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Introduction

The US Congress has passed budget legislation that threatens devastating cuts in national security funding if the €oagjrasstdo
find meaningf ul solutions to the nationds debt andseegkmlfnonci t
traditional threats to US security.

This brief analyzes the pattern of cuts in recent, ongoing, and possible future defense and national security spending tietksfect
and its ability to project power and aid its friends and allies. It shows, however, that this is only part of the story:

A TheUS may not face peer threats in the near to mid term, but it faces a wide variety of lesser threats that make maietiweing eff
military forces, foreign aid, and other national security programs a vital national security interest.

A The US does need to reshape its national security planning and strategy to do a far better job of allocating resourttesé mee
threats. It needs to abandon theoretical and conceptual exercises in strategy that do not focus on detailed forcequenglamanp
procurement plans, afmidgetsand use its resources more wisely.

A The US still dominates world military spending, but it must recognize that maintaining the US economy is a vital natigtyal sec
interest in a world where the growth and development of other nations and regions means that the relative share ththéJS has in
global economy will decline steadily oviame, even under the best circumstances.

A At the same time, US dependence on the security and stability of the global economy will continue to grow indefiniteljuie the
Tal k of any form of Aindependence, 06 including freedomwfro
its economy without strong military forces and effective diplomatic and aid efforts.

A US military and national security spending already places a far lower burden on the US economy than during the pedseful perio
the Cold War, and existing spending plans will lower that burden in the future. National security spending is now aedwa&ging b
4% and 5% of the GDP in spite of the fact the US is fighting two wars vefsusdiuring the Cold War.

A No amount of feasible cuts in US national security spending can have more than a token impact on the US deficit arldrdgbt prob

A The most serious single threat the US faces to its national security comes from-tragitiomal threat of entitlements spémgl, but
this federal spending is driven by far more serious problems that cannot be addressed simply by altering federal spsealieg. Th
driven by nortraditional threats that extend far beyond government spending:

A An aging population that does not save or assume responsibiligtif@ment; and



A Unaffordable rises in the burden medical care puts on the economy which cannot be dealt with by cutting back the level o
government spending without addressing the entire problem.

A The steady decline in the size and military capability of our traditional allies poses another critizabitmmal threatlt is clear that
no amount of US exhortation will change this situation and the US must reshape its strategy accordingly.

A The rise of threats like terrorism is only one aspect of new shifts in the threats to the US that force it to work fasehossd
effectively with nontraditional allies, reshape elements of its military spending and operations to help build up theitieapahi
maintain strong embassy teams and aid efforts to help bring political and economic stability.

AThe US must fundamentally rethink its approach tothenopti on
empower Iran, without a strong military and aid presence. It will decisively lose the Afghan and Pakistan conflict ifat qoiekly
develop plans for a military and diplomatic presence, and help to aid Afghanistan in transitioning away from dependesige on fo
military and economic spending during 262@20. US troop cuts are not a transition plan, and focusing on withdrawal is afoecipe
defeat.

A That said, the US cannot, and should not, repeat the mistake it made in intervening in Irag and Afghanistan. It mistateal wit
traditional threats with a far better and more affordable mix of global, regional, and national strategies that caniskssite
the turmoil in the Middle East, and South and Central Asia, and terrorism and instability on a global basis. It muaidiety on
friendly states, deterrence, containment, and far more limited and less costly forms of intervention.

A The new budget act poses a potentially crippling threat to US national security. Further major defense spending cudpose a m
additionalthreatunder these conditions. The US has already made major cuts in its defense efforts since &Y2pGHhs to
implement an additional $25gllion in cutsover the next five yearst cannot absorb major additional cuts under these conditions.

The Department of Defense dodsmwever needto makea majornew effort to deal with its own, selifflicted nontraditional threats.
A Massive rises in the cost per solider on active duty.

A A quarter century of posturing (?), failed efforts to develop effective procurement programs and cost controls.

A Afundamental breakdown in the ability to tie strategy to feasible, affordable programs.

It is also clear that far more integrated planning is needed at some point to address the proper mix of State Depaatimesnt{ Bep
Defense, various homeland defense, and Intelligence Community efforts. It is unclear that this would produce meanirigful budge
savings, but it is all too clear that the present compartmented and stovepiped efforts do not produce anything approtegiaigdn
strategy or efficient use of resources.



oTradi tional 6 (Pol i



The DoD FY2012 View of Strategic Challenges
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B An uncertain and dynamic environment that spans the Range of Military Operations

Source: Department of Defense, B02-11-101 v 2.2FY 2012 Budget




Key Military nThreatso

Alir -sea threat from China; emerging strategic nuclear power.
Korea-Taiwan-South China Sea.
lran-Shi 01 t e-A@l Sprag-Retrdleum Exports-Libya

Islamic extremist and violence: terrorism, insurgencyhybrid warfare,
nuclear Pakistan,destabilizedYemen

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

Broader proliferation: 4 " generation chemical, genetic biological,
advanced radiological, boosted
mass effectiveness, cyberwarfare

Uncertainty factor in dealing with emerging powers withregional
economic-- and eventually technological and militaryi parity.

Irrational/unpredictable emergence of irregular/asymmetric,

conventional, andWMD warfare in a period of constant technological

change.

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

Columbia, Mexico, Venezueldike support/intervention
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ResourceBased Challenges

Dealing with the immediate budget and financial crisis.

Bringing entitlements, defense discretionary spending, other discretionary
spendingi and revenued into a stable, affordable balance.

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.

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

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

Dealing with emerging powers withregional economic-- and eventually
technological and military i parity.

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

Coping with ideological and nonstate actors at the political and civil as
well as the combat and counterterrorism levels.



The Global Economic Threat to
US Strategy



Dealing with Emerging Powers with
RegionalEconomici and Eventually
Technologicaland Military 1 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 poshdustrial
America really means, but we do see growing industrial
dependence.

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

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

Need 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

Global Distribution of Military
Expenditure in 2009

Rest of the waorld
14.7%

United States
48.5%

Source: Stockholm international Peace Research Institute Yearbook 2010

(US figures from Center far Arms Control and Non-Praliferation, May 2010)

US military spending accounts for 46.5
percenttoal most hal f, o
total military spending

US military spending i§ times more

than China, 13 times more than

Russia, and 73 times more than Iran.

US military spending is som#& times
the spending on the
(Cuba, Iran, Libya, North Korea, Sudan
and Syria) whose spending amounts to
around $16 billion.

US spending isnore than the next top

14 countries at least

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 per
total.

Thesi x potential fien
and China together account for about
$169 billion or 24% of the US

military budget.

Source: SIPRI, http://www.globalissues.org/article/75/world-militaryspending#InContextUSMilitarySpendingVersusRestoftheWorld 11



The Globalism ofMilitary Spending in 2009

'$684 bn

(44%)

Central America,
| South America Africa
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 12



The Globalism ofMilitary Spending - 2010

In 201Q global spendingwasestimatedat $1,6300billion, 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 members of 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 201 to 2.8 per cent comparedto an annual
averagancreaseof 7.4 per centbetween2001and2009 the global increasein 2010is almost entirely down to
the United States,which accountedfor $19.6 billion of the $20.6 billion global increase

The USA hasincreasedits military spendingby 81 per cent since2001, and now accountsfor 43 per cent of
the global total, six times its nearestrival China.

The global increasein military spendingof 1.3 per centis the slowestannualrate of increasesincethe surgein
globalmilitary expenditurédbeganafter2001 Between2001and2009 theannualincreaseaveraged.1 percent

In Europe, where military spendingfell by 2.8 per cent, governmentdeganto addressoaringbudgetdeficits,
having previously enactedstimulus packagesn 2002 Cuts were particularly substantialin the smaller, more
vulnerableeconomiesof Centraland EasternEurope,aswell asthosewith particularbudgetdifficulties suchas
Greece

In Asia,, the slower increaseof 1.4 per centin military spendingin 2010 partly readjustsgrowth in military
spendingo economicgrowthrates The ChineseGovernmentfor example explicitly linked its smallerincreasan
2010to C h i rweakeyeconomicgperformancen 2009

The Middle Eastspent$111 billion on military expenditurein 201Q an increaseof 2.5 per centover 2009 The
largestabsoluterisein theregionwasby SaudiArabia

Estimatedspendingin Africa increasedoy 5.2 per cent,led by major oil-producerssuchas Algeria, Angola and
Nigeria

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

World Population: 1950-2050
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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

14



34,00
32,00
30,00
28,00
26,00
24,00
22,00
20,00

1800

16,00

14,00 +

12,00

1000 +—

Estimate of USShare of Global GDP

e, =
Pl N
g gt r‘;:__‘_“—“k‘:)'
e = e Mo rminal

g= PPP

1980
1981
1982
1985
1984
1985
1986
1987
1988
1989
1990
1991
19892
19893
1994
1985
1994
1997
1998
1999
2000
2001
2002
200z
2004
2005
2006
2007
2008
2009
2010

US share of world GDP (nominal) peaked in 198%ith 32.74% of global GDP
(nominal). The second highest share was 32.24% in 2001.

US share of world GDP (PPP) peaked in 1998ith 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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http://www.visualizi
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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 billioQverthose 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).

A Thepopulation ofthe EU (the EU 25 as of 2004850 million (at 13.9 percenthad grown to 452 million, this
represented a declinen European population to 7.5 percent of the world population. In effect, Europe
registered a significant demographic marginalization within the world.(23)

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

A TheNorth 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 ndiuropean diaspor&l.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 1958)projected to surpass
Europe by more than 30 percent in 2050yith a population of 806 million (or 8.6 percent).

A In Asia, China counted 1.275 billion people in 200Qup from 554.8 million in 19504nd is projected to be at 1.462
billion in 2050 (or 15.7 percentPDuring the same periodndia'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 populatidn)205Q. (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, ANATOO6s Uncert ai roinfhotcas Quarterly, April P0Ino gr aphi cs Destiny?o0,
17



China Overtakesthe US in GDP: 20197

Lomg-term sssumpbions, annual saverage %

GDP, $trn*

BUT, this is PPP e
GNP. In market 0l
terms, the US

GDP is now $14.7

trillion and China is
$5.9 trillion vs.
$10.9 trillion in

RRRx

_— China overtakes US

in 2019

_—

The relative paths of GDP in dollar terms in Chamal Americadepend not only on real growth rates but also on inflation and the

y u a exéhangeate against the dolla@ver the past decade real GDP growth averagetld.5% ayear in China and 1.7%in
America,; inflation averaged 3.8% and 2.2%spectively. SincBeijing scrapped its dollar peg in 2005, the yuan has risem by
annualaverageof 4.26. Our best guess for the next decade is that annual real GDP growth avergges CThitha and 2.5%n

America inflation rates average 4% and 1.5%, andytrenappreciateby 3% a year. Plug in these numbers and Chifla
overtakeAmerica in 2019Buti f Chi nads r eal growth rate sl owghebtler an annt
assumptionsinchanged) 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. 18
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GDP from Manufacturing in U.S. and China

Sources: Bureau of Economic Analysis; the World Bank. The New York Times.
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Global Economy Remains Critically Dependent
on Rising Oil Exports Through 2035

Fioure 53. World hguids supply and demand by regzion in
three cases. 2009 and 203 5
(mullbon barrels per day)

120 Supply—  —Demand
a0 Mon-DECD
40
iher
OFEC OECD
0 ' :
2009 Low High
Qil Price Haferance OQil Price
2035

EIA, April 2011, http://www.eia.gov/forecasts/aeo/MT_intl.cfm
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Strategic Importance of lraqi Oil: US Petroleum
Import Dependence Remains High Through 2035

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

(mullion short tons)

o5 History 2009 Projections

... | Biofueis including imports

| 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 2008009 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 2035in 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.

21



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

E | AlBternational Energy Outlookhows world
marketed energy consumption increasing strongly

Figure 50. World energy consumption by region, over the projection period, rising by nearly 50 percent
1990-2035 from 2009 through 2035 (Figure 50). Most of the
- growth occurs in emerging economies outside the
{quadrllion Btu) Organization for Economic Cooperation and
300 Development (nof®ECD), especially in nG®ECD
Asia. Total noROECD energy use increases by 84

percent in the Reference case, compared with-a 14
percent increase in the developed OECD nations.

Doy E Energy use in na®ECD Asia, led by China and
600 Non-OECD Asia India, shows the most robust growth among the non
OECD regions, rising by 118 percent over the
projection period. However, strong growth is also

| i projected for much of the rest of the ROECD
~Middle East regions: 82 percent growth in the Middle East, 63

. 2 regions is projected for ne@ECD Europe and

Non-OECD Eurasia (including Russia), where substantial gains in
| Europe energy efficiency are achieved through replacement of
dand eurasia inefficient Sovietera capital equipment.

Central and _ : .
400 ahte ,IH America percent in Africa, and 63 percent in Central and South
) &‘I"" B America. The slowest growth among the f®ECD
'i ¥ '..n.'..._
|

OECD Worldwide, the use of energy from all sources
increases over the projection. Given expectations that
oil prices will remain relatively high, petroleum and
ot her | iquids agrevingednegywor | ¢

) ] I I
0 | ] | T | sources. High energy prices and concerns about the

1990 2000 2007 2015 2025 2035 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 6 groWing soureesot energy in the
outlook.
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The US Economic Burden
Threat to US Strategy



Defense Plans as a Portion of GDP

(Percentage of gross domestic product)

L 1
Actusi | Projected

i
7 i

i
5 i CBO Projection of

| DoD's 2012 Plant

]
5 ! Proportionat
5 | Reductions?

-

I.‘-"'"'n-h- -
3 (B CFASET Y, S

' “emeanii,
2 | I Mo Savings from the

. Joint Sesect
1 ! Commltitee®

i

1
0 I I I I I I l 1l I |

1580 1964 1988 1592 1996 20400 2004 2008 2012 2016 2020

Source: Congressional Budget Offica.

a. The base budget funds the normal activities of the govermment for national defense, including
the devalopment and procurement of weapon systems and day-to-day operations of the military
and related civilian workforce. Base-budget data include supphmental and emergancy funding
unrefated fo operations in Afghanistan, Iraq, and the war on tarronsm.

b. For 2001 to 2011, supplemental and emergency funding for overseas contingency operations
(OCO), such as those in Afghanistan and Irag, and for other purposes is shown separately from
the base-budget data.

c. The CBO projection of the Department of Defense’s (Dol's) Future Years Dofanse Plan for 20012
twithout funding for overseas confingency operations) incorporates costs that are consistant
with DoD’s recent experience. I also assumes that the non-Doll portions of defense discretion-
ary funding remain at 2011 levels, adjusted only for inflation.

d. Assumes proportional reductions in defense and nondefanse discretionary budget authority sub-
ject to the caps as set in the Budoget Control Act of 2011

e, Assumes that the automatic enforcement procedures delineated in the Budget Control Act
would take effect and, therafore, that caps for each year from 2013 through 2021 would be resat
to cover defense and nondefense bedget authority. Bacause no adjustment to the caps for 2012
would be made if the automatic enforcemant procedures take effect, C20 has assumad that the
reductions in 2012 would be proportional

CBO, Statement of Director Elmendorf before the Joint Select Committee on Deficit Reduction, October 26, 2011, p. 20.



CBO Estimate Defense Share of Discretionary
Spending: 192021 Without0% Cut

Defense, Nondefense, and Total Discretionary Spending

(Percentage of gross domestic product)

12 T 12
10 10
8 8

L
] 6
4 4
2 -1 2
0 ] ] ] ] | ] | ] ] 0
1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 2021
Source: Congressional Budget Office.
CBO, The Budget and Economic Outlook, 2011-2021, January 2011, p. 79
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The Deficit and the Debt Threat
to US Strategy



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,
29 1971 to 2010 29
20 20
T8 brerornn oy g oon gt g e g g 18
Revenues
16 Average Revenues, ! - 18
1971 to 2010 !
14 14
0 ] ] ] ] | | | | ] 0
1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Source: Congressional Budget Office. (Figure corrected on February 15, 2011.)

Total Deficits or Surpluses—Historically, in CBO’s Baseline, and with a
Continuation of Certain Policies

(Percentage of gross domestic product)

4 4
Actual | Projected
2 /\ : - 2
0 : 0
-2 CBO's Baseline—| -2
-4 _ - -4
Continuation of

6 - Certain Policies —| 9
-8 - - -8
-10 - -10
12 | | | | | | | H | a2

1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Source: Congressional Budget Office.

CBO, The Budget and Economic Outlook, 2011-2021, January 2011, p. 16 and CBO, The Budget and Economic Outlook: An Update, August 2011,
Pg. 3
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CBO Estimate of Impact of Federal Debt19402021

(Percentage of gross domestic product)

120 .
Actual ' Projected
100 I Continuation
. of Certain
80 L : Policies
60
“ N |CBO's Baseline
20 |- :
0 I I | | | I L |
1940 1950 1960 1970 1980 1990 2000 2010 2020

Source: Congressional Budget Office.

Mote: The projected debt with the continuation of certain policies is based on several assumptions: first, that most of the provisions of the
Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010 (Public Law 111-312) that originally were enacted
in 2001, 2003, 2009, and 2010 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 Medicare’s payment rates for physicians are held constant at their 2011 level.

CBO, The Budget and Economic Outlook: An Update, August 2011, Pg. 14 28



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
2000 2005 2010 2015 2020 2025 2030 2035

Source:  Congressional Budget Office.

Note: The extended-baseline scenario adheres closely to current law, following CBO& 10-year baseline budget projections through 2021

CBO,CBO6s 2 0 ardrm Budgetdutlook, June 2011, p. xi.

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.)
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DoD Estimate of Budget Deficit

(Federal Deficit in Billions of Dollars)
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Source: Department of Defense, B02-11-101 v 2.2FY 2012 Budget



CBO Summary of New Budget Control Act of August 1, 2011

The bill has the following key provisions:

A Establishes caps on discretionary spending through 2021, and effectively calls for $350
billion in cuts over coming 10 years (Same annual levels as Gates $400 billion in cuts over

12 years)
A War Funding, though, is explicitly exempted from caps/sequestration.
OAl'l ow for certain amounts of additioamdd spenc

at reducing the amount of improper benefit payments;
[0 Make changes to the Pell Grant and student loan programs;

00 Require that the House of Representatives and the Senate vote ojoiat resolution
proposing a balanced budget amendment to the Constitution;

0 Establish a procedure to increase the debt limit by $400 billion initiallyand proceduresthat
would allow the limit to be raised further in two additional steps, for a cumulative increase of
between $2.1 trillion and $2.4 trillion;

00 Reinstate and modify certain budget process rules;

00 Create a Congressional Joint Select Committee on Deficit Reduction poopose further
deficit reduction, with a stated goal of achieving at least $1.5 trilliom budgetary savings over
10 years; and

00 Establish automatic procedures for reducing spending by as much as $1riflion ($600
million of which must be in national security) iflegislation originating with the new joint select
committee does not achieve such savings

If appropriations in the next 10 years are equal to the caps on discretionary spending and the maximum amount of fundingdsdforthe
program integrity initiatives, CBO estimates that the legislatioapart from the provisions related to the joint select comnaftenvould reduce
budget deficits by $917 billion between 2012 and 2021. In addition, legislation originating with the joint select comwittiee automatic
reductions in spending that would occur in the absence of such legislation, would reduce deficits by at least $1.2 trélioheotGyear period.
Therefore, the deficit reduction stemming from this legislation would total at least $2.1 trillion over the-2022 period.

CBO,CBO6s Analysis of the Budget Contr ol Act of August 1, 2011. 31



Budget Breakdown of Budget Control Act of August 1, 2011

Projected Savings from Discretionary Caps as Specified in the Budget Control Act of 2011, as Posted on the Web Site of the
House Committee on Rules on August 1, 2011
(By fiscal year, in billions of dollars)

Projections of Discretionary Spending

Total,
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2012-2021
CBO's March 2011 Baseline BA 1,266 1,290 1,318 1,346 1,377 1,413 1,450 1,488 1,526 1,565 14,038
oT 1,344 1,356 1,371 1,391 1,420 1,446 1,475 1,517 1,556 1,594 14,472
Adjustments
Exclude funding for operations in Afghanistan BA -161 -164 -167 -170 -173 -177 -180 -184 -188 -192 -1,756
and Irag and for similar activities oT -76 -131 -153 -163 -169 -172 -175 -180 -184 -187 -1,589
Incorporate final 2011 appropriations BA -17 -17 -18 -18 -18 -18 -19 -19 -19 -20 -183
oT -2 -8 -11 -12 -13 -14 -15 -15 -16 -16 -122
Adjusted March 2011 Baseline BA 1,087 1,109 1,134 1,159 1,186 1,218 1,251 1,285 1,319 1,353 12,099
oT 1,267 1,217 1,207 1,216 1,238 1,260 1,285 1,323 1,357 1,391 12,760
CBO's January 2011 Baseline Excluding Funding for BA 1,111 1,133 1,157 1,182 1,210 1,242 1,275 1,309 1,343 1,377 12,341
Operations in Afghanistan and Iraq and for Similar Activities OT 1,275 1,230 1,224 1,233 1,257 1,280 1,306 1,344 1,378 1,412 12,939
Proposal
Proposed Discretionary Caps on BA 1,043 1,047 1,066 1,086 1,107 1,131 1,156 1,182 1,208 1,234 11,260
Budget Authoritya oT 1,241 1,170 1,148 1,149 1,164 1,179 1,196 1,226 1,252 1,278 12,004
Effect of Proposed Discretionary Caps
Relative to the Adjusted March 2011 Baseline BA -44 -62 -68 -73 -79 -87 -95 -103 -111 -119 -840
oT -25 -47 -59 -67 -74 -81 -89 -97 -104 -112 -756
Relative to the January 2011 Baseline Excluding Funding for BA -68 -86 -92 -97 -103 -111 -119 -127 -135 -144 -1,081
Operations in Afghanistan and Iraq and for Similar Activities OT -33 -60 -76 -84 -93 -101 -110 -118 -126 -134 -935

SOURCE: Congressional Budget Office.

NOTES: The calculations above do not include any adjustments for program integrity initiatives.
BA = budget authority; OT = outlays.

a. CBO calculated outlays for 2012 to 2021 by assuming an average aggregate spendout rate for all discretionary spending.

CBO,CBO6s Analysis of the Budget Control Act of August 1, 2011.
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CBO Estimates of Possible Defense
Reduction Paths

Illustrative Paths for Discretionary Budget Authority Subject to the
Caps Set in the Budget Control Act of 2011

Total
2012- 2012-
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021

In Billions of Dollars

Defense®
All reductions from defense” 552 532 531 516 524 531 541 550 560 569 578 2634 5,432
Proportional reductions 552 538 541 550 560 571 584 597 610 623 637 2750 5811
No reductions from defense 552 562 574 5B6 599 614 630 646 G64  6B2 700 2,935 6,256

CBO,CBO6s Analysis of the Budget Control Act of August 1, 2011.
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Defer, Not Solve: Impact of August 2, 2011 Bill

S6
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$3.5 trillion
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Source: Center on Budget and Policy Priorities, Washington Post, August 4, 2011 34



Revenue: US Income Distribution

Shares of Income After Transfers and Federal Taxes, 1979 and 2007

Wealthy Get Wealthier

Cumulative Growth in Average
After-Tax Income, by Income Group
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Source: CBO, Tends in the Distribution of Household Income Between 1979 and 2007, October 2011.
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Capital Gains Distribution and Tax Rates
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Revenue: Some US Corporations

Pay Little Tax

Figure 2: Percentage of Large FCDCs and USCCs That Reported No Tax Liability for Multiple Years between {1008 and 2005

Feraniage
Bl
LT
w
- b4 3
= &5 1
&
o 203
20
45
e | TP 008 1.0 s
10 . E4 i
BE &7 458 aq 9.4 =g 27
@ | | | ]I 11 ] ]
Tax lad Mo 1ax i Eax 2 years T VearE 9 B 5 yunE b yoars T yaars 8 ysars
rn-purl-idﬂlrg BabilHy I ity 5 ¥ S . o iz
afl yoars  raported In roporied for 1 o mr Mabillly mporied for muitinio yoars |
al least 1 year 1 yaar

|:| Lanpa FCOCS

[ ] remeusces

Soureee GAT w=shper of pareld dute develosed by TAD bom Ba 508 detstaas

Source: Government Accountability Office, (2008)

37



Revenue: Others Pay No Tax

Percentages of FCDCs and USCCs That Reported Mo Tax LiabliiRy, Tax Years 1858 through
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The Growing Entitlements-Revenue Gap

(Percentage of gross domestic product)

Extended-Baseline Scenario
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CBO,CBO6s

Source: Congressional Budget Office.

2 0 Irdrm BudgetdOutlook, June 2011, p. 6.
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CBO Estimate of the Impact of Mandatory Programs on
GDP versus Defense and Other Spending

Percentage of GDP
40
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Source: CBO: The Budget and Economic Outlook: FY2008-2018, January, 2008, pp. 18-19
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National Defense as Percent of Total and
Discretionary Federal Spending (Less
Interest Payments)

60—

50—

40"

304"

204

10—

1998-2002 2003-2006 2007-201 2012-2016
@ % of Total 18.9 21.4 21.3 18.7
[ % of Discretionary Less Interest 50 53.4 55.6 55

SourceUS Budgets, and Project on Defense Alternatives, Memo #47, February 2011, p. 3




CBO Estimate of Percentage Rise in the Cost of
Mandatory Programs

Cumulative Nominal Percentage Growth From 2007 Level
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CBO: The Budget and Economic Outlook: FY2008-2018, January, 2008, p Xl



Revised CBO Estimate of Discretionary versus Mandatory
Federal Spending (Less Interest Payments): 262080

Other Noninterest
l Spending

Medicare, Medicald
Children’s Health
Insurance Program,

and Subsidies for Health

Insurance Exchanges

CBO, http://www.cbo.gov/publications/past90days.cfm, and http://www.cbo.gov/doc.cfm?index=12375, August 5, 2011.
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The Aging Threat to US Strategy



AmericansOver 65: 1962080

(Percent)
45

Actual : Projected
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Sources: Conaressional Budaet Office: Social Securitv Administration.

A 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 abd.

A Today that older population isne fifth the size of the younger population; at those
growth rates, it will be more thamethird the size of the younger group B935.

A 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 GDP
per person. Spendingor the program will climb from 4.8 percent of GDP in 2010 to
6.2 percent of GDP in2035

CBO, Social Security Options, July 2010, p. 4.
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450—

Aging Impact on the US Population

2000 2010 2020 2030 2040 2050
@ 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

SourceUS Census Buredutitp://www.census.gov/population/www/projections/usinterimproy/15/2011

12% in 2000
13% in 2010
16% in 2020
19% in 2030
20% in 2040
20% in 2050
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Retirement Savings

AMERICANS WITH NO RETIREMENT SAVINGS RISES

Half of "Echo Boomers™ are off to a slow start

ALL ADULTS GENERATION

Echo Baby
May Nov. Boomers GenX Boomers Matures
2009 2010 (18-33) (34-45) (46-64)  (65+)

Relatively equal mix of stocks/mutual funds and

investments such as bonds and money market funds  19%  22% 10% 23% 28% 29%
Mostly in stocks and/or mutual funds 21%  18% 16% 21% 18% 12%
Mostly in bonds, money market funds and other

stable investments 13%  10% 6% 6% 13% 16%
Mostly in bank savings and/or CD's 8% 8% 6% 4% 9% 14%
Not at all sure 9% 8% 10% 8% 1% 1%

| don’t have any retirement savings I 30%  34% I 53% 32% 25% 22%

Note: Percentages may not add up exactly to 100% due to rounding. Source: Harris Interactive

Source: Harris Interactive
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Aging and the Worker to Social Security Beneficiary Ratio: 264080

By 2035, the growing
number of beneficiaries
due to the aging of the
babyboom generation
will cause scheduled
spending to climb to 6.1
percent of GDP, CBO
estimates. However,
there is uncertainty
I nherent
projections; In 10
percent of simulations,
outlays in 2035 are
below 5.3 percent of
GDP and in 10 percent
they exceed 7.3 percent
of GDP. In most
simulations, outlays in
2035 are projected to
account for a much
larger share of GDP than
in 2010.

CBO, http://www.cbo.gov/publications/past90days.cfm, and http://www.cbo.gov/doc.cfm?index=12375, August 5, 2011.
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Social Security Gap as Percent of GDP without Reform

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

CBO,CBO6s 2 0 ardrm Budgetdutlook, June 2011, p. 11.



Social Security Revenue and Expenditure Impact: 262080

CBO, http://www.cbo.gov/publications/past90days.cfm, and http://www.cbo.gov/doc.cfm?index=12375, August 5, 2011.
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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+ 524 48.1 56.4 54.5

Distribution of the Older Population's Income, 2008

Pensions and
Annuaties 18.7%

Source: Employee Benefit Research Institute
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The Medical Threat to
US Strategy



Is Health Care theWorst Threat to US National Security?

U.S. healthcare spending £ _ Health Care Cost Rise (1970 2007)
16.0% of GDP in 2007 b —
2007 T 14 —— Gemany
2005 e aw_iﬁﬁépdd
2007 %‘ 12. le‘h!d S!Q El:lm
S 5 10 e
2 S | |
1996 = ] P _J__.:____xv_f;j""}__ Ll [k
1993 2 e et L L L L
1990 " _sz,{___f"-" e—
1987 H 9701972 974 97 374 950 95 354 950 353 2901 392 134 39 392A0EO0ZO0LINE
1984
1981 . .
Despite the most severe economic downturn
1978 in 80 years, healthcare spending in the U.S.
1975 rose an estimated 5.7 percent to $2.5 trillion
1972 in2009,according to Medicar e
1969
The percentage of the GDP spent on
1966 healthcare jumped to 17.3 percent from 16.2
1963 percentin 2008--the largest one-year
1960 increase since 1960. At the current rate of
52 ¢ 8 10 12 14 16 growth, healthcare costs are predicted to
Percent of GDP nearly double to $4.5 trillion in 2019. At that
Source: OECD Health Data 2009, point, they will account for 19.3 percent -

almost a fifth -of our GDP.
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The Impact of Rising Medicare and Medicaid Mandatory spending
on Federal Health Care: 2002035

(Percentage of gross domestic product)
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CBO,CBO6s 2 0 ardrm Budgetdutlook, June 2011, p. 46.
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CBO Estimate of Cost of Military
Medical Care: 1982028

(Billions of 2011 dollars)
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Source: Congressional Budget Offica.

MNotes: Each category shows the CBO projection of the base budget, which incorporates costs that are consistent with the Department of

.

Defense’s {Dolr's) past experience. Base-budget data include supplemental funding prior to 2002.

Before 2001, pharmaceutical costs were not separately identifiable but were embedded in the costs of two categories: "Purchased
Care and Contracts™ and “Direct Care and Other” Starting in 2001, most pharmaceutical costs are separately identifiable, but some of
those costs may be embedded in the category "TRICARE for Life Accrual.”

The amounts shown for the Future Years Defense Program (FYDP) and the extension of the FYDP are the totals for all categories.

FYDP period = 2011 to 2015, the years for which the Department of Defense’s (Dol's) plans are fully specified.

The extension of the FYDP extends DoDY's plans and uses DoD's estimates of costs if they are available and cost factors based on the
broader U5, economy if estimates by Dol are not available.

CBO, Long Term Implications of 2011 Future Years Defense Program, February 2011, p. 15
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CBO Estimate of Potential Costs for Providing Health Care
Services to Enrolled Veterans of Overseas Contingency Operatiol

At the time CBO performed its

(Billions of 2011 dollars) analysis, in 2010, actual data on
R the Veterans Health
. AFtual . Projected obligatgr?s ?c])lr tr?a'l yZatr v(/e?etn(;t o
s | Obligations® : Costs .
; available.
Asa result, CBO
7 - : preliminary estimate of those
: obligations as the starting point
6 - ! . for its projections of health care
' Scenario 2
: costs for veterans of overseas
5 : contingency operations (recent
: and ongoing military operations
4 : in Iraq and Afghanistan). The
: Scenario 1 projections in the figure above
3 : are the same as those presented in
‘ the 2010 repor
2 - f analysis, but they have been
: converted to 2011 dollars.
1~ : VHA is required by law to
: manage the provision of its
0 ‘ J ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ services through an enroliment
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 system; that system assigns
veterans to one of eight priority
Source: Congressional Budget Office. groups for treatment. By

comparison with Scenario 1,
Scenario 2 incorporates
assumptions of a larger number
of enrolled veterans of overseas
CBO Testimony, Statementof HeidiL . W. Gol ding Principal Analyst for MDntingercy gperatipas andkfaséer a n
Potential Costs of Health Care for Veterans of Recent and Ongoing U.S. Military Operations before the growth ofmedical expenditures

Commi ttee on Vet er ansSénatd luly24,2081 Uni ted States
per enrollee. 58



The Decline In Traditional Allies
Threat to US Strategy



Facing the Declining Capabillity and
Will of Traditional Allies

End of the Cold War removes key motives for countries with the same bud
and social dynamics as ours.

1 NATO Europeodos GDP rose 55% sinc:i
20%.

1 NATO Europe provided 33% of total NATO spending in 1990 and is no
21%.

Impact of Iraq and Afghanistan on will, trust, and national caveats.

New NATO strategy in direct contradiction to spending, force size, and
probable willingness to execute.

Japan hit by economic nfreeze, o t
and unwilling to spend. South Korea cutting back.

Key military threats now in Asi a,

Threats are often complex mixes of irregular forces;state actors, failed
governance, and deep internal tensions.

Need to rethink European allies, Japan, South Korea, Australia, Canada in
terms of fnalliances o fevaludiecTaivean.e di b
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Decline in Allied NATO Manpower:
19962010

(In Thousands)
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01990 308 550 545 493 769
Il 2000 210.8 421 258 315 797
Il 2010 178.5 238.6 251.5 184.4 510.6
Source: Jeffery Simoni, ANATOO6s Uncertain Future: | s Demogr apéncec21lDest i ny ?¢
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Background on NATO and Europe

A Europe had one quarter of the world's population in 1900, around 15% in 1950 and has only 7% today.

A Its share is expected to go down to 5% by 2050.

A TheEU's GDP as a percentage of global GDP has shrunk from 28% in 1950 to 21% today, and may be as little as 18%
in 2050

A Only 4 of the 12 Allies maintain budgetsmeetingthe generallyaccepted? percentof GDP threshold the United
Kingdom and France,with all-volunteerand expeditionarycapabilitiesand experienceand Greeceand Turkey, with
largeconscriptforcesandmutualdefenseconcerns

A Francepledgeso hold its defensébudgetconstantat 2 percentuntil 2012butwill reduceits defenseestablishmenby
54,000 overthe next 7 years Belgium, Denmark,Germanyand Spainhavedefensebudgetshat havedeclinedto 1.3

percentor lower.

A During the postCold War period,NATO addedl0 newmembergin 1999and2004 In 1999 the 10 militaries counted
230000 professionalamongtheir 618000 troops By 2004 their total force declinedto 409000 troops, but their
professionaktrengthincreasedo 270,000 By 2008 8 of the 10 new membershadbecometotally professionalwith
only Lithuaniaand Estoniaretainingconscriptionfor a small partof their armedforces) As a result,314,000 of their
317,000 troops were professionalsoldiers and could be countedtoward augmentingEuropeanNATO's potential
deployableforce

A Among NATO's Cold War Europeanmembersthe declining cohortand aging problemwill be felt mostacutelyin
Italy and Spain,whereoverall declinesof 21 to 25 percentin populationareprojected As a result,between2005and
2050 Italy's populationoverthe ageof 60 will increasesubstantiallyfrom 25.5 to 41.6 percentandSpain'sfrom 21.4
to 39.7 percent Although Germany,Greece,and Portugalhave overall projectedpopulationdeclinesof 10 to 15
percent,they also will experiencean aging challenge Between2005 and 205Q the 60-andover population will
increasein Greecefrom 23 to 36.8 percent in Portugalfrom 22.3 to 36.3 percent andin Germanyfrom 25.1 to 35
percent

The Economist, 16-12-2010, http://www.economist.com/blogs/dailychart/2010/12/save_date. 62
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The Non-Traditional Alliance
Threat to Our Strategy



]

]

StrengtheningNon-Traditional Alliances

Greater Middle East, most of Asia, Latin America, Africa, Pacifi

Afghanistan and lraq show critical role of local forces; role of U
advisory and aid efforts.

Critical to strategic communications, dealing with different
cultures, faiths, and complex national sensitivities.

Far cheaper and better use of US capabilities to help them do
when strategic interests coincide.

1 FMS, MAP/FMF, IMET, USMTM/SANG, SOF trainers key
military force multipliers.

1 State, INL, USAID, counterterrorism agencies key civil
partners.

Easier for traditional allies to play a key role.
Key means to prevent, preemahd contain, and avombnflicts.
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US vs. Traditional and NonTraditional
Military Spending

Comparative Defense Spending in $US Billions

800

700 +—

600 +—

500 +—

400 +

300 +—

200 +—

100 +—

us Belgiu [Denma Germa Nether North | South Saudi

m rk FELES ny IE=17 lands Korea | Korea Arabia

Turkey | UK Russia| China | India Japan Iran Israd

=] 7221 3.6 3.66 42.6 41.2 11.5 11.3 10.5 56.5 30.25 | 76.4 38.4 4.38 25.4 52.8 9.02 15.6 45.2

SourcellSS Military Balance, 2011



Unaffordable Forces? The Rising Cost of ANSF

Development
(In Current $US Billions)
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The AfghanistanSecurity ForcesFund (ASFF) directly supportsfunding to grow, train, equip and sustainthe ANSF. For FY 201Q Congress
appropriated9.2B for the ASFF, which is availablethroughthe endof FY2011 As of March 31, 2011, CSTGA had obligated85 percentof this
amount In addition,NATO contributionsinto the ASFF totaled$100M. In February2011, PresidenObamarequeste$12.8B in the FY2012budget
to continueto equip and sustainthe ANSF. Thesefunds are essentiato the building, training, equipping,andfielding of the securityforces ASFF
funds are allocatedfor the ANA, ANP, and related activities and then are further broken down into infrastructure,equipment,training, and
sustainmentAs the ANSF grow, NTM-A/CSTGA will focusits attentionon investmentaccounts(infrastructureand equipment) Going forward,
though,operationaccountg(training and sustainmentwill becomeincreasinglymore important As part of the transparencyeffort associatedvith
thesefunds,the Governmen®ccountabilityOffice, DoD InspectorGeneral andthe SIGAR currentlyhave20 auditsongoingthatarein variousstates

of completion

Source: CBO, The Budget and Economic Outlook, Fiscal Years 2011-2021, January 2011, p. 77, and Department of Defense
Progress

FY2011 and FY2012 defense budget summaries;.Sour ce: DoD,
Afghanistan; US Plan for Sustaining the Afghan National Security Forces,

Section 1203 Report, April 2011, p. 41.
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Critical Current Shortfalls
In Key Trainers
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Source: NTM-A, Year in Review, November 2009 to November 2010, p. 27.
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Affordable or UnaffordableANSF? The US Is
Already Cutting Back to Below $4 Billion a Year

PROJECTED AMSF EXPENDITURES, 2008,/05-2023/24
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A US Focus on oNational Bui l
Low Ratio of US Civil Aid to Military Effort: FY2001FY2011

(In Current $US Billions)

120—
100—
80—
60—
40—
20—
0 p—
FY01/02 FYO03 FYo4 FYO05 FY06 FYo7 FY08 FY09 FY10 Fyl11l FYO1l-FYy11
| Total calz) *13 *15 *10 *14 *32 *33 *49 *97 *110 *386
O Other activities o o o @ @ @ @ @ @ o *0
B Diplomatic Operations and Foreign Aid @ 1 2 1 @@ 1 1 5 2 ? *13
0O ANSF Development @ (0] (o) 1 2 7 3 6 9 9 *38
M Military Operations & DoD activities 12 12 13 8 12 24 29 38 86 101 *335

Source: CBO, The Budget and Economic Outlook, Fiscal Years 2011-2021, January 2011, p. 77.
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Setting Impossible Goals

Anticipated funding and expected expenditures, 2008-2013

Dollars in billions Cumulative budget
20 shortfall $18.6
18 '-n"‘

Assistance from donors

Domestic revenue

||

- Total expenditures

----- Projected

2008-09 2009-10 2010-11 2011-12 2012-13
Years

Source: Afghanistan National Development Strategy - 2008 (data); Defense Imagery (photo).

Source: GAO, 1®55R, June 15, 2010 20



Transitioning to Mission Impossible

GIRo0A Spending Expectations Inconsistent  with
Future Budget Restrictions

[ .Y
N

RequestedANDS
ResourceCeiling**

.Y
o

co

IRoAEstimated Total Spending*
(OnBudgetNOT INCLUDINGNSF Spending)

tﬁ"a-—---—-- [ ]
-
2 - - g i -oof:eaE Budg
b X W 40%
- - - -
GIRoARevenues

20%
O I I I I I I I I I I I I ] °

2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15

US Dollars Billions
(@))

AN

*Source GIR0A 1389 Budget, (Total Pending = Operational Budget + Development Budget)
** Source: Afghan National Development Strategy 2008-2013, (Budgeted Core + External
Expenditure)

Source: USAID, i U S AAfgbanistan: Towards an EnduringPar t ner ship, 6 January 28, 2011 71



Losing the Wars in Irag and Afghanistan?

7 So far, the US has created a major power vacuum in Iragq and that has largely
empowered lrarnless it can reach a meaningful strategic framework
agreement with Iraq, and create a strong lasting diplomatic and military
advisory and aid program, it will lose the peace in ways that lose the war.

7 The US has not announced any credible transition plans for Afghanistan to main
progress in the ANSF, avoid withdrawals that do not reflect conditionals in the
field, or deal with almost certain crisis that will occur in 27 because of US
and allied withdrawals, massive cuts in spending and aid, the uncertainties
surrounding a 2014 election.

7 The US Treasury estimatdse best case impact ofuts in foreign spending
in Afghanistan during and after 2014 will be 12% of the GDH the same as
took place in the US Great Depression.

0 The worst case is 41%.

1 The best case estimate of the impact of fully funding current aid plans is
150,000 jobs over three years. There is little prospect of such funding, ort
executing such efforts before 2017, and the CIA estimates the Afghan labor
force will rise by 392,000 males a year, or 1.96 million by the time such
programs take hold.

7 President Obama has not submitted any plan or provided any guidance for this
aspect of transition iAfghanistan or addressed any part of the problems in
Pakistan.
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The Defense Budget Cut
Threat to US Strategy



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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Key Terminations:FY2016FY2012
FY2010

A F-22 production

A Transformational Satellite

A Combat search and rescue helicopter.

A VH-71 Presidential helicopter

A Multiple Kill Vehicle and Kinetic energy Interceptor
A Future Combat Systems Program

Proposed for FY2011

A C-77 procurement

A Second Joint StrikEighter engine

A Large cruiser (CG(X)

A Navy intelligence aircraft (EP(X))

A Third generation infrared surveillance (3GIRS)

Restructurings for FY2012

A Ar my 6 s -launchefl adeaaced medium range air to air missile
(SLAMRAAM)

A Non line of sight launch system (NLAS)

A Expeditionary vehicle

A Restructure B5 program and increase FA8 procurement

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 45-1 to 4-3
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Gates Savings Plarf-Y2012FY2016 1/2

Secretary Gatgzroposedb178 billion in savings andchanges Military Services were allowed teeep their
savings of $100 billiorand invest them in high priority requirementse other $78 billion usedfor deficit
reduction to accommodate a topline reduction of $78 billion for FY 20 2016.

$100billion for shift to high priority requirements
Army ($29.5 billion)
A Reducenfrastructurecivilian andmilitary manning($1.1 billion).
A Saveon military constructioncostsby sustainingexistingfacilities ($1.5 billion).
A Consolidatee-mail infrastructureanddatacenterg$0.5 billion).
A Cancelprocuremenbf SLAMRAAM ($1.0 billion).
A TerminateNortline of SightLaunchSystem($3.2 billion).
A Reduceecruitingandretentionincentivesandothermanninginitiatives ($6.7 billion).
Navy ($35.1 billion)
A Reduceashoremanpowerreassigrpersonneto operationakhips& air units ($4.9 billion).
A Increasauseof multiyear procurementontractsor shipsandaircraft($4.0 billion).

A DisestablishSecondFleet headquartersstaffs for submarine patrol aircraft, and destroyersquadrons
andonecarrierstrike groupstaff ($1.0 billion).

A TerminateExpeditionaryFighting Vehicle ($2.8 billion).
A Reducdossil energyconsumptior($2.3 billion).

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 5-2 to 5-6
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Gates Savings Plarf-Y2012FY2016 2/2

Air Force ($33.3 billion)

A Reorganization$4.2 billion), e.g., consolidatefour operationsand three numberedAir Force staffs, and
streamlinethe InstallationSupportCenter

A Improvedepotandsupplychainbusinesgprocesse£$3.0 billion).
A Reducéuel andenergyconsumptiorwithin theAir ForceMobility Command$0.7 billion).
A Reduceor terminateprograms($3.7 billion), e.g., terminateAir ForcelnfraredSearchandTrack Program
A Reducdacility sustainmen¢$1.4 billion).
A Reducecostof communicationsnfrastructureby 25 percent($1.3 billion).
SOCOM ($2.3 billion)
A Terminatethe JointMulti-Mission Submersiblerogram($0.8 billion).

A Consolidatemultiple task ordersinto a single SpecialOperationsForceslnformation TechnologyContract
($0.4 billion).

A ReduceprogramswhereServicecommonequipmenimeetsrequirement$$0.2 billion).

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 5-2 to 5-6
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Reallocation of $100 BillionFY2012FY2016 1/2

Serviceswill use $28 billion in savings to deal with higher than expected operating costs

Army

A Provide improved suicide prevention and substance abuse counseling for soldiers.

A Modernize battle fleet of Abrams tanks, Bradley Fighting Vehicles, and Stryker vehicles.
AAccel erate fielding of the Armyodés new tact i

A Enhance intelligence, surveillance, and reconnaissance (ISR) assets: Buy mb2e MC
reconnai ssance aircraft, accelerate procur e
and develop a new vertical unmanned air system.

Navy
A Accelerate development of a new generation of electronic jammers.
A Increase the repair and refurbishment of Marine equipment.

A Allocate savings from Expeditionary Fighting Vehicle (EFV) termination to enhance Marine
ground combat vehicles.

A Develop a new generation of searne unmanned strike and surveillance aircraft.

A Buy more of the latest modelF8s and extend the service life of 150 of these aircraft as a hedge
against more delays in the deployment of the Joint Strike Fighter.

A APurchase six additional shipsncluding a destroyer, a Littoral Combat Ship, an ocean
surveillance vessel, and three fleet oilers.

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 5-2 to 5-6
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Reallocation of $100 BillionFY2012FY2016 2/2

Air Force

A Buy more of the advanced Reaper Unmanned Aerial Vehicles (UAVs). Going forward, advanced
unmanned strike and reconnaissance capabilities will become an integrated part of the Air
Forcebs regular institutional force struct.

A Increase procurement of the Evolved Expendable Launch Vehicle to assure access to space for
both military and other government agencies while sustaining our industrial base.

A Modernize the radars of F5s to keep this key fighter viable well into the future.
A Buy more simulators for Joint Strike Fighter air crew training.

A Initiate a program to develop and procure a new bomber that will bedmg, nuclear
capable, and capable of penetrating hostile airspace. This aircraft will have the option of being

piloted remotely. It will be developed using proven technologies, an approach that should make |
possible to deliver this capability on schedule and in quantity.

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 5-2 to 5-6
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$78 Billion in Actual SavingsFY2012FY2016 1/2

A Combinedwith a governmentvide freeze on civilian salaries and other chariggsould
yield about $78 billion in savings over the next 5 years.

A Hold DoD civilian hiring at FY 2010 levels ($13 billion). A Deide freeze on civilian
workforce levels through FY 2013. Only limited exceptidormaost notably, increases in
the acquisition workforce in support of

ACivilian pay freeze ($12 billion). Follo
enacted a governmentide freeze on civilian salaries in CY 200.CY 2012.

A Defense Health Program ($8 billion). Our DoD leaders are proposing reforms in military
health care to better manage medical cost growth and better align the Department with thi
rest of the country. These will include initiatives to become more efficient, as well as
modest increases to TRICARE fees for working age retiredgth fees indexed to adjust
for medical inflation. Details are in Chapter 3.

A Defense Agency/Office of the Secretary of Defense ($11 billion). Initiatives include
reducing overhead, staffing, and expenses; more efficient contracting and acquisition; anc
more.

A Disestablish Joint Forces Command ($2 billion).

A Disestablish Business Transformation Agency/reduce intelligence organizations ($0.6
billion).

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 5-2 to 5-6
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$78 Billion in Actual SavingsFY2012FY2016 2/2

A Reduce service support contracts ($6 billion). For example, the offices of the Under
Secretary of Defense for Policy and for Acquisition, Technology and Logistics between
them will cut nearly 270 contractors. The Defense TRICARE Agency will cut more than
780 contractors, and the Missile Defense Agency more than 360.

A Reports, studies, boards, and commissions ($1 billion). Eliminate about 400 internally
generated reports and cancel all internal @oB-generated reports with date prior to
2006. Starting in February 2011, every report must include the cost of its production,
which will be tracked by a costing database.

A Reduce senior leadership positions ($0.1 billion). Reduce more than 100 flag officers (out
of 900) and about 200 Senior Executive Service or equivalent positions (out of about
1,400).

A F-35 JSF restructuring amdpricing($4 billion).
A Endstrength cut for Army and USMC in FY 2015Y 2016 ($6 billion).

A Adjustments to economic assumptions and other changes ($14 billion). Economic
adjustments include decreases in inflation rates and lower projected military pay raises fo
FY 20127 FY 2016 compared to previously assumed levels. Numerous other changes
across a variety of activities account for the rest of this $14 billion in savings.

OSD Comptroller, FY2012 Budget Request-Overview, February 2011, pp. 5-2 to 5-6
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$400 Billion MoreDuring FY20132023

On April 2011, PresidentBarack Obamaproposesc ut t i ng $400 bil lion from
through the 2023 fiscayearas part of hi s pl an -termdebteidcreasieg t he n
cuts beyond those sought by Defense Secretary Rob&ates in his February 2011 budget

documents.

No official statement on cuts emerges before Budget Act of August 1, 2011.

Some fear will cripple defense. Others, like Center For New American Progress propose
illustrative cuts:

A RedirectDOD6s planned efficiency savings to reduce the ba:

A Roll back postSeptember 11 efforts to grow the ground forces and reduce the number of civilian DOD
personnel concomitant with the reduction in military end strength ($39.16 billion through 2015)

Reduceactive-duty troops in Europe and Asia by onethird ($42.5 billion through 2015)
Cancelthe V-22 Osprey program ($9.15 billion through 2015)
Reform military health care ($42 billion through 2015)

To To Io Do

Limit procurement of the Virginia-class submarine and DDG51 destroyer to one per year; limit procurement
of the littoral combat ship to two vessels per year ($20.04 billion through 2015)

Cut procurement of the Navy and Marine F35 Joint Strike Fighter variants ($16.43 billion through 2015%.

o I

Institute an acrossthe-board reduction in research, development, test, and evaluation funding ($40 billion
though 2015)

A Reform the military pay system as the Quadrennial Review of Military Compensation recommends ($13.75
billion through 2015)

A Cancel procurement of the CVN8O aircraft carrier and retire two existing carrier battle groups and
associated air wings ($7.74 billion)

T

considerretiring two of our existing carrier battle groups.
A Cutthe U.S. nuclear arsenal to 311 operationally deployed strategic nuclear weapons ($33.72 billion)

Lawrence J. Korb, Laura Conley, Alex Rothman; Sensible Defense Cuts: How to Save $400 Billion Through 2015, CFPA, July 6, 2011
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Up to $600 Million More?
Automatic Trigger Impacts of August 1, 2011 Budget Act

The August 1, 2011 legislation effectively calls for $350 billion in cuts over a 10 year period; the same
annual levels at the Gates $400 million reduction over 12 yeai$also would establish a

Congressional Joint Select Committeen Deficit Reduction charged with a goal of reducing the

deficit by at least $1.5 trillion between 2012 and 2021.

If, by January 15, 2012, enactment of legislation originating with the joint select committee does not
achieve an estimated $1.2 trillion in deficit reduction (including an allowance for interest savings),
the bill would require reductions in both discretionary and direct spending to make up for any
shortfall in that targeted savings.

The automatic reductions in spending would be spread evenly over the fiscal years 2013 through
2021; half($600 billion) would come from defense spending and half from nondefense spending,
including both discretionary and direct spending.

The reductions would be implemented as follows:

A The reductions in discretionary spending in 2013 would be accomplished by cutting the budgetary resources
available for defense and nondefense accounts by the respective percentages necessary to achieve the required
reductions for that year.

A The reductions in discretionary spending in 2014 through 2021 would be accomplished by lowering the caps on
discretionary budget authority for those years. For the purpose of lowering those caps, the bill would set separate
caps on funding for defense and nondefense purposes

A The reductions in direct spending would be implemented using the procedures specified in the Statutory PAg-
You-Go (PAYGO) Act of 2010 (title 1of P.L. 1113-139). Under that act, budgetary resources available for programs
subject to the automatic reductions, with the exception of Medicare, would be cut by a uniform percentage
sufficient to achieve the total required outlay savings for a yeaMany direct spending programs and activities
would be exempt, however, including Social Security and other retirement programs, Medicaid, and certain other
programs benefiting low-income people. The legislation would limit Medicare cuts to no more than 2 percent

CBO,CBO6s Analysis of the Budget Control Act of August 1, 2011.
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The Special JointCommittee

A Thel egi sl ati on passed on august 2, 2011 s
identify $1.5 trillion in additional deficit reductions by the end of 2011.

A If the Congress does not support its proposals, this would trigger automatic deficit
reductions of $1.2 trillion to defense and rdiefense programs, equally, by 2013.

A The Specialoint Committeanust support addresise cuts that should be made in
our national security efforts by November 2811 by a simple majority vote.

A TheCongress aswst complete upr downvotesby December 23, 2011.

Alft he Special Joint Committeeds recommend
massive cuts that apply to a broad national security category that lumps together agency
budgets for the Department of Defense, the Department of Homeland Security, the
Department of Veterans Affairs, the National Nuclear Security Administration, the
intelligence community management account B® 1 O 11 054), and all budget
accounts in budget function 150 (international affairs) without any need to review the
differentimpact of such cuts or debate their impact.

A It also set@nnualcaps in budget authority on this security category of $546 billion if the
Speci al Joint Committeeds recommendati on
requires OMB to enforce them.

CBO,CBO6s Analysis of the Budget Control Act of August 1, 2011. 84



The Deficit Sequestration
Threat to US Strategy



Panetta Estimate of Overall Impactof Sequestration

If the JSCDR fails to meet its targets and sequestration is triggered, DoD would face huge cuts in its budgets. Compared tiith
President's budget plan for FY 2012, we are already planning on budget reductions over the next ten years of more than $450
billion. These cuts are difficult and will require us to take some risks, but they are manageable. If the maximum sequestoatis
triggered, the total cut will rise to about $1 trillion compared with the FY 2012 plan.

The impacts of these cuts would be devastating forti2e p a r t meFh 20&3, the reduction in defense spending under
maximum sequestration would amount to 23 percent if the President exercised his authority to exempt military personnel. A cut
of this magnitude would be devastating in itself, but it gets worse. Under current law, that 23 percent reduction would haweebe
applied equally to each major investment and construction program. Such a large cut, applied in this indiscriminate manner,
would render most of our ship and construction projectaunexecutable-you cannot buy three quarters of a ship or a building and
seriously damage other modernization efforts. We would also be forced to separate many of our civilian personnel involuntgaril
and, because the reduction would be imposed so quickly, we would almost certainly have to furlough civilians in order to mibet
target. These changes would break faith with those who maintain our military and seriously damage readiness.

The situation does not get better beyond FY 2013. In this period, cuts to the DoD budget under maximum sequestration would
equal about $100 billion a year compared with the FY 2012 plan. Facing such large reductions, we would have to reduce tree siz
of the military sharply. Rough estimates suggest after ten years of these cuts, we would have the smallest ground force &
the smallest number of ships since 1915, and the smallest Air Force in its history. We would also be forced to terminate Haoge
procurement programs in order to accommodate modernization reductions that are likely to be required.

While wartime funding in the Overseas Contingency Operations accounts is not directly affected by the sequester, war efforts
would be adversely affected by the severe disruption in the base budgets. Contracting personnel would be cut, resulting layde
in the contracts and the contract oversight that support the war. Payroll personnel would be cut, resulting in late payments
wartime vendors, and legal and policy support would be disrupted.

If the Joint Select Committee on Deficit Reduction fails to achieve at least $1.2 trillion in deficit reduction over the nexntgears,
then two thing will happen:

A A potentially large FY 2013 sequester occurs starting in January 2013; and
A The national defense budget caps would be lowered sharply for FY 2014 through FY 2021.

A The lowered caps would have major effects on defense in FY 2013 and beyond. The effects in FY 2013 would be especially
severe because of the manner in which the cuts must be applied under current law.

A As aresult, beyond the over $450 billion in cuts already levied on the Department under the basic provisions of the Budget
Control Act (BCA), DoD would be faced with an additional $5085600 billion in cuts under sequester.

Letterfrom Secretaryf DefensePanettado SenatoJohnMcCain, Novemberl4,. 2011 86



Panetta Estimate of Impactof Sequestration in FY2013

If the Joint Committee fails to achieve any deficit reduction (the worst case), and if the President utilizes his
authority to exempt military personnel funding, then we estimate that the remainder of the FY 2013 defense
budget would be cut by about $100 billion, about 23 percent compared with the President's FY 2012 budget
plan now on the Hill -and roughly double the cuts under the basic BCA provisions.

- If Congress agrees by vote, we would have the flexibility to apply sequester cuts as the Administration
recommends. But even with flexibility, cuts of this magnitude would be highly disruptive. Examples include:

o0 We could not afford to exempt major weapon programs (Joint Strike Fighter, B8 aircraft, ground combat vehicle, ships)
from cuts. Reductions would delay receipt of capability and drive up unit costs.

o0 We could not exempt all our civilian personnel. Furloughsperhaps a month or more-might well be needed because there
would not be time to reduce personnel levels to achieve savings.

o We could not exempt funding directly related to readiness and maintain a balanced force. We would have to look at
reductions in training.

- Absent Congressional approval, current law does not provide flexibility. It dictates that sequester cuts must be
applied in equal percentages to each "program, project, and activity."

o That means equal percentage cuts in every weapons program, research project, and military construction project.

0 A 23 percent cut in ship and military construction projects would render themunexecutable-you cannot buy three
quarters of a building.

0 A 23 percent cut in weapons program would drive up unit costs and lead to reductions in quantity of one third or more.

o The day-to-day appropriation (operation and maintenance) is reduced at the account level, which offers modestly more
flexibility. But the furloughs and training cuts mentioned above would still be needed.

Fundsfor Overseas Contingency Operations (OCOQO) are fully exempt from the sequester, so added costs for
wartime operations would not be affected.
o But OCO funding assumes that the base budget is fully funded.

o The severe disruption in the base budget would have adverse effect on our ability to support the Afghan war. Contracts
would be late, payrolls would be delayed, legal and policy support would be disrupted.

Letterfrom Secretaryf DefensePanettado SenatoJohnMcCain, Novemberl4,. 2011 87



Panetta Estimate of LongefTerm Impact of Sequestration

A sequester would lower the caps on defense spending by about $100 billion a year in FY 2013 through 2@R(yhly double the
effects of cuts under the basic provisions of the BCA. These reductions in defense spending would have devastating effects.

- A cut of this magnitude would represent a reduction of nearly 20 percent in DoD funding over the next 10 years. This assumes
that, over the long run, military personnel could not be exempted from these large reductions. Such reductions would:

0 Undermine our ability to meet our national security objectives and require a significant revision to our defense strategy.

o Generate significant operational risks: delays response time to crises, conflicts, and disasters; severely limits our tgtiti be forward deployed
and engaged around the world; and assumes unacceptable risk in future combat operations.

o Severely reduce force trainingthreatens overall operational readiness.

Reductions at this level would lead to:
o The smallest ground force since 1940.
o A fleet of fewer than 230 ships, the smallest level since 1915.

0 The smallest tactical fighter force in the history of the Air Force.

Reductionsof 20 percent ($150 billion over ten years) in civilian personnel would lead to the smallest civilian workforce since
DoD became a Department.

Reductionsof 20 percent (or about $390 billion over ten years) in investment accounts (procurement plus research,
development, testing, and evaluation) could lead to cutbacks in many programs, large and small. Decisions relating to major
programs could include:

o Terminate Joint Strike Fighter; minimal life extensions and upgrades to existing forces ($80B);

o Terminate bomber; restart new program in mid 2020s ($18B);

o Delay next generation ballistic missile submarine; cut force to 10 subs ($7B);

o Terminate littoral combat ship and associated mission modules ($22B);

o Terminate all ground combat vehicle modernization programs; minimal life extensions and upgrades to existing forces ($17B);
o Terminate all Army helicopter modernization programs; minimal life extensions and upgrades to existing forcd$11B);

o Delay or terminate major space initiatives, including space protection, communications satellites, and ISR systems ($27B);

o Terminate European missile defense ($2B);

o Delay or terminate unmanned ISR systems ($8B); and

o Eliminate ICBM leg of Triad ($8B).

Letterfrom Secretaryf DefensePanettado SenatoJohnMcCain, Novemberl4,. 2011 88



The CBO Re-Estimate of the Challenge:

US Federal Revenues and SpendingExcluding Interest

(Percentage of gross domestic product)
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Note: Other major health care programs include Medicaid, the Children's Health Insurance

Program, and exchanges subsidies and related spending.

CBO, Statement of Douglas W. Elmendorf Director Confronting the Na t i &iscél $olicy Challenges before the

Joint Select Committee on Deficit Reduction U.S. Congress, September 13, 2011, p 35.
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The CBO Re-Estimate of the Rising Cost of Entitlements

(Percentage of gross domestic product)

6 . - 6
Actual . Projected
S I : : - s
Social Security
4 |- 4
3 ] 3
Medicare
2 2
1 Other Major -1
‘ Health Care Programs
/ ,
0 | | | | | | | L | 0

1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Source: Congressional Budget Office.

Note: Other major health care programs include Medicaid, the Children's Health Insurance
Program, and exchange subsidies and related spending.

CBO, Statement of Douglas W. Elmendorf Director Confronting the Na t i &iscél $olicy Challenges before the
Joint Select Committee on Deficit Reduction U.S. Congress, September 13, 2011, p 39.



The Crisis in Defense Spending if
Automatic Reductions Take Place

CBO, Estimated Impact of Automatic Budget Enforcement Procedures Specified in the Budget Control Act
September 12, 2011, p 3.

Notes For enforcement purposes,
section302 of the BudgetControl Act

establishesa goal of $1.2 trillion in

reductions and stipulates that 18

percentof that amountbe considered
reducedspendingfor debtservice,with

the remainder split equally between
defenseand nondefensespending In

this analysis,the $1.2 trillion goal is

allocatedasfollows:

A Total Goal for ReductiongBillions
of dollars)-$1,200B

A stipulatedreductionfor debtservice
-$2168

A Required reduction in defense
budgetaryresources4928

A Required reduction in nondefense
budgetaryresources-$492B

A between$500million andzera

* fBudget a ut h onefers tp dthe
authority provided by law to incur
financial obligations,which eventually
resultin outlays

a. These estimatesreflect subsequent
changesn spendingor someprograms

that would offset estimated savings

stemmingfrom the original reductions

b. iDebts e r vreferstoda changein
interest paymentsfrom a changein
projecteddeficits
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