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Preface 

We developed this book to cover both the economic and the political 
aspects of defense spending-first by providing a theoretical framework 
and then by explaining, in a political economy context, the results of 
decisions to allocate scarce resources to defense. In so doing, we attempted 
to provide a comprehensive picture of the interaction of defense spending 
with the economic and political structure of the United States. 

Past defense economics books have generally confined themselves to 
explaining the applications of economic optimization techniques to 
defense problems. However, there have been few important applications 
of these techniques to high-level defense issues over the past ten years, 
mainly because of the politicizing of the defense planning and pro-
curement processes. This politicized approach has been accompanied 
by increasing defense budgets and deep ideological differences on the 
relative value of key weapon systems. The result has been a decline in 
the importance of optimization techniques in the top-level management 
of today's defense establishment and in the planning of tomorrow's 
defense systems. 

Following its predecessors, The Political Economy of National Defense 
presents applicable optimization techniques for a wide variety of defense 
problems, but it also shows what happens in actual practice and why 
defense decisions often are not economically efficient. In some cases, 
the book also points out possible solutions. In cases where efficient 
solutions are not possible, given the relevant political constraints, the 
book discusses possible alterations to defense establishment structures 
that would permit more efficient solutions. 

This book is designed for serious students of defense economics, for 
defense planners, and for people who wish to increase their understanding 
of the political economy of defense. Students may wish to spend extra 
time on the theoretical discussions and may wish to seek additional 

XV 



xvi Preface 

details in the references cited in the notes at the end of each chapter. 
The more casual reader may prefer to spend less time on the technical 
details in favor of a more general review of the analyses and the 
conclusions. In either case, this book should provide the reader with a 
bridge between the theoretical world of economic efficiency and the 
politically motivated world of high-level defense planning. 

William J. Weida 
Frank L. Gertcher 
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1 
The Dual Nature 
of Defense 

INTRODUCTION 
The fundamental goals of U.S. national security policy have remained 

essentially unchanged since the end of World War II. These are to 
preserve the independence, institutions, territory, and interests of the 
United States and to shape an international order in which U.S. insti-
tutions and freedoms can survive and prosper. 

U.S. political leaders have developed certain national security objectives 
to support national security policy. Some current objectives were es-
tablished by previous administrations; others are new or have been 
modified in response to changes and emerging trends in the international 
situation. As the end of the twentieth century approaches, the objectives 
include: 

• To deter military attack or coercion by the Soviet Union and its 
allies against the United States, its allies, and other friendly countries. 

• In the event of an attack, to deny the enemy his objectives and to 
bring a rapid end to the conflict on terms favorable to U.S. interests. 

• To promote meaningful and verifiable mutual reductions in nuclear 
and conventional forces through negotiations with the Soviet Union 
and the Warsaw Pact. 

• To inhibit expansion of Soviet control and military presence and 
to induce the Soviet Union to withdraw from countries where it 
has imposed and maintains its presence by force of arms. 

• To strengthen NATO and U.S. capabilities to deter or defeat the 
threat posed by Soviet and Warsaw Pact forces. 

• To maintain the security of U.S. sea-lanes and the supply of essential 
resources from other countries. 

• To foster the security of allies and friendly nations throughout the 
world.1 

3 
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These broad policy objectives provide a basis for a defense estab-
lishment, but they do not specify the nature of the forces that must 
evolve to meet threats that change over time. For example, the United 
States could rely upon an improved strategic retaliatory force as a 
deterrent against Soviet nuclear attack, or it could rely upon new ballistic 
missile and air defenses to stop incoming Soviet nuclear warheads before 
they reach their intended targets. The choice of one, the other, or a mix 
of these or other alternatives involves both economic and political decision 
criteria. Further, decisionmakers operate in an environment of uncertainty 
regarding potential enemy intentions, the reliability of weapon systems, 
the nature, location, and timing of conventional conflicts and terrorist 
attacks, the economic impacts of defense spending, and so on. 

Given these uncertainties, no defense establishment can be expected 
to always make the "right" decisions, even if the criteria for judging 
what is right were agreed upon by all of the players in the decision 
process. It is to the credit of the U.S. defense establishment that for the 
most part, national security has been preserved over the past forty years 
in an increasingly dangerous and uncertain world. 

U.S. national defense can be viewed as both an economic and a 
political problem. On the economic side, scarce resources that are allocated 
to defense are not available for civilian use-although defense tech-
nologies often have civilian applications. Defense is also political, not 
only because of the political aspects of perceived threats but also because 
the U.S. defense budget-about $300 billion in fiscal year 1987-accounts 
for about 7 percent of the gross national product (GNP) and about 28 
percent of total government spending. 

The level of defense spending in any given year is determined through 
a complex political process that yields decisions that are often not 
economically efficient. For example, the regional allocation of billions 
in defense dollars is always a concern in Congress because of the effect 
of defense spending on jobs and other regional economic activities. This 
fact is not lost on the Pentagon, which has often allocated defense 
contracts to key congressional districts to gain support for expensive, 
high-priority programs. 

DEFENSE AS AN ECONOMIC PROBLEM 

To attain an efficient force structure, the conventional view of defense 
economic planners is to maximize some objective, such as strategic 
deterrence, subject to budget and other constraints. For example, one 
could combine limited quantities of missiles, bombers, submarines, crews, 
bases, and maintenance facilities to produce a strategic force that would 
maximize some probabilistic measure of "warheads on target" subject 
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to budget, timing, and survivability constraints.2 This is essentially the 
same economic problem (although in many respects a more difficult 
one) as the problem of combining limited quantities of steel, plastics, 
rubber, paint, fabrics, labor, and production facilities to produce auto-
mobiles in such a way as to maximize long-run profits. In both cases, 
there is an objective, there are budgetary and other resource constraints, 
and there is a potential for economic efficiency. 

Economy and efficiency are two different ways of looking at the same 
characteristic of an operation. If a business executive or a military 
commander has a fixed budget (or other fixed resources) and attempts 
to maximize long-run profits or the attainment of some other objective, 
the choices that maximize the objective for a given budget are the same 
choices that minimize the cost of attaining that objective. For example, 
if a given mix of land-based missiles, manned bombers, and missile 
equipped submarines is the system that provides maximum deterrence 
with a $100 billion annual budget, it is also the system that most 
economically achieves that level of deterrence. In other words, there is 
no conflict between the budgeteer who wants to economize and the 
military commander who wants to be efficient. Except in the determination 
of the overall size of the budget and the nature of the objective to be 
achieved, they should be able to agree on all the subsequent decisions. 

Clearly, this view does not account for the larger issues of budget 
size and overall national objectives. For example, the size of the defense 
budget is regularly reviewed and modified by Congress and the Office 
of Management and Budget (OMB) to account for trade-offs between 
nondefense and defense programs. Thus, the economic problem of defense 
also involves deciding how much nondefense goods and services to 
sacrifice in the interests of national security. 

The economic problem of national defense can be expanded as follows. 
A nation has certain resources-now and prospectively in the future-
which are classified by economists as various types of land, labor, and 
capital. These resources can be used to satisfy many competing objectives: 
national defense, a high standard of living, social security, a rapid rate 
of economic growth, and so on. If there is full employment, the more 
resources the nation devotes to defense, the less it will have for social 
programs, and vice versa. 

Some economists have suggested the use of a "social welfare function," 
which could be maximized by appropriately allocating the nations' 
resources among various activities. However, for reasons that will be 
explained in this book, this approach to the problem of determining 
the size of the defense budget is not practical. Alternatively, one could 
break the resource allocation problem into manageable pieces and 
determine efficient solutions to objectives that are subsets of some overall 
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objective. By knowing the efficient solutions to the pieces, the budgeteer 
could determine the overall budget by a bottom-up approach. However, 
even if efficient economic solutions are found, political realities may 
often force solutions that are economically inefficient. 

As a reasonable economic framework, let us divide the problem of 
allocating resources to national defense into three levels. From the point 
of view of an economist, national defense may be said to depend on: 
(1) the quantity of national resources available now and in the future, 
(2) the proportion of these resources allocated to national defense, and 
(3) the efficiency with which the resources allocated to defense are used. 
Several agencies of the U.S. government, including the Council of 
Economic Advisers and various congressional committees, are concerned 
with the problem at the first and highest level. Of course, government 
policies cannot influence the quantity of present resources, but policies 
can affect the full and productive employment of resources, as well as 
their rate of growth, and therefore the quantity of resources that will 
be available in the future. (Present resources are the consequence of 
past economic policies.) 

Problems at the second level are the responsibility of the Office of 
Management and Budget and the appropriations committees of Congress, 
although all executive departments are involved, and every member of 
Congress is interested. When a decision is made to devote a given 
amount of national resources to defense, the size of the defense budget 
has essentially been determined. In effect, the government is choosing 
between more defense and less of other things, or vice versa. For 
example, the cost of one B-1 bomber is equivalent to new schools in 
more than twenty cities; or two electric power plants, each serving a 
town of 60,000 people; or two fully equipped hospitals; or some thirty 
miles of interstate highway. 

Problems at the third level-the efficient use of the resources allocated 
to defense-are primarily internal problems to be solved by the De-
partment of Defense and its agencies, although for reasons that we will 
examine later in this book, the president, other departments, and Congress 
are concerned with the solutions to some of them. These problems 
consist of choosing efficiently, or economically, among the alternative 
methods of achieving defense objectives within the budget and other 
constraints. Alternative methods may include different strategies, different 
tactics, various forces, or different weapons. 

It may not be apparent to those who are unfamiliar with military 
problems how wide the ranges of choice actually are. There are usually 
a large number of ways to attain a defense objective, some much more 
efficient than others. Consider the range of choices in the following 
three examples, taken from three different levels of defense decision-


