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KEY TAKEAWAYS

As long as inflation persists at its current
level, it will have a substantial impact on
the Pentagon and its management of
the armed forces.

Congress can give DOD improved repro-
gramming authorities and apply targeted
changes to the President’s budget request
to ameliorate inflation’s impacts.

These changes will not diminish the need

for a fully resourced defense budget, but

they can help Congress and the Pentagon
to deal with the effects of inflation.

ess than two months after the President’s
budget request was unveiled, the Biden
Administration was talking about wanting
a defense supplemental to address the effect of
sky-rocketing national inflation on Department of
Defense (DOD) purchasing power.! In a discussion
of the defense budget request and the National
Defense Strategy, Deputy Secretary of Defense
Kathleen Hicks acknowledged that inflation will
have to be addressed both in fiscal year (FY) 2022
and in FY 2023.2
As long as inflation persists at its current elevated
level, it will have a substantial impact on the Pentagon
and its management of the armed forces. Further, as a
recent McKinsey & Company report shows, defense
inflation historically has run higher than the con-
sumer price index for urban workers.?
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However, Congress can help. It can provide the DOD with improved
reprogramming authorities and apply targeted changes to the President’s
budget request to ameliorate its impacts. These changes will neither erase
the impacts of inflation nor diminish the imperative for a fully resourced
defense budget, but they can help Congress and the Pentagon to navigate
the choppy waters that are created by inflation.

The President’s budget request for defense was released on March 28,
2022, with an outdated inflation projection, pegging it at 2.3 percent.*
The Biden Administration explained it as being the forecasted assump-
tion back on November 10, 2021.° However, even then, the Pentagon’s
inflation assumption was not aligned with the GDP Price Index, which
was already at 6.1 percent for government consumption in the third
quarter of 2021.° By underestimating the level of inflation, the Biden
Administration failed to capture what is certain to be its significant
impact on the department.

John Ferrari, a visiting fellow at the American Enterprise Institute, has
aptly described the Administration’s changing stance on inflation at the
Pentagon: “From first denying there was rampant inflation early last year,
to insisting it was simply transitory, then claiming it really would not affect
the Pentagon, the administration is seriously misguiding Congress and
the public.””

Despite these efforts by the Administration to downplay the issue, Mem-
bers of Congress have seen through these subterfuges and expressed their
discontent with a defense budget that barely acknowledges, let alone mit-
igates, the impact of inflation.

Senate Armed Services Committee Ranking Member James Inhofe put
it succinctly: “Most problematic is that this budget neglects to sufficiently
account for historic inflation.”® Further, the Senator and his House coun-
terpart, Representative Mike Rogers, sent a letter asking for clarification
with respect to “the observed and anticipated effects [of ] inflation on the
department’s budget, both in the recent past and the near future.”

The DOD’s response was underwhelming,. It provides some interesting
and actionable information on the process but is far from clarifying exactly
how inflation affects the Pentagon.'® The letter provides quantifiable data
on how inflation affects different accounts, such as Army procurement and
defense-wide research and development, but without much clarity as to
how it was calculated. It also stresses that much of the impact of inflation
is still unknown and will be seen in the department’s execution of appro-
priated resources. The DOD response should be viewed as a source of more
questions rather than as a definitive answer.
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Inflation both affects the planning process by changing projected prices
and affects the execution of funds when prices of goods and services are
different than projected. However, because of the current DOD financial
management structure, there will necessarily be a lag between the time
when Congress appropriates resources and the time when the budget is
implemented and the effect of inflation is felt."! Because of this lag, the
DOD’s budget request and Congress’s appropriations and authorization
bills will have to reflect informed guesses on the effect of inflation.

What Congress Should Do

The inflationary level used by the Biden Administration to create its
defense budget request was clearly detached from reality. It is now up to
Congress to use a more realistic inflation level and create solutions and
tools to blunt the impact of inflation through the execution of funds in the
coming fiscal year. To blunt some of the effects of inflation on our armed
forces, Congress should:

o Exempt inflation-related reprogrammings from the repro-
gramming cap. In its May 2 letter, the DOD indicated that it would
leverage reprogramming actions to offset pricing changes caused by
inflation.’> However, Congress in recent years has set a low limit on
reprogramming actions for the department that ranges from $6 billion
to $8 billion.”® If one considers that the Pentagon “has been forced to
raise fuel prices by a total of $3.4 billion in FY 2022 to reflect current
market prices,”** this authority will evaporate rapidly. Congress should
exempt reprogramming actions that can be tied directly to inflationary
effects from the general reprogramming limits. This would serve to
blunt some inflationary effects while maintaining some reprogram-
ming flexibility. It also would make it easier to quantify the effects of
inflation throughout the year.

¢ Pilot fast-tracking reprogramming requests. The reprogramming
process itself has many challenges that make it both ineffective and
slow, from the many layers of Pentagon approval to the process for
transmittal to Congress.”> Congress should create a pilot program that
includes an expedited approval process for reprogramming requests
that meet specific criteria, which should be tied to economic price
adjustments and other mechanisms used by the Pentagon to address
inflationary impacts.'®
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¢ Focus on multi-year appropriations in key programs. The May 2
letter provides some initial details on how the department’s inflation
assumptions change for different accounts within each appropriation
title."”” It also quantifies the effects for different portions of the budget.
However, those numbers and their inflationary effects are based
on the lower inflation assumption of the President’s budget and, in
many cases, are artificially deflected by lower procurement quantities.
Congress should determine precisely how the different inflationary
impacts were calculated.

Once Congress has developed the relevant information on the
inflation assumptions used in each of the categories, it should use
this information to allocate more resources to key programs, giving
preference to multi-year appropriations such as procurement and
research and development. Shipbuilding would be a prime candidate
for the incorporation of a built-in cushion, which would signal the
industry that Congress is willing to increase the size of the Navy and
that funding could be applied in multiple fiscal years.

e Trim ineffective programs and misguided spending. One way to
cope with inflation is to reduce unnecessary purchases. In the case of
the DOD, many programs would generate savings, from a new round
of base closures to changing the authorization for the basic allow-
ance for housing, Heritage’s Budget Blueprint includes more than
$12 billion of possible savings for the Pentagon.'® Further, the Biden
Administration has requested funding for ineffective programs that
should not be funded, among them $3 billion dedicated to combating
climate change and millions that are dedicated to promoting divisive
equity-based trainings.”

Any federal budget deserves and requires careful analysis and con-
sideration. When high levels of inflation are being driven by poorly
crafted federal government policies, effective and targeted congressio-
nal oversight becomes even more important.

Beyond specific measures to deal with inflation in the coming fiscal year,
the challenges that the Pentagon will face in dealing with inflation highlight
the shortcomings of its current financial management process; its Plan-
ning, Programming, Budgeting and Execution (PPBE) processes; and its
extremely lengthy timelines that are based on predictive capabilities. An
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ongoing congressional commission will recommend changes and reforms
in the process.?® The commission should pay close attention to how the
DOD’s financial management community adapts to inflation and how its
adaptations can be incorporated into a more agile and responsive financial
management system for the department.

Conclusion

At its core, inflation is a problem that extends to the whole economy and
that cannot be fully mitigated at the Department of Defense. The federal
government itself has tools to change the course of inflation, and it should
stop adding to the problem so that we can get back to a well-functioning
economy.? The first step is to stop spending and borrowing money and
adding to the budget deficit.?* After that, the federal government should
begin to roll back policies that drive up prices, from increased taxation to
burdensome regulations and trade barriers.*

As defense inflation historically has run higher than the consumer price
index for urban workers, the development of new tools and processes to
tackle inflation at the DOD would be especially desirable.>* Both Congress
and the Department of Defense have shown a willingness to adapt the
processes to account for inflationary effects. Implementing the recom-
mendations proposed in this Issue Brief would help them to fight inflation
more effectively.

Frederico Bartels is Senior Policy Analyst for Defense Budgeting in the Center for
National Defense at The Heritage Foundation.



ISSUE BRIEF | No. 5274 JUNE 14,2022 | 6
heritage.org

Endnotes

1. Joe Gould, “Pentagon’s Fuel Prices Rose $3 Billion amid Inflationary Pressures,” Defense News, April 27, 2022, https://www.navytimes.com/pentagon
/2022/04/27/pentagons-fuel-prices-rose-3b-amid-inflationary-pressures/ (accessed May 25, 2022).

2. Andrew Clevenger, “Pentagon to Work with Congress to Mitigate Inflation’s Budget Bite,” Roll Call, May 6, 2022, https://rollcall.com/2022/05/06
/pentagon-to-work-with-congress-to-mitigate-inflations-budget-bite/ (accessed May 25, 2022).

3. Peter Bacon, Eric Chewning, Chris Daehnick, Jess Harrington, and Nikola Popovic, “The $773 Billion Question: Inflation’s Impact on Defense Spending,”
McKinsey & Company, March 28, 2022, https://www.mckinsey.com/industries/aerospace-and-defense/our-insights/the-773-hillion-question
-inflations-impact-on-defense-spending (accessed May 25, 2022).

4. News release, “The Department of Defense Releases the President's Fiscal Year 2023 Defense Budget,” U.S. Department of Defense, March 28, 2022,
https:;//www.defense.gov/News/Releases/Release/Article/2980014/the-department-of-defense-releases-the-presidents-fiscal-year-2023-defense
-budg/ (accessed May 25, 2022).

5. Press Briefing, “On-the-Record Press Call by OMB Director Shalanda Young and CEA Chair Cecilia Rouse on the President’s FY23 Budget,” The White
House, March 28, 2022, https://www.whitehouse.gov/briefing-room/press-briefings/2022/03/28/on-the-record-press-call-by-omb-director
-shalanda-young-and-cea-chair-cecilia-rouse-on-the-presidents-fy23-budget/ (accessed May 25, 2022).

6. The GDP Price Index was highlighted by senior DOD officials as the metric used to guide the department. See “Table 1.1.7. Percent Change from
Preceding Period in Prices for Gross Domestic Product,” U.S. Department of Commerce, Bureau of Economic Analysis, National Data: National Income
and Product Accounts, last revised April 28, 2022, https://apps.bea.gov/iTable/iTable.cfm?reqid=198&step=2&isuri=1&1921=surveyireqid=19&step=2&
isuri=1&1921=survey (accessed May 25, 2022).

7. John Ferrari, “Four Lessons that Should Upend the Pentagon’s Five-Year Strategy,” Defense One, May 9, 2022, https://www.defenseone.com/ideas
/2022/05/four-lessons-should-upend-pentagons-five-year-strategy/366695/ (accessed May 25, 2022).

8. Press release, “SASC Republicans Respond to President Biden's Inadequate Defense Budget,” Office of Senator James Inhofe, April 4, 2022, https://
www.inhofe.senate.gov/newsroom/press-releases/sasc-republicans-respond-to-president-bidens-inadequate-defense-budget (accessed
May 25, 2022).

9.  Letter from James M. Inhofe, Ranking Member, Senate Committee on Armed Services, and Mike Rogers, Ranking Member, House Committee on
Armed Services, to the Honorable Lloyd J. Austin Ill, requesting information on the effects of inflation on DOD budgets, March 17, 2022, https://www
.inhofe.senate.gov/imo/media/doc/317.22jointltrtosecdefinflation.pdf (accessed May 25, 2022).

10.  “Attachment: Responses to Sen. Inhofe and Rep. Rogers’ Inflation Questions,” attached to Letter from Christine Wormuth, Secretary of the Army,
Carlos Del Tory, Secretary of the Navy, Frank Kendall, Secretary of the Air Force, and Michael McCord, Under Secretary of Defense (Comptroller)/CFO,
to The Honorable James M. Inhofe, Ranking Member, Committee on Armed Services, U.S. Senate, on the impact of inflation on DOD budgets, May 2,
2022, https://www.inhofe.senate.gov/imo/media/doc/0502.22dodresponsetoinhoferogersinflationletter.pdf (accessed May 25, 2022).

11.  Frederico Bartels, “Cumbersome Defense Reprogramming Process Hampers National Defense and Should Be Streamlined,” Heritage Foundation
Backgrounder No. 3543, October 13, 2020, https://www.heritage.org/defense/report/cumbersome-defense-reprogramming-process-hampers
-national-defense-and-should-be.

12, “Attachment: Responses to Sen. Inhofe and Rep. Rogers’ Inflation Questions,” p. 5.

13, Bartels, “Cumbersome Defense Reprogramming Process Hampers National Defense and Should Be Streamlined,” p. 5.
14, “Attachment: Responses to Sen. Inhofe and Rep. Rogers’ Inflation Questions,”, p. 6.

15.  Bartels, “Cumbersome Defense Reprogramming Process Hampers National Defense and Should Be Streamlined.”.

16.  Frederico Bartels, “A ‘Pre-Check System’ for Defense Reprogramming,” The National Interest, The Buzz Blog, October 16, 2020, https://nationalinterest
.0rg/blog/buzz/%E2%80%9Cpre-check-system%E2%80%9D-defense-reprogramming-170885 (accessed May 25, 2022).

17. “Attachment: Responses to Sen. Inhofe and Rep. Rogers’ Inflation Questions,” pp. 3-4.
18.  The Heritage Foundation, “Budget Blueprint for Fiscal Year 2022; Policy Proposals,” https://www.heritage.org/budget/pages/policy-proposals.html.

19.  Onthe F-15EX, see John Venable, “Air Force’s Math on the F-15EX and F-35 Doesn't Add up,” Breaking Defense, April 19, 2022, https://breakingdefense
.com/2022/04/air-forces-math-on-the-f-15ex-and-f-35-doesnt-add-up/ (accessed May 25, 2022); on climate change spending, see Maiya Clark,
“Biden’s Plan for ‘Climate Friendly’ Military Vehicles: Another Bad Idea for Defense,” The Daily Signal, May 3, 2022, https://www.dailysignal.com/2022
/05/03/bidens-plan-for-climate-friendly-military-vehicles-another-bad-idea-for-defense/: for the shortcomings of equity plans, see Mike Gonzalez,
“Biden’s Embrace of ‘Equity’ Means He’s Abandoned the Quest for Equality,” Heritage Foundation Commentary, February 2, 2021, https://www
\heritage.org/progressivism/commentary/bidens-embrace-equity-means-hes-abandoned-the-quest-equality.

20.  Frederico Bartels, “Improving Defense Resourcing: Recommendations for the Commission on Planning, Programming, Budgeting, and Execution
Reform,” Heritage Foundation /ssue Brief No. 5257, March 24, 2022, https://www.heritage.org/defense/report/improving-defense-resourcing
-recommendations-the-commission-planning-programming.


https://www.navytimes.com/pentagon/2022/04/27/pentagons-fuel-prices-rose-3b-amid-inflationary-pressures/
https://www.navytimes.com/pentagon/2022/04/27/pentagons-fuel-prices-rose-3b-amid-inflationary-pressures/
https://rollcall.com/2022/05/06/pentagon-to-work-with-congress-to-mitigate-inflations-budget-bite/
https://rollcall.com/2022/05/06/pentagon-to-work-with-congress-to-mitigate-inflations-budget-bite/
https://www.mckinsey.com/industries/aerospace-and-defense/our-insights/the-773-billion-question-inflations-impact-on-defense-spending
https://www.mckinsey.com/industries/aerospace-and-defense/our-insights/the-773-billion-question-inflations-impact-on-defense-spending
https://www.defense.gov/News/Releases/Release/Article/2980014/the-department-of-defense-releases-the-presidents-fiscal-year-2023-defense-budg/
https://www.defense.gov/News/Releases/Release/Article/2980014/the-department-of-defense-releases-the-presidents-fiscal-year-2023-defense-budg/
https://www.whitehouse.gov/briefing-room/press-briefings/2022/03/28/on-the-record-press-call-by-omb-director-shalanda-young-and-cea-chair-cecilia-rouse-on-the-presidents-fy23-budget/
https://www.whitehouse.gov/briefing-room/press-briefings/2022/03/28/on-the-record-press-call-by-omb-director-shalanda-young-and-cea-chair-cecilia-rouse-on-the-presidents-fy23-budget/
https://apps.bea.gov/iTable/iTable.cfm?reqid=19&step=2&isuri=1&1921=survey#reqid=19&step=2&isuri=1&1921=survey
https://apps.bea.gov/iTable/iTable.cfm?reqid=19&step=2&isuri=1&1921=survey#reqid=19&step=2&isuri=1&1921=survey
https://www.defenseone.com/ideas/2022/05/four-lessons-should-upend-pentagons-five-year-strategy/366695/
https://www.defenseone.com/ideas/2022/05/four-lessons-should-upend-pentagons-five-year-strategy/366695/
https://www.inhofe.senate.gov/newsroom/press-releases/sasc-republicans-respond-to-president-bidens-inadequate-defense-budget
https://www.inhofe.senate.gov/newsroom/press-releases/sasc-republicans-respond-to-president-bidens-inadequate-defense-budget
https://www.inhofe.senate.gov/imo/media/doc/317.22jointltrtosecdefinflation.pdf
https://www.inhofe.senate.gov/imo/media/doc/317.22jointltrtosecdefinflation.pdf
https://www.inhofe.senate.gov/imo/media/doc/0502.22dodresponsetoinhoferogersinflationletter.pdf
https://www.heritage.org/defense/report/cumbersome-defense-reprogramming-process-hampers-national-defense-and-should-be
https://www.heritage.org/defense/report/cumbersome-defense-reprogramming-process-hampers-national-defense-and-should-be
https://nationalinterest.org/blog/buzz/%E2%80%9Cpre-check-system%E2%80%9D-defense-reprogramming-170885
https://nationalinterest.org/blog/buzz/%E2%80%9Cpre-check-system%E2%80%9D-defense-reprogramming-170885
https://www.heritage.org/budget/pages/policy-proposals.html
https://breakingdefense.com/2022/04/air-forces-math-on-the-f-15ex-and-f-35-doesnt-add-up/
https://breakingdefense.com/2022/04/air-forces-math-on-the-f-15ex-and-f-35-doesnt-add-up/
https://www.dailysignal.com/2022/05/03/bidens-plan-for-climate-friendly-military-vehicles-another-bad-idea-for-defense/
https://www.dailysignal.com/2022/05/03/bidens-plan-for-climate-friendly-military-vehicles-another-bad-idea-for-defense/
https://www.heritage.org/progressivism/commentary/bidens-embrace-equity-means-hes-abandoned-the-quest-equality
https://www.heritage.org/progressivism/commentary/bidens-embrace-equity-means-hes-abandoned-the-quest-equality
https://www.heritage.org/defense/report/improving-defense-resourcing-recommendations-the-commission-planning-programming
https://www.heritage.org/defense/report/improving-defense-resourcing-recommendations-the-commission-planning-programming

ISSUE BRIEF | No. 5274 JUNE 14, 2022 | 7
heritage.org

21.  Kevin Roberts and Rand Paul, “How Washington Can End the Inflation Crisis It Created,” Heritage Foundation Commentary, March 23, 2022, https://
www.heritage.org/markets-and-finance/commentary/how-washington-can-end-the-inflation-crisis-it-created.

22. Joel Griffith, “3 Ways to Curb Inflation,” The Daily Signal, May 18, 2022, https://www.dailysignal.com/2022/05/18/3-steps-congress-should-take-to
-curb-inflation/.

23.  Norbert J. Michel, “Many Consumer Prices Are Higher: Time to Eliminate Government-Imposed Economic Roadblocks,” Heritage Foundation
Backgrounder No. 3650, August 20, 2021, https://www.heritage.org/monetary-policy/report/many-consumer-prices-are-higher-time-eliminate
-government-imposed-economic.

24. Bacon et al., “The $773 Billion Question: Inflation’s Impact on Defense Spending.”


https://www.heritage.org/markets-and-finance/commentary/how-washington-can-end-the-inflation-crisis-it-created
https://www.heritage.org/markets-and-finance/commentary/how-washington-can-end-the-inflation-crisis-it-created
https://www.dailysignal.com/2022/05/18/3-steps-congress-should-take-to-curb-inflation/
https://www.dailysignal.com/2022/05/18/3-steps-congress-should-take-to-curb-inflation/
https://www.heritage.org/monetary-policy/report/many-consumer-prices-are-higher-time-eliminate-government-imposed-economic
https://www.heritage.org/monetary-policy/report/many-consumer-prices-are-higher-time-eliminate-government-imposed-economic

