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 Notes on Methodology 

The full methodology used by the study team for 
analysis of defense contracting can be viewed 
at: https://csis.org/program/methodology 

A few notes that are particularly relevant to this 
analysis: 

 All dollar figures are in constant 2013 
billions. 

 FPDS data is updated constantly as agencies 
revise submissions. Though the study team 
is confident in the overall trends, the precise 
dollar figures are likely to change (on the 
order of 1-2 percent) over the coming 
months. 

 FPDS includes only prime contracts, and the 
separate subcontract database has 
historically been radically incomplete. 
Therefore, only prime contract data are 
included in this analysis. 

 Reporting regulations only require that 
unclassified contracts be included in FPDS. 
The study team interprets this to mean that 
few, if any, classified contracts are reported 
into FPDS. For DoD, this omits a substantial 
amount of total contract spending, perhaps 
as much as 10 percent. Such omissions are 
probably most noticeable in R&D contracts. 

 

The Impact of Sequestration on Defense Contract Obligations 

Jesse Ellman  

There has been significant anecdotal evidence that sequestration has had a profound effect on contracting by 

the Department of Defense (DoD). From inside DoD, from the industrial base supporting DoD, and from outside 

analysts, there have been stories of new contracts cancelled or pushed back, current work delayed, and projects 

scaled back or not renewed. As Frank Kendall, Under Secretary of Defense for Acquisition, Technology, and 

Logistics, stated in a November 7, 2013 speech at CSIS:  “Sequestration was imposed in the spring and what 

everybody did was try to find a way to get by with 8 percent less than they thought they were going to have. 

…We deferred a lot of work; we deferred work that we could delay into presumably FY14.”1 Despite all of the 

reports of the impact that complying with sequestration 

has had on DoD and the supporting industrial base, there 

has been virtually no hard data. 

 This lack of reliable information on the impact of 

sequestration can now be remedied with the availability of 

FY2013 DoD contracting data through the publicly-available 

Federal Procurement Data System (FPDS). Leveraging 

nearly a decade of experience in using FPDS data to 

analyze DoD contracting trends, the National Security 

Program on Industry and Resources (NSPIR) presents an 

initial look at the impact of sequestration on DoD and its 

major components, broken down three ways: 

1. Top Line Defense Contract Obligations and Outlays 

2. Defense Contract Obligations by Major DoD 

Component (Army, Navy, Air Force, DLA, and 

“Other DoD”) 

3. Defense Contract Obligations by Area (Products, 

Services, and R&D)

                                                           
1
 Frank Kendall, “Performance of the Defense Acquisition System: Looking Ahead,” (speech, Washington, DC, November 7, 

2013), https://csis.org/event/performance-defense-acquisition-system-looking-ahead.  

https://csis.org/program/methodology
https://csis.org/event/performance-defense-acquisition-system-looking-ahead
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Overall Defense Contract Obligations and Outlays, 2008-2013 

 
Source: FPDS; OMB historical data; CSIS analysis 

The above figure shows defense-funded contract obligations (in blue) in the context of total 

defense gross outlays (in red). “Defense-funded contract obligations” includes all contracts funded by 

DoD, including those implemented by other agencies (such as by the Department of State). This total is, 

on average, approximately $10 billion higher than the total for contract obligations implemented by 

DoD, which is the standard used for the other charts in this analysis. “Total defense gross outlays” 

includes outlays from three treasury agency categories, excluding offsetting accounts: Department of 

Defense – Military Programs; Army Corps of Engineers – Civil Programs; and the portion of International 

Assistance Programs funded by DoD.  

Defense-funded contract obligations have been on a downward slope since their peak in 2009, 

falling by 25 percent between 2009 and 2013. As a share of total defense gross outlays, contract 

obligations have fallen from a peak of 62 percent in 2008 to 49 percent in 2013, the lowest share since 

2002. The 2008-2013 period has seen significant year-to-year drops in defense contract obligations, with 

declines of 5 percent between 2009 and 2010 and between 2011 and 2012. Between 2012 and 2013, 

defense contract obligations declined at over 3 times that rate (-16 percent), by far the largest single-

year decline in the 2000-2013 period. This $59 billion drop, from $373 billion to $314 billion, brings 

defense contract obligations to their lowest levels since 2004 ($295 billion).  

 Total defense gross outlays, which declined by 7 percent between 2011 and 2012, fell by 8 

percent under sequestration. Excepting contact obligations, however, gross defense outlays actually 

increased slightly (1 percent) between 2012 and 2013. The data clearly show that contract obligations 
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were disproportionately a source of budget savings under sequestration, which is not surprising, given 

that military personnel accounts were exempted from cuts under sequestration. 

Defense Contract Obligations by Component, 2008-2013 

 
Source: FPDS; CSIS analysis 

Many of the decisions of how to comply with the sequestration budget levels were made at the 

component level within DoD, so it is worth examining and comparing how the major DoD components 

fared. Contract obligations by the Army, which declined by 15 percent between 2011 and 2012, 

continued to decline dramatically in 2013 (-21 percent). Air Force contract obligations, which increased 

by 5 percent between 2011 and 2012, declined slightly faster (-22 percent) than for the Army. Contract 

obligations by the Defense Logistics Agency (DLA) declined at the highest rate (-23 percent), but this 

comes after a large one-year surge in contract obligations for fuels in 2012. A large portion of that 

decline from 2012 is simply a return to prior levels of obligations for fuels. 

 The category of “Other DoD”, which includes all DoD contracting functions (such as the Missile 

Defense Agency and TRICARE)  not captured by the other four component categories, declined slightly 

faster than overall defense contract obligations between 2012 and 2013 (-18 percent), after showing 

mild growth (3 percent) between 2011 and 2012. A major driver of this decline, however, was the 

removal from FPDS of most contract obligations by the Defense Commissary Agency (DeCA)2. 

                                                           
2
 Though this removal is permissible under the FAR, the study team is concerned about the loss of transparency 

into over $5 billion of contract obligations by DeCA, which represents over 1 percent of annual contract 
obligations.  
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Interestingly, Navy contract obligations, which declined at over twice the rate of overall DoD between 

2011 and 2012 (-11 percent), declined at one-eighth the rate of overall DoD between 2012 and 2013 (-2 

percent). Unlike the Army and Air Force, where contract obligations for products and R&D declines more 

sharply than those for services, Navy contract obligations for services declined more sharply than those 

for R&D, while Navy products contract obligations actually increased under sequestration. 

 The stability of Navy contract obligations under sequestration is the most notable trend here, 

but the study team will investigate the specific sources of decline within each of the components as part 

of the analysis for the full 2013 Defense Contract Trends report. 

Defense Contract Obligations by Product or Service Code (PSC) Area, 2008-2013 

 
Source: FPDS; CSIS analysis 

For this analysis, contract obligations are classified by CSIS as products, services, or R&D by government 

Product or Service Code (PSC).  

There have been numerous anecdotal reports, both in the media and in conversations that the 

study team has had with industry, about how contract obligations for services were being specifically 

targeted for cuts under sequestration. As seen in the chart above, however, contract obligations for 

services have actually declined more slowly (-14 percent) than overall DoD between 2012 and 2013, 

although still at twice the rate of decline observed between 2011 and 2012 (-7 percent). Within services, 

contract obligations for information and communications technology (ICT) services and medical (MED) 

services both declined more slowly than overall services contract obligations. Professional, 

administrative, and management support (PAMS) services, which have been targeted for cuts in recent 
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years (in particular through OMB guidance to reduce contract obligations for management support 

services) fell at a rate comparable to overall services, while equipment-related services (ERS) and 

facilities-related services & construction (FRS&C) both declined more steeply than overall DoD services. 

 Contract obligations for products declined at a rate slightly faster than for overall DoD (-17 

percent) after declining more slowly than overall DoD between 2011 and 2012 (-3 percent). This was 

driven by a sharp decline in contract obligations for fuels by DLA after an anomalous one-year increase, 

as well as the removal of the majority of DeCA contract obligations from FPDS (most of which were for 

products), as discussed in the previous section. Excepting these two factors, contract obligations for 

products declined less steeply (between -12 percent and -13 percent) than overall defense contract 

obligations. 

 Contract obligations for R&D declined notably faster than overall DoD contract obligations (-21 

percent), after declining between 2011 and 2012 (-10 percent) at twice the rate of overall DoD contract 

obligations. At $28.2 billion, DoD contract obligations for 2013 represent the lowest level of obligations 

since 2001.This conforms to the predictions of Secretary Kendall in a September 2013 speech: “If we're 

talking about an overall budget cut of 10 percent across the department, you can about double that for 

the R&D and procurement accounts.”3 It is important to note the distinction between R&D as 

categorized by PSC and the Research, Development, Test, and Evaluations (RDT&E) appropriations 

account. What CSIS classifies as R&D makes up only half of the contract obligations under RDT&E, with 

the rest evenly split between products and services. Interestingly, R&D contract obligations within the 

RDT&E account declined more slowly (-17 percent) under sequestration than did overall R&D, while R&D 

contract obligations funded out of accounts other than RDT&E (-29 percent) declined more steeply. 

Unlike the 2009-2012 period, where the declines in R&D were driven by major defense 

acquisition programs (MDAPs) either being cancelled or maturing out of R&D4, the decline between 

2012 and 2013 appears to be broad-based and not primarily tied to a few large development programs. 

R&D contract obligations for early-stage R&D declined slightly faster than the overall rate of decline for 

DoD contract obligations, while R&D contract obligations for mid-stage R&D declined notably faster than 

overall DoD. By contrast, R&D contract obligations for Operational Systems Development (development 

to upgrade currently-fielded or in-production systems) declined at half the rate of overall DoD. 

  These data seem to indicate that DoD has exhausted its ability to preserve overall R&D contract 

spending by targeting large, underperforming programs or letting programs mature from R&D to 

                                                           
3
 Jared Serbu, “DoD research, acquisition face double whammy from sequestration,” Federal News Radio, 

September 5, 2013. Available at http://www.federalnewsradio.com/394/3442329/DoD-research-acquisition-face-
double-whammy-from-sequestration 
4
 See the FY2012 full report, U.S. Department of Defense Contract Spending and the Supporting Industrial Base, 

2000-2012, page 23-24. https://csis.org/publication/us-department-defense-contract-spending-and-supporting-
industrial-base-2000-2012 
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procurement, and that sequestration has led to real, significant cuts in DoD investment in contracts 

classified as research and development, particularly in early-to-mid-stage R&D.  

Final Thoughts 

The impact of sequestration on DoD contract obligations has been as large as many observers had 

predicted, if not larger. Unsurprisingly, the cuts have been particularly harsh for R&D, which analysts 

and policy makers predicted would shoulder a disproportionate share of the cuts under sequestration. 

Despite the overall reductions, there are some protected portions of the budget: the decline in overall 

services is not as large as some had predicted, products declined moderately (excepting two anomalous 

sources), and the Navy was able to largely preserve (and even increase) contract obligations for major 

platforms such as the Joint Strike Fighter. 

 This analysis represents an initial picture of the impact of sequestration on DoD contract 

obligations. NSPIR will delve deeper into the root causes of the trends identified in this analysis and 

broaden the scope of this analysis to other contract characteristics (such as level of competition, pricing 

mechanism, and contract vehicle), as well as the effect of these trends on the industrial base that 

supports DoD in preparation for the release of the latest update to NSPIR’s analysis of defense contract 

trends later this spring. Further analysis of notable trends will be posted to the project website: 

http://www.csis.org/NSPIR/DoD.  

Jesse Ellman is a Research Associate with the National Security Program on Industry and Resources at 

the Center for Strategic and International Studies. Inquiries can be directed to him at jellman@csis.org 
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