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Defense spending: Fifth inflection point

since World War II

*Red denotes Investment spending of the total DoD Budget

*Purple denotes OCO amounts
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U.S. defense industry before WWII

• Relied on Government Arsenal and Shipyard System

• Low Technology

• Small Capacity – Defense Spending less than 1% of GDP

• Expanded during war time

World War II led to creation of permanent, 
private defense industry sector
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Diversified conglomerates dominated post 

WWII market

Sources: Booz & Company
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And then there was “The Last Supper”

Lockheed

Martin

Boeing

Raytheon

Northrop 

Grumman

General 

Dynamics

Final Report of the Commission on the Future 

of the United States Aerospace Industry
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Today we have a set of defense specialists

Sources: Booz & Company
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Defense falling as share of GDP

Source: U.S. Department of Defense, National Defense Budget Estimates for FY 
2008, March 2007, pp. 225-226, April 2014, PP. 262 at 
www.defenselink.mil/comptroller/defbudget/fy2008_greenbook.pdf
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Korean War

(1953) 11.7%

Vietnam War 

(1968) 9.8%

Reagan Buildup 

(1986) 6.0%

Gulf War

(1991) 4.6%

2015

• Apple could buy half the industry – with the cash 

it has on hand

• Facebook is worth more than Lockheed Martin, 

Raytheon, Northrop Grumman and GD combined

(Today)

3.5%
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Defense has shifted from 

technology exporter to 

technology importer

Top 20 industrial R&D investors

R&D:   $7.9 billion

%Rev: 8.1% 

Combined IRAD spending of five 

leading defense companies

R&D:   $3B

%Rev: 1.6%
(BA,LM, NGC, RTN, L3)

Top 20 average annual spending
4.8%

5.8%
21%

19%

13.3%

3.7%

16.5%
17.3%

13.3%

11.4%

4.8%

13.5%
5.7%

4.5%

14.1%
6.0%
15%

15.8%

6.1%

7.0%

% RevenueAnnual R&D $Billions
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Defense industry not investing its cash

in technology

Source: Capital 

Alpha Partners

Combined Averages of 
General Dynamics, L3, 

Lockheed Martin, Northrop 
Grumman, Raytheon

Dividends / Buy Backs

Capital Expense

Uses of Cash

+80% of 2013 cash spent on 

dividends and buy backs
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Stay the course

Where do we go from here?

Adapt to changing needs

• Greater consolidation

• More reliance on 

commercial technology

• Embrace more global 

industrial base

• Static industry structure

• Restricted access to 

commercial technology

• Protectionist view of 

industrial base
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Contract Obligations Awarded Without Competition by Component

Source: Center for Strategic and International Studies

More consolidation is inevitable

% Army No Competition

% Navy No Competition

% Air Force No Competition

% DLA No Competition

% Other DoD No Competition
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Legacy defense industry capturing falling

share of declining market
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Benefits of greater globalization

• Enhanced competition

• Broader avenues to technology

• Access to overseas markets

Defense is moving

down the same path

as the auto Industry



14

11.7 9.8 12 12.8 12 9 9 9

0

20

1985 1990 1995 2000 2005 2010 2012 2015

Cars Built Per Year (Million)

Globalization’s effect on U.S. auto industry

Sources: Automotive Magazine, The Wall Street Journal

10 Most “American-Made” Cars 
(Most U.S. Parts)

1. Ford Expedition
2. Chevy Express
3. Toyota Avalon
4. Buick Enclave
5. Honda Odyssey
6. Honda Crossover
7. Dodge Avenger
8. Ford F-150
9. Toyota Camry
10.Toyota Sienna

Top 15 U.S. Car Plants (2012)
(Per Thousands Autos MFG)

U.S.
54%

Number of U.S. Auto
Plants (2014)

Foreign
46%

Ford
1066

GM
1412

BMW 277

Kia 282

Nissan 315

Toyota 315

Honda 891

Ford
8

GM
13

Daimler 2

• Japanese auto 
companies begin 
U.S. manufacturing • Daimler buys Chrysler

• Ford buys Volvo & Land Rover
• GM buys controlling interest in SAAB & Daewoo

• Honda manufactures more cars 
in U.S. than Japan

• BMW largest U.S exporter

Hyundai 1

FIAT / 
CHRYSLER

6 Honda 4

U.S. 
Brands

21

Foreign 
Brands

17

Toyota 4

Kia 1

BMW 1

Nissan 2

VW 1

Mitsubishi 13. Toyota Avalon

5. Honda Odyssey

5. Honda Crossover

9. Toyota Camry

10.Toyota Sienna
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Notional Future Defense Industry 

MONOPOLY 

SUPPLIERS

Aircraft carriers, tanks, 
submarines

CURRENT DEFENSE INDUSTRY AND 
GOVERNMENT LABS 

Remotely operated and autonomous systems, anti-ship 
ballistic missiles, combat aircraft, small arms

COMMERCIAL BUSINESS

Cyber, advanced manufacturing, aircraft, computer networks, robotics, 
synthetic biology

Note: This chart describes a hypothetical future defense industry structure with candidate technologies produced.  Technology development would almost certainly take place 

across different business types.  The authors would like to thank Marty Bollinger for articulating this structure.

Source: Center for a New American Security, “Creative Disruption”

ENTERING 4TH DEFENSE INDUSTRIAL BASE ERA


