
fense procurement in 2000, but by CBO’s estimate,
annual sustaining funding for procurement would total
about $90 billion. That figure falls within the range of
past experience and is only about 15 percent below the
average for the 1980s—a period when DoD was buy-
ing large quantities of many systems. (In 2000 dol-
lars, funding for procurement averaged $64 billion in
the 1970s, $104 billion in the 1980s, and $59 billion
in the 1990s.)

Because major procurement programs overlap,
funding for procurement might need to exceed $90
billion in some years, but those years would be offset

by years in which the budget could fall below $90 bil-
lion. CBO'’s estimate is not an average; it represents
the steady-state amount that would be sufficient over
time to replenish the equipment associated with cur-
rent forces.

CBO's estimate of a sustaining budget for pro-
curement has two parts: an estimate for major weapon
systems such as aircraft, ships, and tanks, for which
DoD provides detailed procurement plans; and an esti-
mate for all other equipment, for which DoD provides
less detail. The latter category includes such items as
communications equipment, trucks, and computers.

Procurement of Major Systems CBOQO'’s estimate of

the annual funding needed to procure major air, sea,
and land systems to sustain DoD’s current forces is
$40 billion. Of that amount, roughly $5 billion would
pay for Army systems, $20 billion for Navy (including
Marine Corps) systems, and $15 billion for Air Force
systems. CBO based its estimate on the number of
systems that DoD requires for its current forces, the
projected service lives of those systems, and the costs
of replacing them.

Estimating Methods In calculating sustaining fund-

ing for procurement of DoD’s major equipment, CBO
took into account only the numbers and types of sys-
tems to be purchased and not the current procurement
budget or the age distribution of the systems in a par-
ticular “fleet,” or inventory. If DoD purchased all of

its systems in the quantities reflected in this estimate,
its inventories would eventually be evenly distributed
throughout a range of ages—that s, from new deliver-
ies to systems ready for retirement. Retirements from
inventories with such a distribution would be steady
instead of varying from year to year, as they would if
systems were purchased unevenly. Thus, the average
fleet age of each system (the average age for all sys-
tems of that type) would come to equal half the equip-
ment’s service life and would neither increase nor de-
crease thereafter.

The following example illustrates how CBO ar-
rived at steady-state dollar values for the quantities of
major systems it assumed would be procured. The
inventory of aircraft that CBO considered in calculat-
ing a sustaining-budget estimate for the Air Force to-
tals about 5,100. The expected service lives of those
planes stretch from 30 years for fighters to 80 years
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for bombers. The costs for replacing them range from
$10 million to $400 million per plane. To calculate an
annual sustaining budget for each type of aircraft,
CBO determined how many DoD needed to buy each
year (the annual requirement), dividing the inventory
by the plane’s expected service life and adding an ad-
justment for expected yearly losses during peacetime.
Those annual purchases were then multiplied by
CBO'’s estimate of the unit cost for replacing each air-
craft.

Uncertainty and Sensitivity of the Estimat€€BO
based its estimate of a sustaining budget for major
procurement on a number of assumptions, all of which
are uncertain to varying degrée$hose assumptions
cover projected inventories, estimates of the ages of
equipment at the time of replacement, and costs for
replacing systems.

For example, CBQO’s assumptions about annual
purchases of systems, which underlie its estimate of
sustaining funding, call for replacing systems on a
one-for-one basis. But that might not happen in every
case. DoD might find that the services could perform
their missions with less equipment than they use to-
day—perhaps because of improvements in the equip-
ment’s capabilities. The inventory DoD required for
comparable capability would then be smaller and an-
nual procurement costs lower than in CBO'’s estimate.
In fact, DoD has reduced the amount of equipment
used for certain missions. (For example, the Navy cut
the number of fighter and attack aircraft in its carrier-
based air wings from 60 to 48.)

Another crucial group of assumptiamsderlying
CBO'’s estimate of major procurement are those about
retirement ages. CBO'’s estimate assumed that equip-
ment would be retired at ages consistent with DoD’s
current plans (see the column in Table 4 labeled
“Based on Longer Service Lives”). Butin the case of
many systems, the services have never kept them for

6.  For an alternative estimate based on markedly different assumptions,
see Daniel Gouré and Jeffrey M. Rannf&yerting the Defense Train
Wreck in the New MillenniurfWashington, D.C.: Center for Strate-
gic and International Studies and Management Support Technology,
Inc., November 1999). Gouré and Ranney’s estimate is substantially
higher than CBO’s. For an estimate of DoD’s budget needs that is
lower than CBO'’s, see Steven Kosiak and Elizabeth He@test, of
Defense Plan Could Ered Available &nding by $26 Billion a
Year Over Long RyYrcSBA Highlight (Washington, D.C.: Center for
Strategic and Budgetary Assessment, April 2, 1998).

as long as they now plan to. If shorter service lives
—based generally on historical experience—proved to
be more accurate indicators of how long systems actu-
ally remained in service, then an estimate using those
assumptions would better reflect sustaining quantities
for major procurement (see the corresponding column
in Table 4). Those guantities are much larger than
CBO’s estimate of the quantities associated with
DoD’s plans. Consequently, under those shorter-
service-life assumptions, CBO's estimate of a sustain-
ing budget would not be sufficient to maintain today’s
inventories.

In estimating the costs for replacing systems,
CBO used the prices that DoD paid for similar units
as a base. For some systems, CBO adjusted those
prices to reflect expected improvements in technology
and growth in costs. However, its assumptions about
costs may not be accurate. DoD'’s analysts, for exam-
ple, might argue that using historical prices—with or
without CBO'’s adjustments—may overstate costs in
the future. The Defense Department and private in-
dustry, they might contend, are committed to reducing
the cost of procuring major systems—for instance,
through so-called lean manufacturing techniqués.
addition, for some missions, the services are planning
to buy systems that could be less expensive than a
current-system replacement. For example, DoD is
considering replacing some manned reconnaissance
systems with lower-price unmanned equipment.
CBO’s estimate does not reflect such possible changes
to the composition of DoD'’s forces.

In contrast to the problem of overstating costs,
some of the prices for weapons and equipment that
CBO used for its estimate could be too low. Replace-
ments for many current systems are either early in the
development stage or not in development at all. His-
torically, as systems have moved from early stages
into full production, their price has grown. As men-
tioned earlier, some of CBO’s estimates of prices for
replacement systems include the likely growth of costs.
But the estimates may not be high enough to cover the
full price of improved capabilities or further modifica-
tions.

7. Those techniques include delivering parts to the production line just
before they are needed, thereby reducing storage costs; using comput-
ers more efficiently in the design and manufacturing process; and us-
ing more generic equipment to assemble systems, which reduces
spending on specialized tooling.
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Table 4.
DoD’s Past Purchases of Selected Equipment and CBO's Estimates of Purchases
Under a Sustaining Budget (By fiscal year)

Annual Sustaining-
Budget Purchases?

Based on Based on
Average Annual Purchases Longer Shorter
1975-1990 1991-2000 Service Lives®  Service Lives®
Tanks, Atrtillery, and Other Armored Vehicles 2,083 145 588 883
Helicopters
Scout and attack 78 7 105 169
Utility 109 69 151 183
Battle Force Ships® 19 7 8 11
Aircraft
Fighter and attack
Navy 111 42 64 88
Air Force 238 28 89 124
Electronic-warfare 21 7 9 12
Tactical and strategic airlift® 31 15 20 26
Tankers 5 1 12 14
Heavy bombers 7 1 3 3
Other’ 16 0 11 15

SOURCE: Congressional Budget Office using data from the Department of Defense.

a. The sustaining-budget estimate is CBO's calculation of the annual funding required to maintain U.S. military forces at their current size; to
modernize their weapons and equipment ata rate thatis consistent with expected service lives and with maintaining atechnological advantage over
potential adversaries; and to maintain current funding for readiness. Itis a steady-state conceptand notan estimate of the defense budget for any
specific year.

b. Assumes longer service lives—generally those that underlie DoD’s and the services’ current projections of inventories.

c. Assumes shorter service lives that reflect historical experience or more-pessimistic assumptions about how long equipment will last.

d. Includes all Navy ships involved in combat—for example, ballistic missile submarines, surface combat ships, aircraft carriers, and amphibious
craft—as well as some other vessels.

e. Air Force planes only.

f. Includes, for example, fixed-wing antisubmarine warfare aircraft and planes for special operations.

Other Procurement. The other part of CBO'’s esti- munition, as well as programs for modifying existing
mate for procurement covers equipment and systems systems.) CBO’s overall estimate of the total costs for
for which CBO lacked the data to develop individual  all of those systems and programs—almost $50 billion
cost estimate% (Examples include some trucks, com-  annually—exceeds the total costs of the programs that
munications and civil engineering equipment, and am-  procure major systems. The Army’s share of the esti-
mated funding for other procurement totals more than
, _ ) $10 billion, the Navy’'s almost $15 billion, the Air

s e e s et w! Force’s more than $20 billon, and the defense agen-

though CBO'’s category includes funds from those accounts, it also cies’ almost $5 billion.
includes money for items that are funded through many other ac-
counts.
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Estimating Methods CBO estimated a sustaining
budget for purchases of equipment other than major
systems by using historical data (for the 1974-1998
period) on total spending for procurement. In particu-
lar, CBO based its estimate on the relationship be-
tween total current spending on procurement and past
spending on equipment similar to the replacement
items, as well as on the relationship between spending
on major systems and spending on other kinds of pro-
curement.

Uncertainty and Sensitivity of the Estimat€BO’s
estimate of the funds needed to sustain DoD’s other
procurement is uncertain for at least two reasons.
First, it is based in part on CBO’s estimate of the sus-
taining funding needed to procure major systems; as a
result, it is affected by all of the uncertainties associ-
ated with that estimate—specifically, changes in the
costs, service lives, and required inventory for individ-
ual systems. (For example, if CBO used the shorter
service lives described in Table 4 in its calculations,
its estimate of $90 billion for steady-state procurement
would increase by $25 billion.) Second, the estimate
for other procurement relies on statistical analysis that
is inherently imprecise.

To try to lessen some of those uncertainties,
CBO developed alternative methods for calculating a
sustaining budget for this category. One approach
broke down spending for other procurement into sub-
categories and developed an estimate for each one us-
ing detailed statistical relationships. Like CBO’s orig-
inal approach, that method generated an estimate of
about $50 billion for other procurement funding.

Research, Development, Test, and
Evaluation Appropriations

In 2000, the Congress appropriated $38 billion for the
programs that make up the research, development,
test, and evaluation (RDT&E) category of DoD’s bud-
get. At $40 billion, CBO’s estimate of the RDT&E
funding necessary to sustain today’s forces is quite
close to the appropriations for 2000.

What the Funds Purchase Appropriations in this
title pay for basic and applied research, fabrication of
devices for demonstrating new technologies, develop-

ment and testing of prototypes, and testing of full-
scale models of weapon systems before they enter pro-
duction. Development funds also pay for operational
testing of systems, when they are first taken into the
field and when they are modified during the course of
operations.

Estimating Methods. The RDT&E budget title has
four major components. The Army, Navy, and Air
Force each have RDT&E appropriations (research and
development for the Marine Corps is included in the
Navy’s appropriation); the fourth component takes in
DoD-wide programs such as national and theater mis-
sile defense. For the three military departments, CBO
based its estimate of sustaining funding on the rela-
tionship of each department's RDT&E funding to its
total budget. First, CBO calculated the shares of their
annual budgets that the Army, Navy, and Air Force
devoted to RDT&E between 1974 and 1999, the pe-
riod CBO used for this estimate. The average share of
its budget that each service had allocated over the pe-
riod was then used to compute CBO'’s estimate of the
service’s sustaining budget for RDT&E.

Two important considerations support the as-
sumption that estimates of sustaining budgets for re-
search and development should be tied to total
sustaining-budget estimates. First, much of DoD’s
funding for RDT&E pays for the salaries of engineers
and scientists employed under defense contracts.
Those costs should rise with costs in the civilian labor
market and thus should be tied to CBO’s estimates of
sustaining funding for O&M and military personnel.
Second, because most of the funds for RDT&E go
toward developing and testing new systems, an esti-
mate of sustaining funding for RDT&E should be
linked to the number and costs of DoD’s weapon pro-
grams—and thus to the total sustaining budget for
procurement.

The fourth component of DoD’s RDT&E spend-
ing is not tied directly to the services’ budgets, since it
funds DoD-wide research and development activities.
The largest of those are the national and theater mis-
sile defense programs. Those programs, which have
substantially increased DoD-wide research, were es-
tablished to develop systems to protect the United
States and its forces from attacks by enemy missiles.
To estimate a sustaining budget for this component,
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CBO used the amount appropriated for it in the 2000
budget.

Uncertainty and Sensitivity of the Estimate CBO’s
estimate of sustaining funding for RDT&E is highly
uncertain. A change of as little as 1 percentage point
in CBO'’s estimate of the RDT&E share of DoD'’s to-
tal budget would lead to a shift of $3 billion in the sus-
taining budget for RDT&E. And the RDT&E share
of DoD'’s budgets has varied by more than 1 percent-
age point in the past. Moreover, an estimating ap-
proach that is founded on budget shares links CBO'’s
calculation of a sustaining budget for RDT&E to its
estimates of sustaining funding for other appropria-
tions. As a result, CBO’s estimate for RDT&E is
subject to all of the uncertainties that surround those
other calculations.

As the foundation for procuring future weapons
and equipment, RDT&E activities—and by extension,
funding—should be a function of DoD’s plans for
those items (for example, when they should be bought
or the capabilities they should deliver). Indeed, that
connection is the basis for CBO’s budget-shares ap-
proach to estimating a sustaining RDT&E budget.
But determining the exact relationship between plans
for future weapon systems and the RDT&E funding
that would be needed to implement those plans is very
difficult. The relationship can vary widely from sys-
tem to system, depending, for example, on the specific
technologies involved and the schedule for introducing
a new system. In principle, CBO’s approach might
balance those effects across the mix of new systems
being planned. But CBO’s methods are sensitive to
shifts in the shares of funding allocated to RDT&E.
The historical variations in those shares, combined
with the variations that have occurred in funding for
DoD-wide research and development activities, point
up the considerable uncertainty in CBQO's calculation.
For instance, CBO'’s estimate of about $10 billion for
DoD-wide research and development programs could
either over- or understate the funding needed to sustain
those activities. Over the past 10 years, funding for
DoD-wide RDT&E has varied from about $9 billion
to about $11 billion (in 2000 dollars).

Military Construction Appropriations

In 1997, DoD operated about 1.7 billion square feet of
facilities, ranging from office buildings to schools for
the dependents of military personnel to facilities on air
bases. Construction and replacement of those facili-
ties and improvements to them are funded under the
military construction title of the defense budget, which
also covers many of the costs associated with base
closures. In 2000, the Congress appropriatedia

$5 billion for this category, and CBO'’s estimate of a
sustaining budget for it is about $5 billion as well.

Estimating Methods. CBO based its estimate of a
sustaining budget for military construction on what
DoD spent on facilities in the 1980s. (During the
1990s, rounds of base closings and realignments—
shifts of the activities at a variety of facilities—
affected this category of funding and made that period
less representative.) CBO'’s estimate of $5 billion is
the average of two calculations that used the 1980s
data. In the first calculation, CBO took average
spending for military construction per active-duty
service member in the 1980s and multiplied that
amount by the number of such personnel today. Inthe
second calculation, CBO took average spending in the
1980s per square foot of building space and multiplied
it by DoD’s current space. CBO's estimate of sus-
taining funding for military construction makes no
provision for the effects of additional rounds of base
closures and realignments.

Uncertainty and Sensitivity of the Estimate As

with assumptions made for other categories of appro-
priations, there is considerable uncertainty about
whether relationships for construction spending in the
1980s are the right measure to use in developing
CBO'’s sustaining-budget estimate. Again, as with
other estimates, CBO’s calculation is quite sensitive to
changes in its assumptions. One way to demonstrate
that sensitivity would be to compare the two calcula-
tions noted above without averaging them together.

9. The figure of 1.7 billion square feet represents buildings at facilities
for both active and reserve components of the services. The last year
for which complete data were available from DoD was 1997.
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Using only the approach based on spending per square
foot results in an estimate that is about 15 percent

greater than CBO'’s averaged estimate. And using the

approach based on spending per active-duty service
member produces an estimate that is about 15 percent
less than the average.

Family Housing Appropriations

Appropriations for family housing in 2000 totaled
about $4 billion, and CBO'’s estimate of sustaining
funding for that budget title is the same. The appro-
priations finance the costs of constructing, improving,
operating, maintaining, and leasing military family
housing units.

Estimating Methods. CBO’s assumptions about mil-
itary family housing began with the premise that DoD
would continue to maintain its current inventory of
housing units. CBO also assumed that operation and
maintenance costs for the units would match those for
2000. The new construction that each military depart-
ment would need each year to sustain its forces was
estimated by taking the portion of the inventory that
the department owned and dividing it by 50 years—a
unit’s assumed service life. CBO estimated that a new
unit would cost slightly more than $150,000, on aver-
age, to construct and that each unit would be revital-
ized once during its life at an additional cost of
roughly $80,000. (Those costs are actual averages
from the 1998-1999 period.)

Uncertainty and Sensitivity of the Estimate In con-
structing its estimate, CBO assumed that DoD would
continue to rely on publicly funded construction to
maintain its housing stock. Recently, however, DoD
has begun to broaden the private sector’s involvement
in constructing and maintaining its family housing. If
DoD increased that involvement in the future and con-
sequently produced substantial savings, a sustaining
budget for family housing might be lower than CBO
has estimated. If DoD eliminated any current deficits
in family housing, it might need more money than
CBO has estimated.

CBO's Estimate of a
Sustaining Budget for
Defense Activities in
Other Agencies

In addition to the Department of Defense, other federal
agencies conduct programs or activities that contribute
to national defense. In 2000, the Congress appropri-
ated approximately $13 billion for those activities,
allocating more than $12 billion to the Department of
Energy (budget subfunction 053) and $1 billion to
other agencies (budget subfunction 054). CBO'’s esti-
mate of a sustaining budget for the activities covered
under both of those categories also totals $13 billion.

What the Funds Purchase

The Department of Energy (DOE) uses its funds to
maintain stockpiles of U.S. nuclear weapons and de-
velop technologies to better detect, identify, and re-
spond to the proliferation of nuclear and other weap-
ons of mass destruction. DOE's funding also pays for
environmental cleanup of sites that formerly contained
facilities for producing nuclear weapons. Funds for
other agencies support diverse activities that range
from overseas deployments of the Coast Guard and its
enforcement of U.N. sanctions to counterintelligence
and surveillance activities by the Federal Bureau of
Investigation.

Uncertainty and Sensitivity of
the Estimate

CBO has not evaluated potential changes to funding
for the above activities in any detail, and as a result,
its estimate of sustaining funding is particularly uncer-

tain. One factor that could drive up DOE’s budget

requirements is higher-than-expected costs for clean-
ing up some facilities. CBO, however, has not per-

formed a detailed analysis of such potential budgetary
pressures.
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The Limitations of CBO's
Estimate

As the Congress debates future defense budgets and
evaluates proposals for future strategies and missions,
CBO'’s analysis and estimates of a sustaining budget
could prove to be useful. But several limitations of
CBO’s work should be noted.

First, the estimates presented here do not apply
to the period for which DoD typically constructs de-
tailed plans. For example, CBO’s estimates of sus-
taining funding for procurement reflect the cost of a
number of weapons and systems that either are not yet
in production or are in pduction only at initial low
rates. Thus, CBO did not estimate the level of pro-
curement DoD would require in the near term. In fact,
as noted earlier, CBO’s estimates are not associated
with any specific budget year.

Second, because CBO based its estimates on
methods that used broad totals as their foundation, the
estimates are also broad. As aresult, CBO’s numbers
are not specific enough to be used in a formal cost es-
timate of the type that CBO prepares for legislative
proposals.

Third, and most important, CBO has not evalu-
ated the current national security strategy and the
threats it is intended to counter, nor has it assessed
whether the forces and the goals for modernization
that are now in place adequately support that strategy.

In fact, today’s national security strategy has
been the subject of considerable debate. Some observ-

ers argue that its two-war focus overstates the conven-
tional combat forces that DoD needs to sustain. Oth-
ers contend that DoD requires larger forces than those
in place today because the strategy also emphasizes
smaller-scale contingencies and peacetime presence
and those operations add to the forces needed for com-
bat. Next year, a new Administration could markedly
change the country’s national security strategy. And
that might significantly change the numbers and kinds
of forces DoD would need to maintain and the budget
that would be required to build and sustain them. But
even if today’s strategy continued to form the basis for
the defense requirements of a new Administration, the
forces that constitute the current U.S. military might
not be able to support that strategy. The leaders of the
military services and others have suggested that the
military is being asked to do more than its current
forces can sustain. This analysis does not address that
issue but only the guestion of what funds are neces-
sary to maintain those forces in the future.

CBO's analysis also does not take into account
any alterations that DoD and the Congress might make
in the military’s support services or DoD’s infrastruc-
ture. Even if plans for strategies, forces, and modern-
ization remained substantially unchanged, such alter-
ations could affect CBO's estimate of sustaining fund-
ing. If DoD reduced the number of bases it operated,
for example, or improved its business practices to pro-
vide services more efficiently, those changes could
decrease the sustaining budget for a given level of
forces. Conversely, increasing support services or
enhancing infrastructure could increase DoD'’s long-
term operating costs. CBO'’s analysis does not reflect
those possibilities.



Chapter Three

Alternative Defense Forces
and Budgets

Congressional Budget Office’s estimate of the

funding needed to sustain today’s military of-
fers a challenge to future policymakers. In broad
terms, they have two options for eliminating that gap:
they could either bring the amount of the sustaining
budget down to today’s level dfifiding—by cutting
specific programs or forces or by paring down their
missions—or they could increase funding for defense.

The gap between current defense budgets and the

This chapter discusses both of those approaches.
For example, itincludes selected examples of possible
reductions directed at each of the major determinants
of the defense budget discussed in Chapter 1. But de-
fense officials could also change the nation’s strategic
goals and its respective priorities, which might lead to
decisions to reduce forces or cut investments in mod-
ernization related to lower-priority missions. CBO
illustrates that option for closing the gap by develop-
ing two alternative force structures that each empha-
size one or the other of the Department of Defense’s
major strategic goals—preparing for regional conflicts
(specifically, major theater wars) and pursuing peace
operations. An across-the-board cut to DoD'’s forces
and programs is a further option available to policy-
makers, as is increasing the defense budget to the level
of funding that CBO estimates is needed to sustain to-
day’s military.

CBO's alternatives are only broad renderings of
different approaches to eliminating a funding gap. To
make the detailed changes associated with a major re-
structuring of U.S. strategic priorities would require
policymakers to thoroughly review possible threats to

the nation’s security (both now and in the future), the

appropriate strategy to counter them, and the budget-
ary implications of decisions about those matters.

Such a review could lead to changes in forces, levels
of readiness, and plans for modernization. Without

that review, estimates of the cost of alternative strate-
gies are merely illustrative, and actual requirements

for national defense cannot be calculated.

Reducing Budget
Requirements

To close the gap between current defense funding and
CBO'’s estimate of a sustaining budget, future policy-
makers may seek to change the requirements that gen-
erate the defense budget request. They could do that
by cutting specific programs, changing strategic prior-
ities, or instituting an across-the-board cut in all de-
fense programs.

Reducing Specific Budyet Categories

Cuts to one or more of the major categories of DoD

spending—forces, investment, or infrastructure—

would be one way to significantly reduce the resources
needed to sustain the U.S. military. CBO evaluated a
number of such options in its March 2000 reBord-

get Options for National Defensealculating poten-

tial savings over the 2001-2010 period. The examples
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that follow are selected from that volume; here, how-
ever, savings from the options are expressed in 2000
dollars rather than the current dollars used in the de-
fense options repott.

Forces In preparing that volume, CBO examined the
costs and implications of cutting several types of ma-
jor combat forces—for example, reducing the numbers
of Army National Guard divisions, Navy attack sub-
marines and aircraft carriers, and tactical fighter
wings in the Air Force. Average annual savings from
implementing those options would range from about
$0.5 billion (for eliminating two Army National Guard
combat divisions) to $2.2 billion (for cutting two car-
riers and their air wings). Savings from trimming Na-
tional Guard divisions and tactical fighter wings re-
flect only operating costs; however, CBO’s option for
cutting the number of carriers also includes savings
from reducing procurement. Declines in operating
costs alone from eliminating two carriers and their air
wings would average $1.4 billion annually. Operating
savings from cutting two Air Force tactical fighter
wings would average about $0.6 billion.

Investment Although the Defense Department is not
buying sustaining quantities of most types of military
equipment, itis developing or buying a number of new
weapon systems. They include the Army’s Comanche
helicopter and Crusader artillery system, aircraft carri-
ers and attack submarines for the Navy, and the Air
Force’s F-22 fighter and C-17 airlift aircraft. Cancel-
ing or cutting back any of those programs would re-
duce the funding required for procurement or develop-
ment, or both. Average annual savings over the 2001-
2010 period could range from about $0illidn (for
canceling the Comanche) to $3.8 billion (for canceling
the F-22).

Infrastructure . Making its support activities more
efficient is another way that DoD could save money
and reduce the resources needed to maintain its forces
in the future. A large share—more than half—of
DoD’s funding is found in categories related to infra-
structure, according to the Defense Department. Cut-
ting the costs of those activities may be an option that

1. Current dollars reflect future inflation. Those effects must be re-
moved—that is, the savings must be converted to 2000 dollars—be-
fore the amounts in the options can be compared with the figures in
this study.

future Administrations and Congresses would choose
to pursue regardless of other cuts (to forces and in-
vestment, for instance) that they decided to make.

Maintaining national security at the lowest price
to taxpayers is, of course, a widely shared objective.
CBO evaluated several approaches to reducing the mili-
tary’s support costs iBudget Options for Nathal
Defensethe options included revamping the military
medical system, closing more bases, restructuring
some benefits that active-duty personnel now receive,
and consolidating DoD'’s retail facilities. CBO'’s esti-
mates of average annual long-term savings from such
options reached as much as $1.6 billion (for downsiz-
ing the military medical care system).

Yet despite their potential for savings, efforts to
make support operations more efficient are unlikely to
resolve all of DoD’s budget problems. Most of the
savings from individual options in this category would
amount to less than $0.5 billion annually; in some
cases, the savings would be much less. Also, whether
such changes could be instituted at all is questionable.
Many efficiency measures of this kind—including
some of the options CBO evaluated, such as base
closures—have proved to be quite difficult to imple-
ment.

Changing Strategic Priorities

Many of the options discussed above would substan-
tially reduce the funding that CBO estimates DoD
would need to sustain its forces. But a number of
those changes would have to be undertaken together to
bring CBO’s estimate of a sustaining budget down to
the level of DoD’s funding for 2000. A systematic
approach to such reductions would reassess the na-
tional security strategy, rank the military’s missions in
the light of that reassessment, and reduce spending on
forces and modernization programs associated with
missions of lower priority. The following alternatives
illustrate two ways in which that spending could be
cut.

Alternative I: Emphasize Peace Operations In-
creasing the priority of military missions that CBO
has labeled peace operations would probably mean a
shift in the distribution of fares that the military



CHAPTER THREE

ALTERNATIVE DEFENSE FORCES AND BUDGETS 27

Table 5.

Selected U.S. Military Forces Under Current and Alternative Strategic Priorities

Forces Under Current

Forces Under Alternative
Strategic Priorities
Emphasize Peace Emphasize Major

Strategic Priorities? Operations Theater Wars
Army Divisions
Active 10 8 10
Reserve 8 5 5
Navy Carrier Battle Groups® 12 12 12
Marine Corps
Amphibious ready groups® 12 12 12
Expeditionary forces®
Active 3 3 3
Reserve 1 0.7 1
Air Force Tactical Fighter Wings
Active 12.6 9.3 12.6
Reserve 7.6 51 7.6
Memorandum:
Sustaining-Budget Estimate (Billions
of 2000 dollars of budget authority) 340 320 325

SOURCE: Congressional Budget Office.

a. Today's strategic priorities encompass what CBO has termed peace operations (such as humanitarian assistance, peacekeeping, and peace

enforcement) and major theater wars.

b. A carrier battle group includes an aircraft carrier and its air wing, along with surface combat ships, attack submarines, and logistics ships.

c. Anamphibious ready group comprises several amphibious ships (including one that can carry attack aircraft and a variety of helicopters) that

transport Marines and their equipment.

d. A Marine expeditionary force includes a division, an air wing, and supporting forces for those combat elements.

maintains. Some military units—in particular, some
noncombat units—would need to be increased or at
least retained at their current levelUnits that are
heavily involved in peace missions include the Navy’s
carrier battle groups, amphibious ready groups in the
Marine Corps, certain support and administrative ele-
ments of the Army's divisions and corps, and surveil-
lance and reconnaissance aircraft in the Air Force.
This alternative would retain those units at current

2. See General Accounting Officenpact of Operations Other Than
War on the Services VarigdSIAD-99-69 (May 1999), for a discus-
sion of the variation in the effects of peacekeeping operations on units’
readiness.

levels (see Table 5). At the same time, it would cut
some traditional combat forces, including five Army
divisions (two active and three reserve) and almost six
tactical fighter wings (including two and a half from
the reserves) in the Air Force.

In developing this alternative, CBO assumed that
its estimate of steady-state quantities for procurement
would decline in proportion to the reductions in forces.
Thus, Alternative | would pare back the level of pur-
chases under a sustaining budget for ground combat
equipment, including tanks, attack helicopters, and
artillery systems. It would also reduce sustaining pur-
chases of fighter, ground attack, and multirole aircraft.
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In contrast, the alternative would maintain purchases
of a variety of systems that have been heavily used in
recent peace operations including utility helicopters
and trucks for the Army and airlift aircraft, tankers,
and reconnaissance aircraft in the Air Force. Because
CBO did not assume that any programs would be
eliminated, it also assumed that RDT&E funding
would not be cut.

As a result of lower costs for operations and
modernization, the sustaining budget for Alternative |
is smaller than the sustaining budget associated with
today’s forces. CBO estimates that the total sustain-
ing budget for this alternative is about $320 billion—
approximately $30 billion more than the budget for
2000 but $20 billion less than the amount CBO esti-
mates is required to sustain and modernize today’s
forces.

Alternative II: Emphasize Major Theater Wars.
Some defense experts believe that the services’ most
important mission is to be ready to go to war, not to
perform peace operations. If DoD decided to empha-
size the conventional capabilities necessary to fight
two regional wars, it might choose to preserve most
types of combat forces—specifically, units with a
great deal of firepower, such as tank battalions, con-
ventional attack wings, and strategic bomber squad-
rons—at today'’s levels (see Table 5). However, this
option would cut three divisions of the Army National
Guard because those units are not included in DoD’s
current plans for fighting two major theater wars.

Basically, this alternative would preserve the mili-
tary’s current force structure, but it would rely much
more than do current plans on using today’s weapons
to equip those forces. The relatively unsophisticated
warfighting capabilities of potential regional foes are
one justification for such a move. Another would be
the possibility of avoiding the problems of aging
equipment by buying newly built current-generation
weapons and curtailing purchases of new, more-

sophisticated weaponrsEor example, this alternative
would purchase F-15s and F-16s for the Air Force’s
tactical fighter forces instead of more-advanced F-22s
and Joint Strike Fighters. It would also purchase the
cheaper OH-58D helicopter instead of the light-attack
Comanche helicopter thatis part of the Army’s current
purchasing plan.

A sustaining budget for this alternative totals
about $325 billion a year, CBO estimates. That sum
is about $15 billion less than the sustaining-budget
estimate associated with today’s planned forces and
about $35 billion more than the appropriation for
2000. Compared with the first alternative, this option
would keep far more forces at a modestly higher cost.
However, the fact that changes of the extent described
under both alternatives still would not bring the total
for a sustaining budget down to today’s level of fund-
ing illustrates the complexity of the problem that deci-
sionmakers face.

Reducing DoD’s Forces, Programs, and
Activities Across the Board

Spreading cuts across all parts of the defense estab-
lishment is another alternative for closing the gap be-
tween today’s defense funding and CBO'’s estimate of
sustaining funding. Although reducing budgets in that
way might seem an unlikely approach for DoD, the
department has frequently spread cuts broadly in the
past, perhaps finding it easier to impose reductions
everywhere rather than direct cuts toward specific ar-
eas. By dispersing cuts, DoD may also preserve more
kinds of capabilities than it would if it targeted reduc-
tions.

But across-the-board cuts have disadvantages as
well. Overall, they probably cut forces and purchases

3. Such an approach would still provide considerable modernization.
The aircraft, ship, or tank built today is often much improved from the
original model of one or two decades before, even though today’s sys-
tem carries the same designation (for example, F-16 or M1).
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more deeply than would cuts that result from reducing
specific programs. That is because the savings from
canceling complete systems can be greater than the
savings from reducing the quantities purchased by a
number of programs. In addition, some portion of
DoD’s costs probably does not vary with reductions in
its forces. (For example, if a unit such as a squadron
or part of a brigade was cut, operating costs for the
base at which the unit was located might not decline
by much.) Making across-the-board cuts to forces
without proportional cuts in DoD’s infrastructure can
also mean that the operating cost per unit will in-
crease. One of CBO'’s earlier analyses suggests, for
example, that the Air Force could operate more fight-
ers without increasing its budget if it did so from
fewer bases.

CBO estimates that DoD would need to cut
roughly 25 percent of today’s forces to reduce its total
sustaining budget to $290 billion (the defense appro-
priation for 2000, excluding supplemental funding).
That kind of reduction would mean cutting more than
two divisions in the active Army, three carrier battle
groups in the Navy, and the equivalent of more than
three active fighter wings in the Air Force. Such cuts
are smaller than the reductions in forces that occurred
during the 1990s. Nevertheless, they would have a
substantial effect on the capability of U.S. forces be-
cause the cuts would be taken from today’s smaller
military. As a result, some defense leaders believe
that cuts of the magnitude described above would
leave DoD’s forces smaller than the forces necessary
to fight two major theater wars.

Across-the-board reductions would also lessen
the military’s investment in modernizing its forces.
Funding for research and development would fall to
about $34 billion under this approach, making it likely
that DoD would pursue fewer programs to develop

4.  Statement of Robert F. Hale, Assistant Director for National Security,
Congressional Budget Office, before the Subcommittees on Conven-
tional Forces and Alliance Defense, on Manpower and Personnel, and
on Readiness, Sustainability, and Support of the Senate Committee on
Armed Services, May 16, 1989.

new technologies than it would have otherwise. And
despite the budgetary benefits of across-the-board cuts
in programs for weapon modernization, that approach
would do little to resolve the department’s problem of
ever-older fleets of equipment and weapon systems.

Increasing the Defense Budget
to Equal CBQO's Estimate of a
Sustaining Level for Today's
Forces

The gap between DoD'’s current budget and the fund-
ing that CBO estimates would sustain today’s military
could also be closed if the defense budget grew. If the
Congress and the President boosted funding for na-
tional defense to $340 billion (CBO’s overall estimate
of a sustaining budget), that funding would be about
$50 billion a year higher than the appropriations for
2000. Most of the increase—about $30 billion—
would go toward procurement. Nearly all of the re-
maining $20 billion would be split evenly between the
categories of military personnel and operation and
maintenance. (As noted in Chapter 2, the latter
amount reflects a boost in real compensation over the
2001-2015 period to keep increases in military and
civilian pay comparable with pay increases in the pri-
vate sector. Consequently, CBO’s estimate may over-
state the near-term increase required for a sustaining
budget but understate the funding required over the
longer term.)

Many advocates of increased spending for de-
fense argue that not just more money but additional
forces and weapon programs are needed. CBO, how-
ever, did not analyze the effects of those kinds of
changes to current forces.

To consider increasing the defense budget may
seem plausible with the federal budget in surplus.
CBO’s most recent baseline projections of cumulative
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on-budget surpluses over the next 10 years range from
$2.2 trillion, when discretionary appropriations are
adjusted for expected inflation, to $3.3 trillion, when

discretionary appropriations are frozen at today’'s
level®

But those projected surpluses are far from as-
sured. Relatively small changes in the economy could
shift the budget’s balances up or dowAnd even if
large surpluses materialized, they would not guarantee
big additional sums for defense because the military

5.  Congressional Budget Officéhe Budget and Economic Outlook:
An Update(July 2000), p. 2. Those amounts are in current dollars
rather than the constant dollars used for the other budget estimates in
this study.

6. Forexample, CBO estimated the effects of making more pessimistic or
more optimistic assumptions in its January 2000 reploet Budget
and Economic Outlook: Fiscal Years 2001-2010.

would be competing with many other claimants for
those funds. CBOBudget Optiongolume discusses
several possible uses of the surplus, which include
cutting taxes, improving benefits for Medicare recipi-
ents, and providing more support for education pro-
grams’ Increased spending on nondefense programs
or reductions in revenues through tax cuts could make
increases in defense spending less likely.

7. See Congressional Budget Offid&jdget OptiongMarch 2000).

Chapter 1 of that volume discusses a number of expansions to the
scope of federal activities that policymakers have proposed, many of
which could add significantly to spending in parts of the federal budget
other than defense. Such proposals cover revisions to Social Security
and Medicare, ways to increase the number of people covered by
health insurance, increases in long-term care for the elderly, and im-
provements in education. Chapter 2 discusses a variety of changes to
the U.S. tax code. Most of those changes would decrease taxes and
therefore federal revenues, at least in the near term, although some
changes could improve economic performance over the long run.



