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n 2010, Admiral Mike Mullen, then Chairman of the Joint Chiefs of Staff,
I quipped that “the most significant threat to our national security is our debt.

At the time, many thought he was out of line with this bold but prescient
statement. Currently, most analysts take for granted that drastic action is needed to
fix the deep hole that spending and deficit financing have dug in the U.S. treasury.
The scale of debt limits the U.S. government from sustaining key functions such as
income security and health care, as well as national security. Unfortunately, at the
same time, rising competitors and revanchist regimes such as China and Russia are
challenging national interests in all regions. This may seem to present a straight-
forward dilemma between prosperity or security, but that’s a false choice. If the
security order falls apart and the Axis of Upheaval dominates Eurasia, the U.S. will

have no prosperity.2

The next National Security Strategy needs to rebalance the desired goals of Ameri-
can ambitions with the finite means expected to be available.’ Additional resources
for security are warranted; however, even with additional budget resources, defense
policymakers will find that significant risk remains, and careful prioritization and
critical tradeoffs are warranted to satisfy U.S. security objectives.

Numerous security experts criticize past Department of Defense (DoD) defense
strategies for inadequate funding and acceptance of growing shortfalls in capacity
and capabilities.* Congress never supported the 3-5% real growth that the DoD
reported as necessary to develop a larger, modernized force, build up stockpiles in
case of protracted wars, and remodel the industrial base needed to sustain America’s
competitive edge. On its current trajectory, within the next five years, the share of
the nation’s economic capacity dedicated to defense will decline from 3.4% of Gross
Domestic Product (GDP) to under 3%.



Scholars find the U.S. is “strategically exposed, militarily overextended, or much more reliant on highly escalatory options that lack cred-
ibility.” Part of the problem lies with the evident ambitions of China’s leaders and the relentless military expansion and modernization of
the People’s Liberation Army (PLA). Their military modernization effort has been described as “the biggest peacetime military buildup by
any country, anywhere, since before World War 11.”¢ To meet this challenge, Senator Roger Wicker, the chairman of the Senate Armed Ser-
vices Committee, has called for at least 5% of GDP to be dedicated to defense activities, raising the Pentagon’s budget from $850 billion
to $1.4 trillion.” A bipartisan panel conducted an independent assessment of the U.S. defense strategy in 2024 and drew the same conclu-
sion.? It warned that on the current spending trajectory; the U.S. was taking unwarranted risks and might even lose a conflict. Additionally,
aerospace advocates have argued for 5-6% of GDP as the new ceiling.’ If “peace through strength” has any stock among the members of
Congress, then they should consider raising the Pentagon’s budget to at least 4% of GDP to close the gap between Washington’s commit-
ments and its capabilities, if a full match is not feasible.'

Regardless of the defense spending solution, it has to be negotiated in the midst of a serious budget situation.

The Present Problem

The U.S. national debt currently stands at $36 trillion and is projected to grow further. The Congressional Budget Office’s (CBO) estimated
shortfall for Fiscal Year (FY) 2025 is 1.8 trillion." Tax cuts enacted in the first Trump Administration expire in 2026. Congress is nego-
tiating an extension to that legislation that will add an additional $4.8 trillion to the national debt to be offset by $2 trillion in reductions

to government spending.'? It remains to be seen how Congress will address the proposed tax cut extension and how much the Administra-
tion’s efficiency efforts will help reduce the annual deficit.

LS. net mterest payments and defense spending as a percentage of GOP

Figure 1. Trends in Defense Spending and Net Interest Payments

Interest payments on the debt are the fastest growing part of the Federal budget, nearly doubling from $345 billion in FY 2020 to $659
billion in 2023. Total interest payments reached $881 billion last year and will continue growing as the national debt level rises. Experts
calculate that interest costs will total $12.9 trillion over the next decade.!® The bulk of U.S. debt is held by domestic investors and taxpay-
ers, nearly $29 trillion, while $8.5 trillion is held by foreign investors including China and Japan.'* The efforts by the Trump Administra-
tion to rein in spending may alter these trends. But to be clear: paying for the interest on its mounting debt in FY24 has already exceeded
the entire defense budget (see Figure 1). Historians think this crossover has serious implications for the fiscal health of major powers."
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Figure 2. U.S. Defense Spending as a Percentage of GDP (Source: Pete Petersen Foundation, https.//www.pgpf.org/article/infographic-the-facts-about-us-defense-spending/

With such large deficits and the lack of a bipartisan consensus on U.S. foreign policy, Washington will find it challenging to play its his-
torical role as a leader and guarantor of a stable global system. It must better balance U.S. policy aims with projected means, including the
contributions of allies and partners. A disciplined and measured approach may help U.S. policy leaders navigate security, diplomatic, and
economic objectives effectively.

Overall, given the security dynamics of the last few years, strategic risk is no longer moderate, even with a defense budget of $850
billion.'® Attracting and retaining a lethal and agile joint war-fighting force prepared to conduct the full range of assigned missions will
require additional resources. The scenarios U.S. planners must now consider are not just protracted efforts like Afghanistan, but higher
intensity and more lethal ones, such as a defense of Taiwan or the Baltics.'” Moreover, the sheer scale of contemporary warfare is changing
in each domain, as it did at the turn of the 20" Century.'® At the dawn of the 20" Century, military planners had to address the impact of
machine guns, submarines, airplanes, and Marconi’s wireless. Now commanders must incorporate new forms of Al-enabled autonomous
systems, hypersonic missiles, and robots. The illusion of short and decisive battles against peer competitors like China should be shelved."
More importantly, the force must be modernized for this century and not the last and must have sufficient weapons and munitions stocks to
address high-intensity combat over an extended time.

This leads to the proverbial challenge of figuring out “how much is enough” for the Defense Department’s budget.?’ During the Cold War,
the U.S. spent a far higher share of its gross economic production for its security than it does today, even though it arguably faces a similar
challenge today with perhaps even more lethal consequences.? The U.S. could do so again, but it would necessitate major changes to the
nation’s tax laws and spending. Yet, even with a greater share of the treasury, U.S. policy leaders should realize that they can never fully
eliminate risk, as the world is too unpredictable. It must prioritize the greatest security threats. Washington can deal with the most conse-
quential threats to global stability, which come from Asia.

Defense modernization has yet to deliver the requisite capabilities needed for the new era of warfare. Sharply varying Congressional ap-
propriations and continuing resolutions have impacted the efficiency of defense investment programs, and inflation has cut into the defense
portfolio. The U.S. defense budget “failed to keep pace with inflation in any of the four years of his [Biden’s] term. The U.S. military has
lost ground rather than gained it in those four years.”?

To fund sustained modernization in critical domains, strengthen fragile supply chains and restore production capacity, the defense budget
needs both greater efficiency and some disciplined growth that accounts for inflation, depleted weapons stocks, and revitalization of an
inadequate industrial base.?
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A Solution

The Brookings scholar Michael O’Hanlon has calculated that the U.S. defense establishment can be strengthened with a $60B a year
increase.?* This would be an improvement and help in critical initiatives to fund lethal enhancements for U.S. forward defense capabilities
in the Pacific region and a modest missile defense program, but it will not sufficiently aid the recovery of U.S. shipbuilding, munitions
production, and aerospace investments. Further, it’s doubtful that a funding increase would materially impact the overdue modernization of

the aging U.S. strategic deterrence systems.

The defense formulation budget below has two lines of effort, combining both budget reprogramming inside the Pentagon’s current plan
and a tiered three-year increase to cover the Trump Administration’s “peace through strength” agenda. DoD should be tasked immediate-
ly to identify $50B in efficiency savings from its FY25 budget and reapportion those for critical requirements. According to one defense
expert, the Pentagon’s budget includes $110B that does not contribute directly to warfighting capability.?® That should be the first target to
find this initial $50B, which appears to be consistent with the Secretary of Defense’s direction.?” However, while needed, internal efficien-
cies will not provide the real program growth needed to build up the capabilities and capacity required to address all DoD missions within

reasonable levels of risk.

2025 2026 2027 2028 Increase
Current Defense 864.9 849.9 860.3 862.5 -2
Plan ($B’s FY25 $)
Proposed Ramp 864.9 915 965 1,015 +250
($B’s)

Table 1 Proposed Budgetary Growth for DoD

Thus, the second component is a ramped increase in obligational authority, phased across three years in $50B increments from FY26
through FY28. This will take the Defense budget over $1.0T. (See Table 1.) This proposal addresses only the Trump Administration’s term,
which admittedly is a short horizon for defense planning. It is hoped that further defense increases after FY28 beyond inflation would not
be necessary and that the ongoing efforts to bend the curve on government growth would reduce the annual deficit and interest costs. This
should enhance economic security for the U.S. and minimize any drag on the economy or impact on key government healthcare programs.
Future defense needs at the end of this period should be reassessed based on a) the Pentagon’s efforts at generating internal efficiencies, b)
the PLA’s posture in Asia, ¢) NATO’s progress at deterring Russia, and finally d) the health of the defense industrial base for shipbuilding
and aerospace capabilities. The health of the U.S. economy would also be a key metric, as it is the underlying foundation for the country’s
prosperity and its ability to provide for its security in the long term. A stronger economy, a more efficient government, and capable allies
should contribute to an overall stronger posture for American security.

It is envisioned that this additional $500B ($250B in internal efficiencies and $250B in additional budget authority) over four years would
be centrally held by the Secretary of Defense to fund critical priorities to ensure that priority investments are made to ensure “peace
through strength” is attained.?® This may sound like a lot, but a country that was willing to consider $4 trillion in tax cuts can afford the
resources needed to advance its national security. This approach will give the DoD’s leadership the investment capital it needs to ensure its
joint warfighters retain their competitive edge in multiple theaters and in expanding warfare domains including space, cyber and unconven-
tional modes of conflict.”” The wars of the future are here, and the U.S. is not yet as prepared as it should be.*

These resources could be applied to achieve overmatch in the key military competitions relevant to war in East Asia,’! including an ex-
pansion of the expendable, autonomous drones that former Pentagon officials describe as Precision Mass.*? Instead of very exquisite and
high-cost platforms like long-range manned stealth bombers and nuclear aircraft carriers, more funding should be placed into unmanned
systems that can be produced in larger quantities. The Biden Administration made a good head start with its nascent Replicator program
which funded an array of drones and loitering munitions.** Some additional resources should be allocated to expand the U.S. capacity for
undersea warfare as well; both manned and unmanned. These are harder to track and target and thus are more survivable.** Some advanced
systems will be needed to provide long-range strike key nodes of any adversary defense. The U.S. needs to find the sweet spot between its
high-end and costly legacy systems that provide overmatch, and the lower-cost systems that impose costs on future adversaries.*
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Public support for increased budget allocation is not guaranteed.*®* While Americans routinely respond positively to polls about their
support for a strong military, they’re never asked about their willingness to pay additional taxes for it. While the current administration
focuses on trimming back the growth in federal bureaucracies, pursuing entitlement reform to drive down debt, and establishing a sound
foundation for the economy cannot be avoided.?” Social Security and Medicare/Medicaid represent the largest expenditures (70 % of fed-
eral spending) and are climbing steadily as healthcare costs rise even faster. Yet only 12% of the federal budget goes to defense, and there
is only so much to squeeze out of outdated legacy programs—especially considering that while the PRC has announced increased defense
budgets of 7.2% for this year and next, U.S. budgets have been flat for several years after accounting for inflation.?®

Domestic support would be more likely if the Pentagon was leaner and if costs were shared with a more productive contribution from
allies.* If European powers invested more and strategically on their military capacity, the United States would not need to posture as large
a force in Europe and underwrite the continent’s security. Right now, NATO members are doing better at meeting their pledged defense
spending, but most members’ forces remain underwhelming in hard power terms.* U.S. allies and partners will need to make a larger
contribution to stabilize their security landscape.*! There seems to be a growing consensus for this, with discussions about raising NATO
spending levels to at least the 3% of GDP level as an output of the upcoming 2025 Hague Summit. The suggested GDP level still rep-
resents a 50% increase for several European states and will not occur in the near future.

Conclusion

The U.S. has flailed at formulating a grand strategy for the past two decades. The attacks of September 11, 2001, distracted American
leaders about long-term trends and the need to adapt the instruments of power to sustain our economic and security interests over the next
generation. The U.S. underestimated its supposed strengths in business and innovation, while underestimating China’s ambitions and ac-
complishments. U.S. economic advantages were lost to the allure of globalization, as it consciously promoted China’s economic growth in
hopes of its transformation into a benign partner. Instead, this approach facilitated the development of a global competitor whose interests
are inimical to the U.S. Furthermore, underinvestment in research and development led to an erosion of the U.S. lead in critical technolo-
gies such as biotech, 5™ generation information systems, space, hypersonic missiles and quantum sciences. Government leaders claimed a
pivot to the Asian challenge and sought to maintain the illusion of global hegemony and the American-led liberal order. Too many desired
ends were being pursued with inadequate means.

Grand strategy is about coherently balancing ends and means. Washington could afford an ill-disciplined approach during the brief unipo-
lar period when American might was unchallenged. Now, in an era of great power competition, we must think strategically and prioritize
our interests and investments. The U.S. must seek to provide for its security with a sustainable defense budget. Defense planners should
build on enduring strengths and enhancing-deterrence capacity. The administration has embarked on a dramatic reshaping of U.S. foreign
and domestic policy and should work to close the dangerous gap between goals and resources. Washington appears to understand the scope
and urgency of the problem, but finding efficiencies in discretionary spending will not be sufficient. Recapitalizing the arsenal of democra-
cy will not be cheap but it’s a far better investment than paying for wars.

Measured and disciplined investments should be made to ensure that the Nation’s security is not put at further risk. As one Senator recently
put it, “You cannot defeat tomorrow’s enemies with yesterday’s budgets.”*? Nor can the U.S. win with yesterday’s weapons.
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