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About Deloitte’s Global Defense Outlook 2015
This report examines policies, practices, and trends affecting the defense
budgets and strategies of the 50 nations whose combined defense budgets total
more than 95% of global defense spending (the “Top 50”). Publicly available
information, commercially sourced data, interviews with officials in government
and industry, and analyses by Deloitte’s global network of defense-oriented
professionals were applied to develop the insights presented in the Global
Defense Outlook 2015. This is an independently written report and the data
and conclusions herein have not been submitted for review or approval by any
government organization, corporation, or other institution.
To simplify presentation and illuminate patterns in the data, Deloitte categorizes
each of the Top 50 nations analyzed in this report as “Higher-Income” or “LowerIncome” (defined as Gross Domestic Product Per Capita above or below $20,000)
and as a “Spender” or “Economizer” (defined as percentage of Gross Domestic
Product allocated to defense above or below 2%). This classification produces four
Defense Budget Profiles, comprised of the following nations:
• Higher-Income Spenders: France, Greece, Israel, South Korea, Kuwait, Oman,
Portugal, Saudi Arabia, Singapore, Taiwan, United Arab Emirates, United
Kingdom, and United States.
• Higher-Income Economizers: Australia, Belgium, Canada, Denmark, Finland,
Germany, Italy, Japan, Netherlands, Norway, Spain, Sweden, and Switzerland.
• Lower-Income Spenders: Algeria, Angola, Azerbaijan, China, Colombia, India,
Iran, Iraq, Morocco, Pakistan, Russia, Turkey, and Ukraine.
• Lower-Income Economizers: Argentina, Brazil, Chile, Egypt, Indonesia,
Malaysia, Mexico, Poland, South Africa, Thailand, and Venezuela.
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Executive summary

New defense environment
Rapid, sustained economic development in Asia, and
broad-based declines in levels of military operations,
are poised to reduce global levels of militarization and
to narrow the capability gap between armed forces
worldwide. As the global economy becomes less reliant on
military spending, Higher-Income nations limit the growth
of defense budgets to accommodate domestic economic
priorities, and Lower-Income nations boost defense
budgets to accelerate economic development and enhance
defense capabilities.
Chronic, concentrated violence
Among most of the Top 50, deaths from terrorism and
battle have continued their long-term decline and are
below their pre-9/11 levels. The global conflict situation
can be categorized as chronic, concentrated violence—
chronic because conflict tends to persist in those areas
where it occurs, and concentrated because most conflict
is confined to a small number of countries, most of which
are not among the Top 50 defense spenders. In most of
the world, deaths from terrorism and battle are becoming
much less frequent.
Widening cyber risk gap
The Higher-Income Top 50 nations are growing more
vulnerable to cyberattacks. The highest level of cyberrelated risk is associated with the Higher-Income
Economizers. The Lower-Income Top 50 have significantly
lower levels of vulnerability.

Defense policy challenges for government
and business
Managing defense relationships in Asia:
Institutions versus ad-hocracy
Asia’s share of global defense spending has more than
doubled since 1990 (from 10 percent to 26 percent),
while Europe’s share has dropped from 44 percent
to 24 percent. But shifts in the global quantity and
quality of defense resources have not been matched
by improvements in the institutions and processes used
to manage security challenges, opening the path to
misunderstanding, crisis, and conflict.
Responding to the globalizing defense industry:
Comparative advantage versus autonomy
The worldwide levelling of military technology, as science
and engineering capability becomes more diffuse, may
have less to do with underfunding in America than with
continued Asian economic development. As defense
industrial capability develops, defense leaders will face
difficult decisions about which military technologies to
produce at home and which to buy from an increasingly
capable global defense industrial base.
Promoting defense export growth:
Expanding supply versus flat demand
The non-U.S. Higher-Income nations are limiting the
growth of procurement budgets while Lower-Income
nations are growing procurement budgets and building
defense industrial bases. Defense companies and
governments are responding by promoting exports, but a
mismatch may be growing between defense market supply
and demand.
Managing the rising cost of military compensation:
Cost versus productivity
Accelerating economic development has created new
challenges for defense ministries struggling to recruit and
retain the quantity and quality of personnel required to
operate increasingly sophisticated defense equipment.
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The new defense environment

The combined annual defense budget of the 50 largest
defense spenders now exceeds $1.6 trillion—an amount
greater than the Gross Domestic Product (GDP) of all but the
11 largest national economies”.1 Defense budgets support
national workforces and industrial development, as well as
military capabilities, and these budgets are instruments of
national economic policy as well as defense strategy.
Rapid, sustained economic growth in Asia, and broadbased declines in global levels of military operations, have
transformed the defense environment. Over the next five
years, these deep-rooted trends are likely to reduce global
levels of militarization, and to narrow the capability gaps
between armed forces worldwide—even as vulnerability to
cyberattack grows rapidly in the richest countries.
Declining militarization as budget growth shifts to Asia
As growth and development continue worldwide, the
global economy is becoming less reliant on military
spending. Higher-Income nations are reducing the growth
of defense budgets to accommodate domestic economic
priorities, and Lower-Income nations are generally
increasing defense spending to accelerate economic
development while enhancing defense capabilities.
Defense budget growth shifts to lower-GDP nations
Between 2014 and 2018, the total defense budgets of

the Top 50 defense spenders are projected to increase
by $89B, or about six percent, to $1,690B.2 While the
global defense budget will grow, the total U.S. defense
budget is projected to decline during this period by about
$36B, reflecting reduced budgets for operations and
maintenance. However, the 2018 U.S. defense budget
projection of $544B maintains the U.S. position as the
world’s largest defense spender, with a 34 percent share of
the global defense budget. The 2018 U.S. defense budget
projection is still larger than the combined defense budgets
of the next six highest-spending nations (China, Russia,
India, United Kingdom, Saudi Arabia, and France).3
While U.S. defense budget leadership remains
unchallenged, flat or declining budgets in the U.S. and
other Higher-Income countries contrast sharply with
projected defense budget growth among the LowerIncome nations (see Figure 1). The 26 Higher-Income
nations among the Top 50 defense spenders will reduce
their annual defense budgets by a total of $18B through
2018, while the 24 Lower-Income countries increase their
budgets by $102B in the same period.
China’s projected annual budget increase of $53B by 2018 is
the world’s largest defense budget increase, and it will raise
China’s total defense budget to $229B—about forty percent

Figure 1: Global defense budget growth 2014–2018 by defense budget profile4
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of the U.S. defense budget, and more than four times the
annual defense budget of its regional rival, Japan. China’s
projected budget increase represents sixty percent of the net
increase in global defense budgets through 2018.
Accelerating defense budget growth in China and other
Lower-Income states, and declines or flat budget growth
in their Higher-Income counterparts—how can this be
explained? The sharp distinction on the basis of GDP
suggests an economic answer, rather than a political one.
The thirteen “Higher-Income Spender” nations include five of
the world’s ten largest defense budgets (France, South Korea,
Saudi Arabia, United Kingdom, and United States). Nations
with this defense budget profile already devote an average of
3.5% of GDP to defense, while also enjoying high per-capita
GDP (above $30,000). However, these nations are growing
relatively slowly (in the range of four percent through 2018),
and their defense budgets will also be relatively flat over this

period, with budget growth rates in the one percent range
(excluding the United States, where the defense budget is
projected to decline) (see Figure 2).
The “Higher-Income Economizer” nations include most of
the Eurozone, as well as Japan. Economic growth among the
Higher-Income Economizers is projected to be the slowest
of the four defense budget profiles, at an annual rate of only
1.1 percent through 2018. These thirteen nations devote the
smallest share of GDP to defense (averaging 1.2 percent) and
are projected to hold defense budgets flat through 2018.
While the Higher-Income economies are growing relatively
slowly, the Lower-Income countries are growing rapidly.
The Lower-Income nations devote roughly the same share
of GDP to defense as their Higher-Income counterparts,
but their rapid growth enables accelerated defense
investment. The thirteen “Lower-Income Spender” nations
(including China, India and Russia) devote an average 3.6

Figure 2: Four defense budget profiles5
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percent of GDP to defense (versus 3.5 percent for the
Higher-Income spenders), but their higher average rate of
economic growth (7.5 percent through 2018, versus 4.3
percent for the Higher-Income group) drives six percent
annual growth in defense spending, projected to reach a
thirteen-country total of $475B by 2018, or nearly thirty
percent of the total global defense budget. Even at this
level, the combined budgets of all thirteen Higher-Income
Spenders will approach only ninety percent of the 2018
U.S. defense budget. The combined budgets of the three
largest Lower-Income spenders—China, India and Russia
($388B)—are projected to equal only 71 percent of the
2018 U.S. defense budget, demonstrating the continued
global preponderance of U.S. defense resources.

The 11 “Lower-Income Economizers” are projected to
budget more than $104B for defense in 2018, accounting
for about 6.5 percent of the global defense budget and
twenty percent of the 2018 U.S. defense budget. Brazil’s
budget represents one-third of the total defense budget of
this group, which will increase defense spending at a rate
of two percent annually through 2018, a rate slower than
projected economic growth of 3.2 percent.
Defense growth reflects economic development
The clear shift in defense budget growth toward LowerIncome nations corresponds to changing patterns of global
economic development. Only eight of the Top 50 defense
spenders are projected to grow defense spending at a
faster rate than real per capita GDP. These “fast growers”

Figure 3: Defense budget changes versus GDP growth6
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are Russia, Algeria, Angola, Belgium, Chile, Greece,
Indonesia, and Kuwait (see Figure 3).
Russia’s defense budget is projected to grow by more than
30 percent from 2014 to 2018, reaching $95B, as the State
Armaments Plan (Russian acronym GPV) accelerates and
extends the recapitalization of Russia’s post-Soviet armed
forces. This program, initiated before the current sanctions
program sharply reduced projected Russian economic
growth, includes acquisition of more than 700 new combat
vehicles, 1,545 multirole vehicles,126 new fixed-wing
aircraft, and 88 helicopters as well as recently-commissioned
ballistic missile submarines and new Intercontinental Ballistic
Missiles (ICBMs).7 Slowing Russian economic growth, driven
by sanctions stemming from operations in Ukraine, and
the long-term demands of Russia’s defense recapitalization
effort resulted in projected defense spending growth
exceeding the projected GDP growth rate.
The defense budgets of the remaining seven “fast
growers” will average only $8.5B in 2018. At a total
of $59.4B, the budgets of the seven non-Russian fast
growers represent only three percent of the projected
global defense budget. All of the remaining 42 nations,

accounting for more than 90 percent of the total global
defense budget, are projected to increase defense
spending at rates less than or equal to their projected rates
of real per capita GDP growth.
Declining defense share of global economy
As defense spending growth settles to rates below real
economic growth rates, the global economy has become
less militarized—devoting smaller shares of economic
output, labor and government expenditures to defense.
This pattern is consistent across most of the Top 50 defense
spenders, and spans the period since 1990 (see Figure 4).
“Militarization” occurs when nations make policy decisions
to commit disproportionate or rapidly-growing shares
of their economic resources to national defense, moving
scarce resources from the private sector or from other
public purposes into defense spending.
Most economic evidence indicates that development is
actually reducing the level of militarization in the global
economy. The share of real national GDP devoted to
defense budgets declined between 1990 and 2012 in the
U.S., China, Russia, and countries in every defense budget
profile, except in the Lower-Income Spenders, where it

Figure 4: Defense share of national economies8
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increased from 1.7 percent to 2.8 percent. Most of this
change was driven by India, Turkey, Algeria, and Pakistan.

In every defense budget profile—even in the U.S. and
China—defense is projected to consume a reduced share
of government expenditures.

Nations increase the share of their labor force devoted
to defense when they militarize, through conscription or
other measures. But the defense share of labor force fell
in the U.S., China, Russia, and all four defense budget
profiles. Defense-related work occupies a shrinking share
of the global labor force.

Worldwide, by multiple measures, and over an extended
period, the global economy has become less dependent on
defense spending.
Conventional Asset Inventories Decline, and
Operations Budgets Flatten
As the global economy has become less militarized, the
Top 50 defense spenders have reduced their inventories of
conventional military assets—active duty personnel, tanks,
principal surface combatants and combat aircraft (see
Figure 5). Active-duty personnel numbers have declined
in every defense budget profile, except the Lower-Income
Economizers, where relatively small forces (averaging
209,000 active duty personnel per country), low personnel

As economies develop and citizens increase their incomes,
governments are pressed to provide social services
including civil infrastructure, education, and health care,
in addition to national defense. If a national economy is
becoming more militarized, then it would be expected
to devote a larger share of government expenditures to
national defense, diverting resources from other public
purposes. But Figure 4 shows that this has not occurred.
Figure 5: Changes in conventional asset inventories 2010-20149
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costs (averaging $31,000 per active-duty service member),
and lower levels of defense technology create incentives to
increase active duty members.
Tank inventories have dropped sharply worldwide, as the high
fixed cost and low utilization of these systems have reduced
their perceived value. Combat aircraft inventories have
generally fallen, except among the Higher-Income Spenders,
where advanced technology and higher budgets support
acquisition and operation of these sophisticated systems.
Lower operating tempo across most of the Top 50, driven
by the reduced scope of U.S. operations in Afghanistan
and Iraq, has produced relatively flat global operations and
maintenance budgets, which are expected to grow globally
by less than one percent through 2018, remaining at $487B.
While the global operations budget is flat, the underlying
pattern aligns with broader trends in the total defense
budget. The U.S. projected reduction in operations and
maintenance shown in Figure 6 is only slightly offset
by marginal increases among the other Higher-Income
nations, producing a net decline in the Higher-Income

operating and maintenance budgets of $27.9B by 2018.
The U.S. reduction in operations and maintenance
accounts for 87% of the total reduction in the U.S. 2018
defense budget. This decline is fully offset by increased
operating budgets in the more rapidly-growing LowerIncome nations, including projected 2018 increases of
$11B by China, $7.8B by Russia, and $3.5B by India. Other
Lower-Income nations add $6.2B.
Declining militarization, reduced conventional weapon
inventories, and globally flat operations and maintenance
budgets—why would these policies be adopted, if the
global security situation is becoming more dangerous? One
part of the answer is that for most of the world—including
the Top 50 defense spenders—the security situation has
actually been improving since the turn of the 21st century.
Chronic, Concentrated Violence
Armed conflict—battle or terrorism—is a costly and
highly-visible indicator of the global defense environment.
While the human toll inflicted by battle and terrorism is
shocking and excessive, the global increase in deaths from
battle and terrorism has been largely confined to a small

Figure 6: Changes in global operations and maintenance budgets10
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number of very low-income countries, mostly outside the
Top 50 defense spenders. Among the Top 50, deaths from
terrorism and battle have continued a long-term decline
and are well below pre-9/11 levels. The global conflict
situation can be categorized as chronic, concentrated
violence—chronic because conflict tends to persist in those
areas where it occurs, and concentrated because most
conflict is confined to a small number of countries, most
of which are not among the Top 50 defense spenders. In
most of the world, terrorism and battle-related deaths are
becoming much less frequent.11
Between 1997 and 2013, annual global deaths from terrorism
increased by more than 102 percent, rising from 10,955 to
22,178.12 However, terrorism-related deaths actually declined
among the Higher-Income nations in the Top 50. Only

one-third of the increase in annual terrorism-related deaths
occurred in Lower-Income Top 50 nations—specifically, Iraq
and Pakistan. The remaining two-thirds of the increase in
global terrorism-related deaths occurred in Lower-Income
nations with defense budgets smaller than those of the Top
50—primarily Afghanistan, Nigeria, Syria, and Yemen.13
The upward spiral in terrorism-related deaths since 1997
reflects chronic violence in these areas—not a broad global
increase in lethal terrorism. In fact, the six chronic-conflict,
high-terrorism countries—Afghanistan, Pakistan, Iraq, Nigeria,
Syria. and Yemen—account for 80 percent of all terrorismrelated deaths in 2013, and more than half of all global
deaths from terrorism since 1997. From 1997 to 2013, the
number of countries suffering five or more terrorism-related
deaths declined by nine, from 52 to 43.

Figure 7: Changes in deaths from terrorism and battle 2000–201314
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While the total number of terrorist incidents has increased,
rising from 3,204 in 1997 to 11,952 in 2013 (273
percent), the lethality of terrorist incidents has declined
by 46 percent, from 3.4 killed per incident in 1997 to 1.8
in 2013.15 Terrorism has become more geographically
concentrated and more frequent, but also less lethal.
Battle-related deaths have followed a similar pattern.
Between 1997 and 2013, battle-related deaths totaled
538,200 worldwide, of which fewer than three percent
were suffered by Higher-Income Top 50 nations.16 In
2013, 87 percent of worldwide battle-related deaths were
incurred by seven low-income nations—Syria, Afghanistan,
Iraq, Pakistan, Nigeria, Congo, and South Sudan. Since
1997, annual battle-related deaths worldwide have
increased by 18 percent, with all of the increase accounted
for by low-income nations outside the Top 50.
For the Top 50 defense spenders, terrorism and battlerelated deaths are infrequent, and have declined well
below their 1997 levels. In the few low-income states
where chronic violence has persisted, both terrorist-related
and battle-related deaths have increased. In 2015, the
global centers of violence remain Afghanistan, Pakistan,
Iraq, and Syria.
Widening cyber risk gap
While the Top 50 face declining risks from terrorism and
battle-related deaths, the vulnerability of the Higher-Income
Top 50 to cyber-based attacks appears to be increasing.
Estimating the actual number or frequency of
“cyberattacks” is challenging, because no consistent
definition of cyberattacks is in wide use, and because
public data on incidents which might be categorized
as cyberattacks is anecdotal and unreliable. While the
Top 50 defense spenders acknowledge the existence of
cyber-related defense programs, the budgets, objectives,
organizations, and operations related to these programs
are not fully disclosed.
However, public data on the reliance of national
economies on Internet-related communications is widely
available. Estimating and comparing the changing reliance
of the Top 50 nations on these technologies permits a
rough assessment of the vulnerability of the Top 50 to
cyber-related attacks. Deloitte used historical data from

12

the International Monetary Fund World Development
Indicators to develop a Cyber Risk Index using each
nation’s rate of mobile cell subscribers, number of secure
Internet servers, fixed broadband subscribers, and rate
of Internet use.17 While the index does not include key
aspects of national vulnerability and risk, including (for
example) the level of security and countermeasures in
place, the number of military and government systems
exposed to the Internet, and many other useful variables,
the index provides a straightforward, publicly-verifiable
basis for rough comparison of changing national
vulnerability over time. The Cyber Risk Index assigns a value
of 100 to the 2008 average total score across the entire
Top 50 as the baseline for comparison (see Figure 8).
The highest level of cyber-related risk is associated with
the Higher-Income Economizers, with Netherlands,
Switzerland, and Denmark identified as the three highestrisk nations. The Lower-Income nations within the Top
50 have far lower levels of vulnerability, with scores a full
order of magnitude lower than the Higher-Income nations.
The wide gap in vulnerability between Higher-Income
nations—where defense budgets are flat or declining—
and Lower-Income nations with rapidly-increasing defense
budgets may point toward an emerging defense challenge.
For example, South Korea (2013 index score 527), the U.S.
(358) and the United Kingdom (344) appear to present far
higher vulnerability to cyberattack than India (21), China
(36), and Russia (67)—and each of these Lower-Income
nations has publicly committed to developing cyber
capabilities. The Lower-Income nations may be prepared
to behave more aggressively in cyberspace, because their
economies appear much less vulnerable to cyberattack
than their Higher-Income counterparts.
As the Higher-Income Top 50 countries have grown less
exposed to battle-related deaths and terrorism, their
vulnerability to cyberattack appears far greater than that of
the Lower-Income Top 50 and other nations—or nonstate
actors—who may be developing offensive cyber capabilities.

Figure 8: Cyber risk index values 201318
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Defense policy challenges for
government and business
Managing defense relationships in Asia:
Institutions versus ad-hocracy
Viewed in historical perspective, Asia’s share of global
defense spending has more than doubled since 1990
(from 10 percent to 26 percent), while Europe’s share has
dropped from 44 percent to 24 percent. Rapid economic
development continues to drive substantial increases
in Asian defense budgets. By 2018, as global defense
spending increases by six percent, defense budgets in
Asia are projected to grow by over 19 percent to about
$612B. In 2018, Asian nations will command more
than half of non-US global defense procurement and
two-thirds of non-US defense research and development.
But these profound shifts in the global quantity and
quality of defense resources have not been matched
by improvements in the institutions and processes used
to manage security challenges, opening the path to
misunderstanding, crisis, and conflict.
Unlike the Atlantic community, which has relied on the
strong institutional framework of North Atlantic Treaty
Organization to coordinate defense policies, manage
crises, and set common standards and practices for
defense equipment and procedures, Asia lacks broadbased security-management institutions. The Association
of Southeast Asian Nations (ASEAN) was not established as
a defense community, and its limited ability to coordinate
regional defense activities was evident in the response to
recent incidents in the South China Sea, the Malaysian
Airlines 370 disappearance and Typhoon Haiyan. Japan,
China, India, Russia, Pakistan, the U.S., and other key
regional players are not full members of ASEAN, further
limiting its potential. However, the recently-revitalized
ASEAN Defense Minister’s Meeting (ADMM) has begun
to work on regional security issues, including potential
actions to reduce tensions in the South China Sea, establish
direct communications links among defense ministries,
and other cooperative measures.19 Competing regional
security concepts , including Chinese proposals for regional
partnerships and ongoing U.S. efforts to promote bilateral
relationships, indicate that broad-based security institutions
appear unlikely to emerge in the short term.
In place of regional institutions, Asian nations are pursuing
two forms of collaboration—bilateral and issue-specific
security agreements to manage the context of defense
relationships, and technical collaborations to build national
defense-industrial capability. The emerging Sino-Russian
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relationship exemplifies the first form of collaboration, while
the Japan-Australia relationship exemplifies the second.
The key bilateral collaboration in Asia-Pacific remains the
U.S./Japan alliance, which is evolving as Japan re-examines
its defense policy and the U.S. retrenches following
extended operations in Iraq and Afghanistan. Although the
core of the relationship appears sound, policy changes now
underway will require years to mature, creating additional
uncertainty and security risk across the region.
The emerging Sino-Russian relationship may alter
fundamentally the defense landscape in Asia-Pacific,
although the scope and depth of this relationship is likely
to develop over a long period.
New bilateral collaborations are emerging in response to
shifts in US policy and the increasing weight of Chinese
defense resources. Australia’s active military diplomacy
exemplifies this approach, as Canberra develops new or
enhanced relationships with Japan, Indonesia, Myanmar,
India, New Zealand, and other defense ministries.
Canberra’s efforts are mirrored by other regional powers,
such as Bangladesh, which is developing a partnership with
Russia focused on submarine technology, and Indonesia,
whose bilateral defense relationships now reach to China,
Canada, Russia, and Myanmar as well as Australia.
Defense policymakers will need to address the widening
gap between Asia’s growing defense resources, and the
institutions used to manage the interactions among Asian
and other national defense forces.
Responding to the globalizing defense industry:
Comparative advantage versus autonomy
The U.S. Defense Secretary has expressed his department’s
concern that increased defense budgets in China, India
and Russia have eroded the U.S. military-technical
advantage, and he therefore requested more funding for
advanced research.20 But the worldwide levelling of military
technology, as science and engineering capability becomes
more diffuse, may have less to do with underfunding in
America than with continued economic development. As
defense industrial capability develops, government and
business leaders will face difficult decisions about which
military technologies to produce at home, and which to buy
from an increasingly-capable global defense industrial base.
In 2018, the projected U.S. defense R&D budget of $63B
will still comprise 58% of the entire global defense R&D
budget. However, Asian and other developing nations

place heavy priority on defense innovation. Defense R&D
is the fastest-growing budget category in Asia, projected
to rise by 29 percent from 2014 to 2018. Some 77 percent
of the total increase in defense research and development
through 2018 will come from China, India, and Russia,
while the R&D budgets of the Higher-Income nations
remain relatively flat (see Figure 9).
China’s declared policy commitment to reach the global
defense technology frontier by 2020—demonstrated by
emergence of the J31 stealth aircraft21, naval aviation,
cyber capabilities, and a military space program—has
catalyzed a region-wide move toward advanced defense
technology, including naval aviation, precision strike,
stealth, network communications, and cyber. The race
toward the global technology frontier is seen as both an
essential element of defense policy, and a key contributor
to economic development. Research partnerships applying
increased R&D funding, technology-transfer agreements,
growing import/export relationships and investment in
domestic industrial capacity are underway across the
Lower-Income Top 50, and appear likely to reduce the

technical edge previously enjoyed by the U.S., when it held
a near-monopoly on advanced technology.
As technical capability advances, the Lower-Income nations
are boosting their spending on defense procurement
to obtain new capabilities and to raise the level of
development of their domestic defense industries through
privatization and reduced imports. By 2018, worldwide
defense procurement will increase 16 percent above 2014
levels, with China, Russia, India, and the Lower-Income
nations accounting for 57 percent of the increase (see
Figure 10).
China has, for the first time, allowed non-state owned
corporations to undertake research, development, and
production as prime contractors.22 This change comes
as China has become the third-biggest arms exporter.23
Meanwhile, Russia is considering doubling wages and
issuing draft deferments for workers in the defense
industry. Industry and Trade Minister Mr. Denis Manturov
stated the goal is to double averages wages by 2020,
indicating Russia’s priority on raising the productivity of the
defense industrial workforce.24 President Putin has made it

Figure 9: Changes in global defense R&D budgets25
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government policy to displace foreign suppliers, as Russian
firms currently make their own versions of just 58 of 206
imported defense products.26 Prime Minister Modi of India
has continued a “Made in India” program to transform
the country from an arms importer into a manufacturing
powerhouse, but the program has yet to attract a large
domestic weapons project. To achieve India’s goal of
strong domestic defense industry, the government will rely
on foreign investment and privatization.27, 28
If these efforts are successful, then defense production
can be expected to become more globalized, much as
automotive and industrial production has done since
the 1980’s. Defense policymakers will face challenging
decisions about sourcing defense equipment and about
allowing foreign participation in the value chains of this
equipment. The need to balance domestic industrial
development against the cost and quality of defense
equipment will present new challenges for the LowerIncome nations—which previously relied on imported
defense goods—and for Higher-Income nations, which
will have new opportunities to consider globalizing their
defense supply chains. These emerging challenges are

apparent in the current debates over national roles and
contributions in the next-generation Australian submarine
(potentially involving Japanese coproduction), and in the
global scope of the US Joint Strike Fighter (F-35).
Promoting defense export growth: Expanding
supply versus flat demand
The non-US Higher-Income nations are slowing the
growth of procurement budgets (expected to increase by
only $7.4B across 25 countries by 2018), while LowerIncome countries are growing procurement budgets and
building defense industrial bases. Defense companies and
governments are responding by promoting exports, but a
mismatch may be growing between defense market supply
and demand.
In 2014, the top ten defense exporting nations accounted
for 88 percent of all international arms exports, and
61 percent of global defense procurement.29 These 10
leading exporters also represent 59 percent of all expected
growth in defense procurement through 2018. All 10 have
indicated that they intend to continue growing exports,
and both Japan and India also signal that they intend to
export defense equipment.30 Adding the new entrants to

Figure 10: Changes in global procurement budgets31
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the established ten export leaders accounts for 70 percent
of global defense procurement in 2018.
But the export leaders are unlikely to increase exports by
selling to the other top exporting countries. For example,
50 percent of Russian weapons exports currently go to
India and China, which have adopted new policies to
reduce imports and grow exports of their own products.32
The largest US export customers are Korea, UAE, and
Australia, accounting for 25 percent of total U.S. exports,
and the U.S. does not export to Russia or China. To expand
exports, the leading countries and new entrants will need
to sell to countries outside the group of 12 leaders.
After excluding the top 12 leading exporters and new
entrants, there remain 79 nations with reported defense
procurement budgets.33 Of these, 68 project total
procurement budgets of less than $2B in 2018 and only
three—South Korea, Saudi Arabia, and Australia—have
procurement budgets greater than $5B. Across the set of
79 potential growth markets, total defense procurement
is projected to total $93B in 2018, growing by only $7B
from 2014 levels. Even if all of this projected growth is
captured by export sales from the 12 leaders, total national
shares of this procurement growth would average less
than $600M per country. But the actual share is likely to be
far less, because the three large markets are already heavily
influenced by U.S. defense systems, and because the small
markets are also aligned with existing export partners,
creating high barriers for new entrants.
For defense companies in countries intending to grow
exports, this means that realistic demand projections
must take into account the relatively small size and limited
growth potential of new markets, and the reality of high
barriers to entry created by incumbent weapons suppliers
and their respective national governments. For defense
ministries, the realities of the global export market suggest
caution when sizing or budgeting acquisition programs if
significant volumes are assumed to come from exports. Flat
procurement markets at home will not necessarily be eased
by finding new overseas markets for defense equipment.
Managing the rising cost of military compensation:
Cost versus productivity
Accelerating economic development has created new
challenges for defense ministries struggling to recruit and
retain the quantity and quality of personnel required to
operate increasingly-sophisticated defense equipment.
Lower- Income countries attempting to professionalize

their forces are considering whether to re-instate
conscription or to incentive military service when other,
more lucrative options are available in the private
sector. Higher-Income nations with established policies
of volunteer service are exploring new approaches to
incentivize military service—including promises of better
working conditions and increased long-term personal
financial benefits. Nations in all four budget profiles are
addressing the new reality that the skills required for
successful military service increasingly mirror skills which
are in high demand in more lucrative civilian occupations.
Costs per active-duty service member have risen as defense
ministries compete with private employers (see Figure 11).
The trend has been most pronounced among the LowerIncome Spenders, where personnel budgets per activeduty service member increased by 33 percent between
2010 and 2014.
The Indian armed forces are struggling to fill officer ranks,
particularly at the junior levels. A senior official stated, “The
[Pay Commission] has made military salaries more attractive
than ever before but they are far outstripped by the pay
packages and perks brandished by the corporate sector.”34
Defense Minister Mr. Manohar Parrikar told Parliament
that shortfalls would be made up within eight to 10 years
through increased salaries, better housing, and a flexible
leave policy.35 Facing similar challenges, China is relaxing
its entry requirements (height and weight standards) and
offering new benefits for recruits in specific regions.36 The
Russian military is also looking to professionalize its military
ranks—especially as it spends more on military technology.
The Defense Ministry is offering recruits a bonus payment,
subsidized mortgages, and other benefits.37 President Putin
signed a decree allowing foreigners to serve in the Russia
armed forces as part of a larger effort to professionalize
the military.38
Higher-Income countries have focused more on retaining
current service members and improving the economic
value of military service. The U.S. Secretary of Defense
recently expressed his belief that the military would have
to work harder to attract the “best and brightest” due
to accelerating U.S. economic growth.39 He proposed to
identify ways to reduce the cost of college to encourage
military service, identify new ways to bring mid-career
people with specialties such as cyber into the military,
and enable military personnel to take career pauses for
personal reasons.40 Germany has introduced a series of
retention-related reforms for the Bundeswehr including
Global Defense Outlook 2015 Defense and Development
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a 41-hour week for service members not on foreign
missions, part-time work, and a slight increase in service
pay and bonuses for some roles.“41

Economic development appears likely to continue
affecting the personnel costs and labor practices of
defense ministries worldwide, and to erode the labor cost
advantage of Lower-Income nations, afforded by past
practices of conscription and low pay. As the costs of
active-duty personnel approach those of the civilian labor
market, defense ministries will face new challenges in
evaluating the costs and risks associated with outsourcing
or contracting for non-core services, and in managing
active forces to maximize retention and productivity.

Economic growth is also affecting Japan’s military
recruitment, as applications have declined by more
than 10%. The Ministry of Defense linked the decline to
continued economic recovery and to preference for whitecollar careers over service in the Self-Defense Forces.42
To respond, the Japanese Government has leveraged
posters and cartoon characters to attract recruits.

Figure 11: Changes in personnel account budgets per active-duty service member33
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Rapid and extended economic growth in Asia, falling levels
of military violence among the largest defense spenders,
and increasingly sophisticated military technology—
including traditional military systems and emerging
cyber capabilities—are transforming the global defense
landscape. Development is pushing aside the longstanding U.S. preponderance in defense, and presenting a
fundamentally different reality, in which military-technical
capabilities, personnel costs and defense industrial bases
converge toward global parity.

The emergence of new vulnerability to cyber threats—
most pronounced among the Higher-Income nations—and
the absence of reliable security-management institutions
in Asia, present significant new challenges for defense
policymakers and industry leaders. How the world copes
with these challenges appears likely to shape the course
and outcome of the years ahead.
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