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The DoD FY2012 View of Strategic Challenges

CSIS

U S Troops Remaln Deployed

: WMD Prohferatlon

sl B 1 a
[ SN A
ar I o' gy,
3 .

=y

......
P

- V:olent Extremlsts - Nnn-State ActOl'S

. Rlsmg Peer Competlters """ ; s
. Security of Global Commcms (Plracy / Cyber) 3
. Wd'i‘ld Wlde Natural Dlsasters

— i

An uncertain and dynamic environment that spans the Range of Military Operations

Source: Department of Defense, B02-11-101 v 2.2FY 2012 Budget
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1 Air-sea threat from China; emerging strategic nuclear power.

e Key Mi Il tary oThreatsbd

1 KoreaTaiwan-South China Sea.
7 lran-Shi 01 t e-Ar@brSpriegietnoléeum ExportsLibya

0 Islamic extremist and violence: terrorism, insurgencyybrid warfare,
nuclear Pakistan

1 Force Building and Irag/Afghan transition
1 ResidualRussian nuclear threat; radical regime change.

1 Broader proliferation: 4" generation chemical, genetic biological, advanced
radi ol ogi cal , boosted and ther mont
effectiveness, cyberwarfare

o Uncertainty factor in dealing with emerging powers witlregional
economic-- and eventually technological and militaryd parity.

1 Irrational/unpredictable emergence of irregular/asymmetric, _
conventional, andWMD warfare in a period of constant technological
change.

1 Armed peacemaking/national building/emergency relief/stability
operations.

1 Columbia, Mexico, Venezueldike support/intervention
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ResourceBased Challenges

1 Dealing with the immediate budget and financial crisis.

CSIS

1 Bringing entitlements, defense discretionary spending, other discretionary
spendingd and revenues into a stable, affordable balance.

7 Creating a functional system for tying strategic planning to a working
PPBS and force planning system actually executed on time, at the
promised level, and at the promised cost.

7 Structuring US strategy to create an affordable, evolvingyil-military,
national security posture that meets critical needs.

1 Facing the declining capabilityand will of traditional allies.
1 Strengthening nontraditional alliances.

1 Dealing with emerging powers withregional economic-- and eventually
technological and militaryd parity.

1 Finding the balance between irregular/asymmetric, conventional, and
WMD warfare in a period of constant technological change.

1 Coping with ideological and nonstate actors at the political and civil as
well as the combat and counterterrorism levels.
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Areas of Responsibility of US Combatant Commands
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The Global
Economic Threat
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Dealing with Emerging powers
With Regional Economic 0 and Eventually
Technological and Military o Parity

Shrinking US share of global population and economy is not
necessarily decline, but is a reality.

US dependence on global economy grows, and with it
dependence on key economic peer competitors. E.G. China

We cannot define for ourselves what a pestdustrial America
really means, but we do see growing industrial dependence.

Civil technology transfer, and diminishing returns steadily
erode the US and oWesterno (

China already illustrates the case where any major conflict,
and sustained military competition, would pose a massive
national security burden. India, ??7??, will follow.

N eed to rethink regional interests: Central and South Asia?
West Africa? Latin America? North America? Gulf?
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US Share of World Military Spending: 2009

d www_globalissues.org A US military spending accounts for
Global Distribution of Military \‘,1\,665rp?m§ ng, ;) r altm cc),si hglff o trr;,ei |
Expenditure in 2009 A US military spending is 7 times
more than China, 13 times more
than Russia, and 73 times more
than Iran.
el o A L_JS military spendlng is some 44
14.7% times the spending on the six
Ar ogueo (Gubaararelsbya,
North Korea, Sudan and Syria)
whose spending amounts to around
$16 billion.
A US spending is more than the next
top 14 countries at least
A The United States and its strongest
allies (the NATO countries, Japan,
South Korea and Australia) spend
something in the region of $1.1
trillion on their militaries combined,
representing 72 percent of the
worl dés tot al
A Thesi x potential fAer
Source: Stockholm International Peace Research Institute Yearbook 2010 RUSSia, and China together
(US figures from Center for Arms Control and Non-Praliferation, May 2010 account for about $169 billion or
24% of the US military budget

CSIS

It

United States

Source: SIPRI, http://www.globalissues.org/article/75/world-militaryspending#InContextUSMilitarySpendingVersusRestoftheWorld 9
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The Globalism ofMilitary Spending in 2009

CSIS

¢ America
$684 bn
(44%)

Central America,
South America

and the Caribbean $27.7 billion
£59.2 bn (4%) (2%)

Regional Military Expenditure 2009
{in USD at 2008 constant prices)

Sourca: Stockholm Internationa!l Peace Research Institute

Source: SIPRI, http://www.globalissues.org/article/75/world-militaryspending#InContextUSMilitarySpendingVersusRestoftheWorld 10
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The Globalism ofMilitary Spending - 2010
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LSS biﬁ;m LISA, China France LIk Russia

Source: Based on the Stockholm International Peace Research Institute (SIPRI) Military Expenditure Database for 2010 (in constant 2009
US$).
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The Globalism ofMilitary Spending - 2010

In 201Q global spendingwasestimatedat $1,630billion , anincreaseof 1.3 percentoverthe previousyear

The United Statescontinuesto lead the spenders,with its share of global military expenditure rising
to 43 percent The four other permanent membersof the United Nations Security Council remain a
significant distance behind, with China ($114 billion) coming secondwith 7 percent, followed by
Britain, France,and Russiawith around 4 percent

Although the rate of increasein US military spendingslowedin 2010 to 2.8 per centcomparedto an annualaverageincreaseof 7.4 per cent
between2001 and 2009 the global increasein 2010 is almost entirely down to the United States,which
accountedfor $19.6 billion of the $20.6 billion globalincrease

The USA hasincreasedits military spendingby 81 per centsince2001, and now accountsfor 43 per
centof the global total, six timesits nearestrival China.

Theglobalincreasen military spendingof 1.3 percentis the slowestannualrate of increasesincethe surgein global military expenditurebeganafter
2001 Between2001and2009 theannualincreaseaveraged.1 percent

In Europe, where military spending fell by 2.8 per cent, governmentbeganto addressoaringbudgetdeficits, having
previouslyenactedstimuluspackagesn 2009 Cutswere particularly substantiain the smaller,more vulnerableeconomiesf Centraland Eastern
Europe,aswell asthosewith particularbudgetdifficulties suchasGreece

In Asia,, the slowerincreaseof 1.4 per centin military spendingn 2010 partly readjustsggrowthin military spendingo economicgrowth rates The
ChineseGovernmentfor example explicitly linked its smallerincreasen 2010to C h i nwveakeseconomicperformancean 2009

TheMiddle Eastspent$111billion on military expendituran 2010 anincreaseof 2.5 percentover 2009 The largestabsoluterisein theregionwas
by SaudiArabia

Estimatedspendingn Africa increasedy 5.2 percent,led by major oil-producersuchasAlgeria, AngolaandNigeria

Source: SIPRI, http://the-diplomat.com/new-leaders-forum/2011/06/08/chinas-military-spending/
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Census Bureau Estimate of US and World Population

Population (billions)
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Source: U.S. Census Bureau. International Data Base, December 2010 Update.

Source: http://www.census.gov/ipc/www/idb/worldpopgraph.php
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Estimate of USShare of Global GDP
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US share of world GDP (nominal) peaked in 1985 with 32.74% of global
GDP (nominal). The second highest share was 32.24% in 2001.

US share of world GDP (PPP) peaked in 1999 with 23.78% of global GDP
(PPP). The share has been declining each year since then.

IMF and Wikepedia, http://en.wikipedia.org/wiki/File:US_share_of world_GDP_since_1980.jpg.
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Percentage of World GDP: 1568000
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Data from Angus Maddison, University of Groningen, graph from
http://www.visualizingeconomics.com/2008/01/20/share-of-world-gdp/.
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Europe vs. Asia Demographics

A In 1950, the world population stood at 2.519 billion; shortly after NATO's 50th anniversary in 2000, the world
population stood at 6.057 billion.  Over those 50 years, the North American (including Canada) share of world
population of 172 million (or 6.8 percent share) grew to 314 million (or 5.2 percent).

CSIS

A In marked contrast to North America, although the population of the 25 member nations of the EU (the EU 25
as of 2004) --350 million (at 13.9 percent) --had grown to 452 million, this represented a decline to 7.5 percent
of the world population. In effect, Europe registered a significant demographic marginalization within the
world. (23)

A Over the next decades, Europe's demographic marginalization will become more rapid and will result in
relative economic decline. If NATO still exists in 2050, it will do so in a world with a population projected to
be 9.322 billion.

A The North American population is projected at 438 million (or 4.7 percent) with a 26 percent share of GWP;
the EU 25, forecast as down from 452 million to 431 million (or 4.6 percent), is projected to only share
slightly more than 12 percent of the GWP.

A Significantly , thanks to an increasingly non -European diaspora, U.S. political attention will shift away from
Europe and toward Latin America and Asia as these areas become more important. The population of Latin
America and the Caribbean, which stood at 519 million in 2000 (up from 167 million in 1950), is projected to
surpass Europe by more than 30 percent in 2050, with a population of 806 million (or 8.6 percent).

A In Asia, China counted 1.275 billion in 2000 (up from 554.8 million in 1950) and is projected to be at 1.462
billion in 2050 (or 15.7 percent). During the same period, India's population of 1 billion in 2000 (up from 357.6
million in 1950) is projected to be 1.57 billion (or 16.8 percent of the world population) in 2050. (24) The two
countries together will comprise 32.5 percent of the total world population and will play a larger role in the
world economy.

A China's 25 percent share of GWP in 2050 will be roughly equal to that of the United States and twice that of
the EU 15. Internal demographic factors and external global shifts increasingly will draw the attention of the
United States away from its traditional European focus. Europe's rapid demographic marginalization and
diminishing social, economic, and political weight will mean that it will no longer be the "center" of the
world or of U.S. attention.

Jeffrey Simon, ANATOG6s Uncert ai noinERotcas Quarterlyi, April P0@IMo gr aphi cs Desti ny? g,
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FERIEES China Overtakesthe US in GDP: 20192

GDP. $trn® Long-term assumpbions, annual sverage %%
—  FITA C— O
BUT, thisis PPP -~ 773
GNP. In market a
terms, the US
| 3

GDP is now $14.7
trillion and China is
$5.9 trillion vs.
$10.9 trillion.in—""
" PPP*

China overtakes US
in 2019

The relative paths of GDP in dollar terms in China and America depend not only on real growth rates but also on
inflation and the y u a ex@hange rate against the dollar. Over the past decade real GDP growth averaged 10.5%

a year in China and 1.7% in America; inflation averaged 3.8% and 2.2% respectively. Since Beijing scrapped its dollar
peg in 2005, the yuan has risen by an annual average of 4.2%. Our best guess for the next decade is that annual real

GDP growth averages 7.75% in China and 2.5% in America, inflation rates average 4% and 1.5%, and the yuan

appreciates by 3% a year. Plug in these numbers and China will overtake America in 2019. But i f

Chi

naods

rate slows to an annual average of only 5%, then (leaving the other assumptions unchanged) China would become

number one in 2022.

The Economist, 16-12-2010, http://www.economist.com/blogs/dailychart/2010/12/save_date; CIA World Factbook, 8.8.11.
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Dependent on Oll
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Remains Critical
Rising Oll Exports
n 2035

Fioure 53. World hguids supply and demand by regzion in

three cases. 2009 and 2035
(mullbon barrels per day)
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EIA, April 2011, http://www.eia.gov/forecasts/aeo/MT_intl.cfm
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Strategic Importance of Iragi Oil: US Petroleum
Import Dependence Remains High Thru 2035

Figure 1. U.S. liquids fuel consumption, 1970-2035

(mullion short tons)

o5 History 2009 Projections

- Biofuels including imporis

| Natural gas plant liguids

34%|  Petroleum supply

Nel petroleum imports

1970 1985 2000 2009 2020 2035

The net import share of total U.S. energy
consumption in 2035 is 17 percent,
compared with 24 percent in 2009. (The
share was 29 percent in 2007, but it
dropped considerably during the 2608
2009 recession.)

Much of the projected decline in the net
import share of energy supply is
accounted for by liquids.

Although U.S. consumption of liquid
fuels continues to grow through 2035 in
the Reference case, reliance on
petroleum imports as a share of total
liquids consumption decreases.

Total U.S. consumption of liquid fuels,
including both fossil fuels and biofuels,
rises from about 18.8 million barrels per
day in 2009 to 21.9 million barrels per
day in 2035 in the Reference case.

The import share, which reached 60
percent in 2005 and 2006 before falling
to 51 percent in 2009, falls to 42 percent
in 2035

19
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Strategic Importance of Iragi Oil: Developing
Nations Make Massivelncreases inEnergy Use

- g . . . R E | AlbBternational Energy Outlookhows world
Figure 50. World energy consumption by region, marketed energy consumption increasing strongly
1990-2035 over the projection period, rising by nearly 50 percent
(quadrillion Btu) from 2009 throygh 2035_ (Figure 50}. Most qf the
growth occurs in emerging economies outside the
800 Organization for Economic Cooperation and
Development (nof®OECD), especially in nG®ECD
1 Asia. Total noROECD energy use increases by 84
percent in the Reference case, compared with-a 14
percent increase in the developed OECD nations.

CSIS

Worldwide, the use of energy from all sources
increases over the projection. Given expectations that
oil prices will remain relatively high, petroleum and
other |l iquids agrevingdnegywor | c
1990 2000 2007 2015 2025 2035 sources. High energy prices and concerns about the
environmental consequences of greenhouse gas
emissions lead a number of national governments to
provide incentives in support of the development of
alternative energy sources, making renewables the
wo r | d & groWing soureesot energy in the
outlook.

600 Non-OECD Asia , _ _
Energy use in nGWECD Asia, led by China and
India, shows the most robust growth among the non
. OECD regions, rising by 118 percent over the
JKMtdd!E East projection period. However, strong growth is also
y .'f__:::I'l tral and projected for much of the rest of the ROECD
400 . ~ South Amenca regions: 82 percent growth in the Middle East, 63
- 4 Africa percent in Africa, and 63 percent in Central and South
!L Nan-OECD America. The slowest growth among the +©BECD
Furope regions is projected for ne@ECD Europe and
and Eurasia Eurasia (including Russia), where substantial gains in
200 S o energy efficiency are achieved through replacement of
OECD inefficient Sovietera capital equipment.
G ] I I ] I
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The US Economic
Burden Threat to
US Strategy
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CBO Estimate of Real Cost of Defense Plans

(Billions of 2012 dollars)

. FYDP . Beyond the
800 Actual Period FYDP Period
700 : : CBO Projection®
Base Budget Plus 0CO Funding” ; ;
600 [ _---___---------_-
Extension of FYDP®
500
400 Base Budget®
300 —
200
100 —
0 | | | | | | . | . | |
1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030

Source: Congressional Budget Office.

Note: FYDP = Future Years Defense Program; FYDP period = 2012 to 2016, the years for which the Department of Defense’s (DoD’s) plans
are fully specified.

a. Base-budget data include supplemental and emergency funding before 2002.

b. For 2002 to 2012, supplemental and emergency funding for overseas contingency operations (OCO), such as those in Afghanistan and
Iraq, and for other purposes is shown separately from the base-budget data. The amount shown for 2012 has been requested but has not
been appropriated.

c. The CBO projection of the base budget incorporates costs that are consistent with DoD’s recent experience.

d. For the extension of the FYDP (2017 to 2030), CBO projects the costs of DoD’s plans using the department’s estimates of costs to the
extent they are available and costs that are consistent with the broader U.S. economy if such estimates are not available.

CBO, Long Term Implications of 2012 Future Years Defense Program, June 23, 2011, p. viii.
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The Deficit Threat
to US Strategy
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CBO Estimate of Impact of Budget Deficit: 1972021

Total Revenues and Outlays

(Percentage of gross domestic product)

26 ; 26
Actual ' Projected
24 Outlays 24
Average Qutlays,
1971 to 2010
22 ° 22
20 20
18 18
Revenues :
16 Average Revenues, ' 1s
1971 to 2010 :

14 ; 14
o | | | | | | L | 0
1971 1976 1981 1986 1991 1996 2001 2011 2016 2021

Source: Congressional Budget Office. (Figure corrected on February 15, 2011.)
(Percentage of gross domestic product)
4 — 4
Actual ! Projected
2 /\ — 2
0 0
-2 Baseline -2
-4 -4
-6 |- -6
Continuation of
-8 Certain Policies — -8
-10 ; —{ -10
12 | | | | | | | | 12
1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Source: Congressionzl Budget Office.

CBO, The Budget and Economic Outlook, 2011-2021, January 2011, p. 16
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DoD Estimate of Budget Deficit

(Federal Deficit in Billions of Dollars)
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Wealthy Get Wealthier
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USCorporations Pay Little Tax

Figure 2: Percentage of Large FCDCe and USCCs That Reported No Tax Liability for Multiple Years between {008 and 2005
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USCorporations Pay Little Tax

CSIS

Percentages of FCDCs and USCCs That Reported Mo Tax LiabliiRy, Tax Years 1858 through
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The Debt Threat to
US Strategy
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CBO Estimate of Impact of Federal Debt19402021

(Percentage of gross domestic product)

120 . 120
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EEnntinuatiun
100 ' of Certain | 100
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. .
80 ; 80
60 : 60
a0 - a0
20 i - 20
0 | | | | | | | L 0
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Source: Congressional Budget Office.

Mote: The projected debt with the continuation of certain policies is based on several assumptions: First, that provisions of the Tax Relief,
Unemployment Insurance Reauthorization, and Job Creation Act of 20010 (Public Law 111-312) that originally were enacted in 2001,
2003, or 2009, or that modified estate and gift taxation do not expire on December 31, 2012, but instead continue; second, that the
alternative minimum tax is indexed for inflation after 2011; and third, that Medicares payment rates for physicians are held constant
at their 2011 level.

CBO, The Budget and Economic Outlook, 2011-2021, January 2011, p. 17
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Legal vs. Probable Real Federal Debt as % of GDP

(Percentage of gross domestic product)
200 — 200
Actual : Projected
175 |- : — 175
150 |- . — 150
: Alternative Fiscal Scenario
125 |- : - 125
100 |- . — 100
75 |- D - 75
ol Extended- Baseline Scenario
50 |- / — 50
25 - : - 25
0 | I | | | | 0
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Source: Congressional Budget Cffice.

Note: The extended-baseline scenario adheres closely to current law, following CBO& 10-year baseline budget projections through 2021
and then extending the baseline concept for the rest of the long-term projection period. The alternative fiscal scenario incorporates
several changes to current law that are widely expected to occur or that would modify some provisions that might be difficult to
sustain for along period. (For details, see Table 1-1 on page 4.)

CBO,CBO6s 2 0 ardrm Budgetdutlook, June 2011, p. xi.
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The Entitlements
Threat to US
Strategy
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he Growing Entitlements-Revenue Gap

(Percentage of gross domestic product)
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Source: Congressional Budget Office.

2 0 Irdrm BudgetdOutlook, June 2011, p. 6.
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I%O Estimate of the Impact of Mandatory Programs on

GDP versus Defense and Other Spending

Percentage of GDP
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Source: CBO: The Budget andeconomic Outlook: FY2008-2018, January, 2008, pp. 189
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CBO Estimate of Percentage Rise in the Cost of
Mandatory Programs

Cumulative Nominal Percentage Growth From 2007 Level
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Defense, Other Discretionary, and Other Mandatory Federal
Spending: 19712010

(Percentage of gross domestic product)
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Source: Congressional Budget Office.

Note: Other federal spending is all spending other than for the major mandatory health care programs, Social Security, and interest
payments on debt held by the public.

CBO,CBO6s 2 0 ardrm Budgetdutlook, June 2011, p. 59.
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Sources: Conaressional Budaet Office: Social Securitv Administration.

Between now and 2035, the number of people age 65 or older will increase

by about 90 percent , compared with an increase of more than 10 percent in the
number of people between the ages of 20 and 64.

Today, that older population is one- fifth the size of the younger population; at
those growth rates, it will be more than one-third the size of the younger group by
2035.

In 2035, about 93 million people will collect Social Security benefits,

compared with 53 million today, and the average benefit will have grown

nearly as rapidly as GDPper per soné s doethadprogram will climb
from 4.8 percent of GDP in 2010 to 6.2 percent of GDP in 2035

CBO, Social Security Options, July 2010, p. 4.
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Aging Impact on the US Population
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@ Total 282.1 308.9 335.9 363.6 391.9 419.9
W 65+ 34.9 40.2 54.6 70.5 80 86.6

12% in 2000
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16% in 2020
19% in 2030
20% in 2040
20% in 2050

SourceUS Census Buredutitp://www.census.gov/population/www/projections/usinterimproj/

7/12/2011
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Social Security Gap as Percent of GDP without Reform
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Source: Congressional Budget Office.

Note: Revenues consist of payroll taxes and income taxes on benefits (but not interest credited to the trust funds). Outlays consist of Social
Security benefits and administrative costs. Benefits as calculated under the Social Security Act, regardless of the balances in the trust
funds, are known as scheduled benefits. If the trust funds became exhausted, payments to beneficiaries would be reduced to make
outlays from the funds equal revenues to the funds; such benefits are known as payable benefits. In that case, total revenues would
decline slightly because revenues from taxation of benefits would decline.

CBO, Social Security Options, July 2010, p. 7.
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Sources of Growth in Federal Spending on
Major Mandatory Health Care Programs
and Social Security, 2011 to 2035

(Percentage of gross domestic product)
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CBO,CBO6s 2 0 ardrm Budgetdutlook, June 2011, p. 11.
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Over-65 Dependence on Social Security (as %)
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65-69 34.5 33.8 33.1 29.7
70-74 45.9 44 .4 42.7 40.2
75-79 48.9 47.1 49.5 46.7
m 80-84 50.8 48.4 55.6 50.7
m 85+ 52.4 48.1 56.4 54.5

Source: Employee Benefit Research Institute



