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Introduction

The U.S. defense industrial base (DIB) does not
have the capacity to meet the worst threat environ-
ment since World War I1. During the Second World
War, the United States was the arsenal of democra-
cy, supplying Allied forces with massive amounts of
military equipment. From its entry into the war in
1941 until the war’s end in 1945, the United States
produced 17 fleet carriers, 300,000 planes, and
50,000 Sherman tanks.! The defense industrial base
moved quickly, developing the first operational U.S.
jet fighter in just 143 days.?

Today, the DIB has the capacity to produce 156
F-35s and “1.2 to 1.3” Virginia-class submarines
per year.? In 2023, 125 Standard-6 missiles were
produced per year, and production is projected
to increase “to 200 per year by FY 2028.”* Ship-
building programs are behind schedule by as much
as three years,” and The Heritage Foundation re-
ported in July 2024 that “[t]he Los Alamos Na-
tional Lab [would] begin to produce plutonium
pits at a small scale in late 2024—14 years after
the modernization program began—and the Sa-
vannah River site’s ability to produce plutonium
pits in any meaningful quantity is approximately
adecade away.”®

Decline of the Defense Industrial Base

No one factor explains the decline of the U.S. de-
fense industrial base. During the Cold War, the DIB
was healthy. While output was less than it was in
World War II—which is to be expected because mass
mobilization of commercial resources for defense
production was an emergency measure—it was still
arobust military resource capability. Despite huge
leaps in technological complexity during the Cold
War, production of aircraft, ships, and munitions

during the Cold War continued at a higher rate than
is the case today.

The United States produced over 1,000 nucle-
ar weapons per year annually into the 1970s.” The
U.S. only recently certified production of the first
nuclear pit, a crucial element in building new nu-
clear weapons, in October of 2024—14 years after
the start of the nuclear modernization plan in 2010.8

Between 1976 and 1996, American shipyards
built an average of more than three Los Ange-
les-class attack submarines per year.’ Its replace-
ment, the Virginia-class submarine, has a produc-
tion rate of just 1.2-1.3 submarines per year.'°

It took an average of five years to build a Nim-
itz-class aircraft carrier during the Cold War."
Construction on the second Gerald R. Ford—class
aircraft carrier, the Nimitz-class’s successor, began
in 2011."2 Scheduled for delivery in 2024, it has yet
to be delivered.

When the end of the Cold War ushered in a so-
called peace dividend, military resources were re-
duced and often repurposed to domestic spending.
Output declined in parallel with reductions in de-
fense spending, especially spending on procure-
ment."”® Simultaneously, defense producers went
through a series of mergers that the Department
of Defense (DOD, now the Department of War)
believed were necessary in light of decreased
spending. At a 1993 dinner, now known as “The
Last Supper,” Secretary of Defense Les Aspin and
Deputy Secretary of Defense William J. Perry ad-
vised defense industry leaders, whose companies
derived most of their revenue from the DOD rath-
er than from a combination of government and
private-sector spending, that defense spending
was going to decline and that defense producers
should merge and consolidate in order to survive
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in a market that was no longer large enough to sus-
tain them all.**

During the 1990s, defense contractors followed
this advice. Through a series of mergers over the
past three decades, 51 defense producers consol-
idated into five.”” The munitions market is now
dominated by just three companies (Raytheon,
Lockheed Martin, and Boeing) versus 13 in 1990.'
Currently, only two companies are building surface
combatant ships versus eight in 1990, and the U.S.
can call upon three companies that build fixed-
wing aircraft rather than the eight that were avail-
able in 1990."”

In 2025, the United States no longer faces the
same threat environment that it faced in the im-
mediate aftermath of the Cold War. Since the con-
clusion of the global war on terrorism, the primary
challenge has been sustained great-power compe-
tition rather than counterinsurgency; the U.S. de-
fense industrial base must evolve again to meet this
new reality.

Revitalizing the Defense Industrial Base

In evaluating the challenges facing the U.S. de-
fense industrial base, it is first necessary to define
what constitutes a healthy DIB and how it can be
measured. A strong defense industrial base is char-
acterized by sufficient infrastructure and workforce
capacity to generate the output necessary to equip
our warfighters, an acquisitions and procurement
process that aids in efficient production, and se-
cure and resilient supply chains. By this standard,
the current U.S. defense industrial base falls dra-
matically short. It lacks sufficient infrastructure
and suffers from an inadequate workforce, a slow
and cumbersome procurement process, and high-
ly vulnerable supply chains. These shortcomings
stem from several interrelated causes, including
inconsistent demand signals, insufficient capital in-
vestment, adverse macroeconomic conditions and
overregulation, cuambersome acquisition rules and
practices, and a persistent failure to align resources
with national strategy.

Inadequate Infrastructure. Infrastructure
underpins the entirety of the defense industrial
base. In order to make complex military equipment,
production facilities need to be built and equipped
with complex tooling. This requires high levels of
upfront cost and capital expenditure, especially to
build facilities with higher degrees of automation.

To justify that capital investment, defense pro-
ducers and their suppliers need a sustained demand
signal above their current capacity so that profits
from production are greater than the cost of cap-
ital investment. Put simply, contracts and orders
dictate capacity. As historian Arthur Herman has
put it, “[a]ll you had to do was put in the orders, fi-
nance the plant expansion, then stand back and let
things happen.”®

The two categories of obstacles holding back
higher order quantities are limited resources for
procurement and high costs. Intuitively, the more
money the U.S. Department of War has, the more
ships, planes, munitions, and other defense equip-
ment it can order. With topline defense spending
relatively flat until the One Big Beautiful Bill Act
(OBBBA),” demand signals have been declining for
more than a decade.

This is especially true of procurement spend-
ing. During the 1980s, procurement spending was
roughly 2.5 times higher than funding for research,
development, test, and evaluation (RDT&E).2° In
2025, RDT&E enacted funding was approximately
$141.2 billion* versus approximately $174.2 billion
for procurement.?? This is a multiple of roughly 1.2
and aratio less than half of the level at the height of
the Cold War. Because procurement funding con-
stitutes orders, its decline relative to funding for
RDT&E has contributed to the lack of DIB infra-
structure investment.

Foreign military sales (FMS), on the other hand,
have grown in recent years. In 2021 and 2022, for-
eign procurement from U.S. industry averaged $45
billion. In fiscal year (FY) 2023, FMS jumped to al-
most $81 billion, and in FY 2024 leaped to almost
$118 billion,* increasing orders by more than 50
percent of the $204 billion that would be spent on
U.S. procurement in 2025.2* These FMS sales result-
ed in ajump in new capacity, further illustrating the
connection between capacity and orders. Lockheed
Martin, for example, cited increased demand as
an explanation for investment in new Patriot Ad-
vanced Capability-3 Missile Segment Enhancement
(PAC-3 MSE) production.? Similarly, roughly 40
percent of the $1.5 billion in funding for production
lots 39 and 40 announced in April 2025 and dedi-
cated to advanced medium-range air-to-air missile
(AMRAAM) production is devoted to FMS.?¢ Con-
sidering that U.S. AMRAAM procurement is flat, the
new capacity is directly attributable to FMS.
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Examples also extend beyond munitions. Do-
mestic capacity for F-35 production stands at 156
jets in large part because of FMS. U.S. military
procurements stood at 86 and 74 jets, respective-
ly, in 2024 and 2025,% which is approximately half
of capacity.

While FMS has been increasing, the process it-
self is cumbersome with a bureaucratic structure
that goes beyond what is mandated by statute. The
Arms Export Control Act (AECA)?® created the
International Traffic in Arms Regulations (ITAR),
which in turn created the bureaucratic structure
that currently governs FMS. That structure in-
cludes input from the U.S. Department of State and
multiple components of the U.S. Department of War
(the Defense Security Cooperation Agency, Defense
Technology Security Administration, and service
branches, among others), all of which can either for-
mally or de facto delay or block sales. Congress may
also be involved, depending on the value of the sale.

The AECA does not specify that each Depart-
ment of War component that currently takes part
of the FMS process must do so; it mandates only
that the State Department, Department of War, and
(sometimes) Congress take part. Executive branch
revisions can therefore help to speed up the pro-
cess without legislative action—something that is
in fact occurring. On April 9, 2025, the Trump Ad-
ministration issued Executive Order 14268, which
calls for reorganization of the FMS process to
prioritize speed and efficiency.?® Increasing pro-
curement spending by shifting money within the
Department of War budget and increasing FMS are
ways to increase resources and therefore procure-
ment quantities.

A second approach to increasing order quantities
is to cut unit costs so that procurement dollars buy
more units. In addition to inflationary challenges
brought about by the Biden Administration, there
are several government policies that increase costs,
including the permitting process and other regula-
tory mandates.

During the Biden Administration, inflation
accelerated beyond ~2 percent per year, reaching
more than 8 percent in 2022.3° The National De-
fense Industrial Association (NDIA) calculated the
deadly impact: $42 billion in reduced buying power
attributable to inflation from FY 2022 to FY 2023
as represented by a combination of the Gross Do-
mestic Product: Chain-type Price Index (GDPCTPI)

and Consumer Price Index for All Urban Consum-
ers (CPI-U). From 2021 to 2023, the cumulative loss

in buying power as a result of inflation stood at an

even more staggering $110 billion.*

Anecdotal reports from defense producers that
link inflation to higher costs further support the as-
sertion that inflation particularly impacts procure-
ment. For example, Northrop Grumman reported
$1.56 billion in losses, mostly attributable to infla-
tion, in costs associated with the B-21 program.3?
Likewise, the Navy requested $1.95 billion for two
Virginia-class submarines in addition to its original
request as an adjustment for inflation, primarily for
labor costs; Huntington Ingalls, one of the most im-
portant naval shipbuilders in the U.S., deemed it to
be not enough.*

Beyond its direct impact on prices, inflation
provided a reason for the Federal Reserve to raise
interest rates. Starting at 0.08 percent in February
2022, the Federal Reserve increased the benchmark
rate to 5.33 percent in September 2023. As of Sep-
tember 2025, the federal funds rate remained above
4 percent, alevel last seen in 2008.3* Higher interest
rates make it more expensive to borrow money—a
necessity for high-dollar capital expenditure on
new facilities. Higher interest rates therefore have
an adverse impact on efforts to build additional DIB
capacity, especially for smaller defense firms that
lenders consider riskier.*® The end result of Biden-
erainflation and Federal Reserve interest rate hikes
was the same: degraded DOD buying power.

Another obstacle facing both the defense indus-
trial base and the broader economy is the permit-
ting process. Building nuclear-powered aircraft car-
riers is difficult, but it is made even more difficult
by the regulatory barriers that accompany it, most
notably the permitting process. Federal permitting
can involve dealing with more than a dozen agen-
cies before construction can begin, and the process
can be confusing, expensive, and time-consuming.*
Compliance with the National Environmental Pol-
icy Act (NEPA) requirement for major projects to
have approved Environmental Impact Statements
(EIS) took an average of 2.2 years in 2024.%” It is of-
ten far worse for the most critical projects.

In 2021, environmental groups filed a lawsuit to
hold up construction at the Savannah River nucle-
ar site, arguing that the National Nuclear Security
Administration was in violation of NEPA. A judge
ruled in January 2025 that a newer and more
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comprehensive EIS was needed and should be com-
pleted within 2.5 years—more than six years after
the lawsuit was filed. Further down in the supply
chain, as of July 2025, the Resolution Copper Mine
in Arizona had yet to be approved—almost 10 years
after the permitting process began. This case has
even attracted the attention of President Trump.*®

Recent legislative efforts, such as the 2025 bud-
get reconciliation bill,** are designed to reduce fed-
eral NEPA process timelines. However, companies
are still vulnerable to lawsuits, and it is unclear how
much of an impact such efforts will have in prac-
tice.** They also do not address other permitting
requirements such as the National Historic Pres-
ervation Act and state-level requirements such as
the California Environmental Quality Act (CEQA).
Other executive orders, such as Executive Order
14154, “Unleashing American Energy,” have similar-
ly attempted to expedite the permitting process, but
they are also vulnerable to litigation and changes in
Administration unless codified in law.*!

Labor Shortages. The defense industrial base
as a whole faces severe labor shortages in key cate-
gories of workers. An NDIA study reported short-
ages in skilled trade workers, STEM workers, and
workers with clearances across small, medium, and
large defense producers.** Naval architects and
welders have long been cited as categories with
significant worker shortages.** The shortage also
extends beyond quantity and into quality. After the
COVID-19 pandemic, many skilled tradesmen re-
tired, leaving behind a less experienced labor force
that is more prone to mistakes.**

The most frequently cited reason for the labor
shortages is uncompetitive wages. In March 2025,
expert testimony before the House Armed Services
Committee revealed that the wages of some welders
working in shipyards were comparable to those of
fast-food workers.*®

The impact of uncompetitive wage regulations
is exacerbated by inconsistency. Because employ-
ment is linked with procurement, inconsistent
procurement means that industry does not main-
tain a stable workforce, instead hiring and laying
off workers based on the contracts companies re-
ceive.** Working on programs with high degrees
of employment uncertainty is less attractive than
working in the commercial sector where one’s
livelihood is less dependent on Congress’s year-
to-year appropriations.

The defense industrial base is not alone in facing
aworkforce shortage. It also affects the broader in-
dustrial base. A cultural change that increased the
cultural value of a four-year college degree at the
expense of other education choices is partially to
blame, but government policy is also responsible.
For example, Tax-Preferred 529 College Savings
Plans are limited to funding college degrees and
may not be used for other post-secondary edu-
cational pathways. By making it relatively easier
to afford a college degree in comparison to other
in-demand educational options, bias introduced by
the federal government has had a direct impact on
America’s ability to arm itself.

Acquisition Rules and Practices. The con-
gressional appropriations process and the Depart-
ment of War’s antiquated requirements process also
degrade the U.S. defense industrial base. Because
Congress appropriates funds on a year-to-year ba-
sis, program funding is subject to continual uncer-
tainty. Procurement funding for a given program
can change significantly from one year to another,
making it unclear whether new capacity—if it is
ever built—will be utilized. This is most apparent
in naval shipbuilding where, despite more available
funding, calls for a larger Navy, and tens of billions
of dollars in capital expenditures on shipyards and
suppliers by the Navy, the service is requesting few-
er warships in 2026 than in 2025.

In turn, the inconsistency (or lack) of orders
makes it hard for businesses to justify investment
in new capacity through private capital markets, es-
pecially for small and medium-size businesses in a
prime contractor’s supply chain. As a result, Con-
gress must often resort to direct investment by, for
example, funding a contractor to build and equip a
facility or providing a pool of funds to support sup-
pliers, attempting to solve the capacity problem by
paying for it directly—the approach taken in the
OBBBA. For highly complicated end-items, direct
investment also does not necessarily account for the
corresponding supply chain, which requires an ad-
ditional pool of funds for supply chain investment.*”
This direct investment can solve capacity issues if
done at alarge enough scale, but it also puts the risk
of low utilization onto taxpayers, avoiding the un-
derlying issue of inadequate or inconsistent orders
and the procurement and contracting process.

Fixing the underlying problem means lowering
the cost of investment while putting in consistent
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orders—something Congress is doing increasingly
through multi-year procurement (MYP).** MYP
authority allows the War Department to sign pro-
curement contracts that last from two to five years

rather than just one.* By including a cancella-
tion penalty that covers defense producer’s fixed-
costs,’ the War Department reduces investment

risks caused by demand uncertainty. It also has

been shown to save as much as 15 percent relative

to year-to-year appropriations,® thereby providing

additional benefits to taxpayers.

The Department of War’s requirements pro-
cedure worsens the impact of the congressional
appropriations process on the defense industrial
base. The requirements process has led to delays
and cancellations in prominent and important ma-
jor acquisition programs. For example:

e Intheearly 2000s, the U.S. Army’s Future
Combat Systems program resulted in $20
billion wasted without any significant systems
produced before it was cancelled in 2009.°2

e When first conceived, the M10 Booker was sup-
posed to be an easily transportable, air-drop-
pable infantry fighting vehicle. It ended up as
anot-air-droppable light tank that weighed
nearly as much as a Russian T-90 Main
Battle Tank.”®

o The Constellation-class frigate was supposed
to be 85 percent similar to the European
multi-purpose frigate (FREMM), its parent
design, but is now only 15 percent similar, the
Navy having changed the frigate’s platform
requirements after construction began.>* The
problem is so severe that, according to Sen-
ator Roger Wicker (R-MS), Chairman of the
Senate Armed Services Committee, “[a]lmost
70 percent of the requirements have changed
since the Navy signed a contract.”®® Moreover,
changes in functional and capabilities require-
ments involve more than second-order im-
pacts beyond cost overruns and delays; adding
capabilities can add weight to a ship, thereby
impacting performance in other areas and
requiring even more design changes.

Every program that has delays as a result of the
requirements process reduces defense industrial

base output. Inherently, when development is lon-
ger than it needs to be and changes need to be made

after construction begins, output is lower than it

otherwise would be. Cancelled programs that result

in minimal or no output drain on time and funding

that could be used to increase output for success-
ful programs.

Problems with the requirements process have
been broadly identified. The Constellation-class
frigate program, which is among the most poorly
managed major acquisitions programs, resulted in a
widely read GAO report that excoriated the Navy for
not using leading shipbuilding practices.*® The Air
Force, on the other hand, has shown that changes
can do more than make sense on paper; they can
work in practice. The B-21 program is on schedule
and on budget® despite its immense complexity.
Not coincidently, it is a stable design: The only per-
son who can change program requirements is the
Chief of Staff of the Air Force.*®

The Pentagon’s procurement problems are wors-
ened by its contracting processes, which are far too
slow and cumbersome. An NDIA survey of defense
contractors found that 64 percent of respondents
believe the procurement and contracting process
is one of the biggest issues facing the defense in-
dustrial base.” After “unclear or changing require-
ments” (58 percent), respondents cited “burden of
acquisition process and paperwork” (57 percent)
and “inflexible contract vehicles” (45 percent) as
reasons why the procurement and contracting pro-
cess is inefficient.® It does not take long to find why
this is so.

e According to the GAO, from FY 2019-FY 2022,
the median time from contract solicitation
to award for “definitive contracts and orders”
valued at from $50 million to less than $250
million was 213 days, and the median time
for contracts valued at $250 million or more
was 322 days.®

e For Major Defense Acquisition Systems, it
takes an average of roughly 12 years to get
initial capability.®? By the time a program is
complete, parts may be obsolete.

e Defense producers often must set up a War
Department-compliant accounting system
that they would not otherwise use in order
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to contract with the department on cost-
plus contracts.

e The labyrinth of documents governing acqui-
sitions includes a 1,462-page Defense Federal
Acquisitions Regulation that imposes signifi-
cant costs on businesses seeking to navigate
the contracting process.

Each time the contracting process is unneces-
sarily burdensome, it costs firms and taxpayers
time and money, but it also reduces competition.
Relatively small or new firms lack the resources of
larger or more established companies and cannot
afford to wait for hundreds of days (or longer) to
find out whether they have won a contract while
also expending resources on regulatory compliance
in case they do win.

Supply Chains. The defense industrial base
exists to supply American warfighters with the
equipment they need to fight and win. The ability
to produce that equipment rests on elaborate sup-
ply chains that are brittle, opaque, and vulnerable.

Many components are “sole source” with only
a single manufacturer able to supply the part. For
example, Virginia-class submarines have more than
16,000 suppliers, and the Congressional Research
Service reports that “70% of the critical suppliers
are sole-source suppliers.”®* Sole-source suppliers
increase cost by eliminating competition and are a
single point of failure in completion of the end-item.

The general trend remains negative with contin-
ued decline or at best stagnation in supplier count. A
2022 DOD report on the state of competition within
the defense industrial base found that the number
of small businesses in the DIB had “shrunk by over
40%” over the preceding decade.®® According to the
U.S. Small Business Administration, the number of
small businesses contracting directly with DOD be-
tween 2022 and 2024 continued to decline, but at
a slower rate.®

While single points of failure are bad, the de-
fense industrial base’s reliance on China is even
worse. Research from the commercial supply chain
analytics firm Govini determined that roughly one
of every 10 first-tier suppliers is Chinese,’” and
Raytheon‘s CEO has stated that Raytheon has
thousands of Chinese suppliers.®® Moreover, even
though defense procurement rules are written to
prevent the inclusion of some Chinese parts and ban

procurement of some U.S. defense gear from some
Chinese Communist Party sources,® procurement
of significant amounts of resources, especially for
non-critical parts and raw materials, is still allowed.

There are a number of critical minerals for which
China either is the sole source or has an overwhelm-
ing market share. For example, China controls just
under 100 percent of global gallium production
and possesses 90 percent of the world’s rare-earth
mineral processing capacity,’® making it indispens-
able in the rare-earth supply chain, which is vital to
the production of all major weapons systems and
semiconductors. Until domestic sources are found
and processing capacity is built, the U.S. faces abad
choice: Buy from China or don’t build.

Chinese control of key elements is to blame for
some of the supply chain’s weakness, but so is opac-
ity. Making final products often requires suppliers
that are both broad and deep. An F-35 is constructed
from multiple components, and those components
are made of other components, and so on. Prime
contractors do not have full visibility of their supply
chains, which are often five suppliers deep or more.”
This presents a real danger: Lockheed Martin was
unaware of Chinese-origin alloy used in magnets
in its engines until Honeywell (which was also not
aware) informed it, causing delays.”

The executive branch and Congress have led
several efforts to strengthen supply chains through
increased domestic content” requirements and di-
rect funding to support suppliers.” A rule enacted
in 2022 raised the domestic content requirement
from 60 percent at the time of passage to 65 percent
in 2024 and 75 percent in 2029. Congress also has
passed the OBBBA, which includes billions of dol-
lars in funding to strengthen supply chains.”

Policy Recommendations

» Increase the ratio of procurement spend-
ing to RDT&E in the budget. In 1983, pro-
curement funding equaled more than 250
percent of RDT&E funding. Now procurement
is barely more than RDT&E. This reflects an
imbalance in priorities between the two that
affects the amount of money available for the
generation of defined, useful output from the
industrial base: Fewer dollars for procure-
ment means lower procurement quantities,
which in turn disincentivizes investment in
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new production capacity. Moving money from
RDT&E into procurement can help to give the
DIB alarger demand signal to increase produc-
tion capacity.

Reform ITAR. The International Traffic in
Arms Regulations (ITAR) process current-

ly serves as a significant barrier to entry for
companies trying to break into defense con-
tracting for the first time. The process is both
byzantine and expensive. In order to comply,
DIB producers must hire expensive law firms
and consultants and dedicate huge numbers
of working hours to navigating the process,
which must be done before contracting. The
U.S. should streamline the bureaucracy in-
volved in the ITAR process, especially at the
Department of War, by reducing the number
of parties involved in the approval process. In
addition, Congress should amend the Arms
Export Control Act to enable the executive
branch to enter into conditioned mutual rec-
ognition agreements with allies: If allies adopt
export and security protections equivalent to
those in the U.S,, the U.S. should treat trusted
allied producers as having complied with U.S.
regulations.

Expand the use of block buys and multi-
year procurement. Block buys and multi-year
procurement increase certainty by creating a
resourced demand signal. DIB producers see
their production level uncertainty reduced,
and this decreases the risk of investing in
production capacity. Block buys and MYP can
also lead to lower costs by creating econo-
mies of scale. According to the Congressional
Research Service, programs proposed for MYP
can reduce weapon procurement costs by as
much as 15 percent. By enabling contractor
optimization of workforce and production
facilities and enabling economic order quan-
tity (EOQ) purchases of long lead-time com-
ponents, MYP allows manufacturers to take
advantage of economies of scale.

Implement permitting reforms. An enor-
mous headwind facing manufacturers, es-
pecially defense-related manufacturers, is
the federal permitting process. Prospective

manufacturers must navigate the NEPA pro-
cess through more than a dozen federal agen-
cies and must navigate through the processes
of state agencies as well, all of which imposes
tremendous costs on producers. The U.S. could
decrease costs and increase efficiency for
defense manufacturers by creating a stream-
lined permitting process that provides a one-
stop-shop process in which one agency would
shepherd a permitting application through the
system. By narrowly defining what constitutes
adverse impact, the streamlined process would
ensure that this process is expedited with a
firm and short timeline and protection from
frivolous lawsuits. In the event of government
failure to meet the requirements of this expe-
dited process, the default response to a permit
application should be approval.

Reduce the number of requirements and
reform the contracting process. The De-
partment of War requirements process is cost-
ly and cumbersome. Some of these require-
ments pertain not only to function, but also to
micromanagement of that function’s construc-
tion. Other requirements are unnecessary, and
limit production flexibility. The Department of
War should limit requirements to functionality
while increasing its use of Other Transactions
Authority (OTA).

Increase the utilization of dual-use tech-
nologies. One of the most impactful ways to
leverage the commercial sector is to increase
the use of dual-use technology in military
procurement. When delivered defense articles
use defense-specific components that are not
used in commercial end products, the produc-
tion of those parts depends solely on the War
Department. This has several adverse impacts.
Because production capacity is based solely on
the department’s needs, companies have no
ability to shift parts from commercial use to
defense use, creating surge capacity.

Second, increasing the utilization of dual-use
technology reduces single points of failure.
When a defense end product’s components uti-
lize defense-specific components, there is of-
ten only one supplier; there is limited demand,
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so there is not much market desire to compete
for that demand. When dual-use technology is
incorporated into end products, there general-
ly are multiple commercial off-the-shelf prod-
ucts that can fulfill component needs. Thus, if
one company goes out of business, another
exists that can supply the necessary compo-
nent. This also implies competition, which
limits the potential for cost inflation. Mil-spec
components should be used where necessary,
but the Department of War should look to
maximize the inclusion of commercial off-the-
shelf components and technology wherever it
does not affect functionality.

Conclusion
The current U.S. defense industrial base lacks

the capacity needed to meet the demands of 21st
century great-power competition and possible war.
Since the end of the Cold War, decreased procure-
ment expenditures have led to industry consolida-
tion, a reduction of competition, and a decrease in
capacity. Broader economic trends, including a de-
crease in the number of workers in manufacturing,

and a tax code that punishes manufacturers have

exacerbated the issue. Failure to provide stable re-
quirements to industry, in combination with the

frequent use of cost-plus contracting, has resulted

in cost overruns and frequent delays. Supply chains

lack transparency and are brittle, and cooperation

with allies is unnecessarily difficult.

These difficulties must be remedied if the U.S.
wants to retain a dominant military force capable
of securing its national interests. Structural reform
of the acquisitions process, workforce development,
and economic incentive structures will be required
to maintain American security over peer and near-
peer competitors. Most important, fixing these
issues requires a commitment to the better align-
ment of budget with strategy. To increase capacity,
industry must receive orders for more ships, planes,
and munitions than are currently authorized by
Congress and the Pentagon. Without large and
consistent orders of the right military equipment,
significant improvement of the defense industrial
base is not possible, and the U.S. government will
be unable to equip our troops with the platforms
and munitions they need to win in the 21st century.
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