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Abstract: In June 2017, the Canadian government issued a new defense policy
titled Strong, Secure, Engaged: Canada’s Defence Policy. The policy is designed to
indicate Canadian defense priorities during a 20-year horizon with increases in
both defense spending and the size of the military. Since its release, commen-
tary on the policy has varied across the spectrum, ranging from positive support
to very negative criticism. Now more than a year later, the discussion focuses on
the status of implementation based on the 20-year program articulated in the
policy. This article highlights two specific aspects of the policy: the budget and
acquisition challenges of its implementation. The article reviews the broad con-
text and intentions of the policy, reviews the budget challenges followed by the
acquisition challenges associated with implementing the policy, and concludes
by arguing that it is much too early in a 20-year implementation time line to be

negative about the future prospects.
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n June 2017, the Canadian government issued a new defense policy called
Strong, Secure, Engaged." The policy was issued after significant consulta-
tion with allies, members of parliament, interest groups, and the Canadian

public. The policy is presented as one that “offers clear direction on Canadian
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defence priorities on a 20-year horizon. It increases the size of the Canadian
Armed Forces, afirms Canada’s unwavering commitment to its long-standing
alliances and partnerships, and provides vital new investments to ensure our
women and men in uniform have the modern tools they need to succeed in—
and return home safely from—operations.” Since its release, commentary on
the policy has varied, ranging from positive support to very negative criticism.

Now, more than a year later, the discussion focuses on where implementa-
tion is currently for the 20-year program articulated in the policy. The intent of
this article is to highlight two specific aspects of the policy: the budget challeng-
es of implementing Strong, Secure, Engaged (SSE) and the acquisition challenges
of implementing SSE. A separate but related issue is the intended sequencing of
implementation. The article will first review the broad context and intentions
of the policy and then present some of the criticisms that have been identified
more recently. Next, the article will review the budget challenges, followed by
the acquisition challenges associated with implementing the policy, and con-
clude by arguing that it is much too early in the implementation process to be

negative about the future prospects.

Strong, Secure, Engaged
The new defense policy is a significant policy statement by the government. SSE
provides a commitment to grow the budget on a cash basis from $18.9 billion
in 2016-17 to $32.7 billion in 2026-27.% SSE indicates that the policy is rigor-
ously costed, transparent, and fully funded.* This is a 70 percent increase in the
budget in the next 10 years. As Eugene Lang has observed, the government did
not campaign on increasing defense spending and “the coalition of voters that
elected the Trudeau Liberals was not calling for an increase in military spend-
ing.”® The Liberal Party, lead by Justin Trudeau, defeated then-prime minister
Stephen Harper and the Conservative Party in the fall election of 2015. As the
leader of the Liberal Party, Justin Trudeau campaigned on growing the middle
class and on increasing spending for more traditional social policy issues such as
education and health care. The only significant references to defense were that
he would not buy the Lockheed Martin F-35 Lightning II and that he would
return to United Nations peacekeeping missions. Upon election, the new gov-
ernment committed to launching a defense policy review. This was consistent
with past practices for Canada when ruling parties change. New governments
have generally conducted defense policy reviews and issued a defense policy
document.

The growth in funding for SSE is even more significant when one acknowl-
edges that Canadian governments have generally not significantly increased
defense spending when running deficits. Typically, when revenue shrinks and

deficits increase, defense spending is reduced to help return to a balanced
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Figure 1. Canadian defense expenditures, 1950-2025 (billions)
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budget. SSE breaks with this tradition. The defense budget is growing while
the government runs a deficit with no immediate plan to return to a balanced
budget.

Figure 1 shows historical defense spending in Canada with the projected
spending that is articulated in SSE. SSE suggests significant budget increases
on a cash basis out to FY 2026-27. Figure 2 provides the budget forecast that
is advocated in SSE and shows an expected decrease of almost $5 billion a year
in funding post 202627, “reflecting the completion of major capital projects”
that are expected between 2017 and 2027.° The assumption is that, once the
large capital investments are made between 2017 and 2027, defense will then
be recapitalized and will not require as much money to sustain whatever mis-
sions and tasks the government is asking them to fulfill. The difficulty with this
notion is that no one can predict the security environment and subsequent
military capabilities that will be required that far into the future.

More importantly, the government has clarified the funding allocations be-
tween accrual and cash allocations so that “the management and planning of
capital assets will be on a purely accrual basis.”” This is a significant improve-
ment over the previous system that had two separate capital budgets governed
by different rules—one was accrual and the other was a modified cash basis.®
The government has indicated that it will allocate an additional $48.9 billion

during the next 20 years on an accrual basis with $33.8 billion allocated to
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Figure 2. Actual and forecasted defense budget (cash basis)
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Table 1. Defense funding (millions)

Fiscal year  Accrual basis Cash basis Fiscal year  Accrual basis Cash basis

2016-17 $17,148 $18,908 2022-23 $20,870 $26,048

2017-18 $17,174 $20,683 2023-24 $22,092 $29,879

2018-19 $17,636 $21,428 2024-25 $23,278 $31,741

2019-20 $18,677 $21,714 2025-26 $23,899 $31,931

2020-21 $19,464 $24,276 2026-27 $24,551 $32,673

2021-22 $20,015 $23,315

Accrual basis Cash basis

10-year total $207,654 $265,688
20-year total $497,012 $553,003

Source: Strong, Secure, Engaged, 43

capital assets and $15.1 billion allocated to operating requirements.” Table 1
provides the funding identified in SSE for both cash and accrual during the
next 20 years.

Although there are a number of significant policy issues in SSE, what is of
concern for this discussion are the budget and acquisition issues. SSE clarifies
a considerable number of capability initiatives, and it indicates that forecasted
funding for the next 20 years will be $497 billion on an accrual basis and $553
billion on a cash basis.'® This is a significant allocation of money for the gov-
ernment, particularly because they did not campaign on increasing the defense
budget. Nevertheless, there have been several criticisms both when the policy
was first released and more recently as the first-year anniversary of its release has

passed.
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Criticisms related to the budget generally address whether the promised
funding will actually happen and whether the Department of National Defence
(DND) is actually capable of spending the money. Three specific issues are rel-
evant to the first broad area of criticism on whether the promised funding will
actually happen: the dependability of funding, the state of the economy and the

business cycle, and whether the numbers really add up.

Is the Money Really Available Long Term?

A review of past Canadian defense policies illustrates that governments will
often blame or imply blame to the previous government for what ails the Ca-
nadian DND and then promise long-term, stable funding only to alter the
course when the circumstances change. For example, the 1987 defense policy
referenced “decades of neglect and a significant commitment capability gap,”
implying the previous government had not provided the requisite funding to
defense.! The 2008 defense strategy indicated that “through stable and predict-
able defence funding, the Canada First Defence Strategy provides the planning
certainty required to allow the Government to continue rebuilding the Canadi-
an Forces into the state-of-the-art military that Canada needs and deserves.”!?
Again, the implication was that the previous government had failed to provide
adequate funding.

The current government’s SSE indicates “that it is the most rigorously cost-
ed ever developed and fully funded.””® The reality is that these promises are gen-
erally overtaken by events and the promised long-term funding never happens.
The promised increases in the 2008 Canada First Defence Strategy never really
happened because the financial crisis of 2008-9 led to a $2.5 billion reduction
in defense funding. When Canadian governments face fiscal challenges, de-
fense funding is often reduced because it is the largest portion of discretionary
spending. A separate but related issue is whether it is realistic to expect a defense
policy to last 20 years without being changed—and the answer is no. That is not
to imply that senior leaders do not appreciate this fact—they do, but they also
realize that this is the policy today that they need to implement, and they will
deal with adjustments along the way as they occur.

Complicating this generalized observation about resource constraints, the
Canadian economy is likely approaching the end of its current business cycle
if past experience is considered.'* Gross domestic product (GDP) and employ-
ment has been growing since the last downturn in the Canadian economy after
the financial crises in 2008-9. The current trade uncertainty that exists glob-
ally, including whether the recent North American trade agreement is actually
ratified and the broader global challenges based on U.S. priorities, adds to the
uncertainty and increases the likelihood that growth in the Canadian economy

will be at a slower pace. The government’s most recent budget in February 2018
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indicates that planning for the fiscal environment based on average private sec-
tor forecasts will be 2.2 percent for 2018 and less than 2.0 percent from 2019
to 2022. Their fall update remains consistent with this planning forecast and
is a reduction from their planning in the 2017 budget that was utilized for the
development of the SSE."”

The last criticism is how dependable the government’s numbers are, partic-
ularly because they have claimed it is the most rigorously costed defense policy
ever released. Rigorously costed means that a number of different organizations
have agreed to the expected costs for the defense policy. It might very well be
rigorously costed, but the government’s percentage of GDP data does not add
up. The author notes that the governments own projected growth data in its
2017 budget would have allocated 1.4 percent of GDP on defense at $35 billion
versus $32.7 billion, a difference of slightly more than $2 billion. More recent
2018 budget documents indicate that GDP will be $20 billion larger in 2022
than expected in 2017, so 1.4 percent of GDP will be even larger. Although the
intention is not to make a case for establishing defense budgets based on GDD,
the focus on GDP is important in the context of SSE because the government
also has changed how it is defining defense expenditures.’® SSE indicates that
the government is going to include other expenditures that are allowed under
the North Atlantic Treaty Organization (NATO) definition but have not been
part of Canadian reporting prior to this year. What that implies is that the data
in table 2 can be interpreted differently depending on what line in the table you
want to focus on. Spending on defense will actually decrease to 0.79 percent
of GDP and individuals will need to have confidence the table’s “Changes to
Defense Policy” line, which indicates a spending increase of 0.43 percent of
GDP, will actually come to fruition to achieve the 1.4 percent of GDP level."”

There is nothing fundamentally wrong with the government articulating
spending data in accordance with the NATO definition. It does not meet the
targeted 2 percent of GDP agreed to by NATO nations, but it does meet the 20

percent of defense spending target for investment in capital equipment. Never-

Table 2. Forecasted defense spending as a percentage of GDP (cash basis)

2016-17  2018-19  2020-21 2022-23  2024-25

National defense spending 0.97 0.98 0.91 0.85 0.79
Defense spending: other depart- 0.22 0.22 0.19 0.18 0.17
ments

Subtotal 1.19 1.20 1.10 1.04 0.97
Changes to defense policy 0 0.06 0.19 0.24 0.43
Forecasted defense spending 1.19 1.26 1.29 1.23 1.4

Major equipment as a percent- 10.84 19.77 21.83 23.15 3217

age of defense spending

Source: Strong, Secure, Engaged, table 2, 46
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Figure 3. Canadian defense expenditures as a share of GDP (%), 1950-2025

7+ Planned
SSE funding

ddo Jo U
N
1
L]

(NN N NN NN NN NN NN NN EENELIEEEE)
1950 1960 1970 1980 1990 2000 2010 2020
Source: Public Accounts of Canada, Department of Finance Fiscal Reference tables, and Strong, Secure,
Engaged

theless, Canadians need to realize that not all this significant growth in defense
spending as a percentage of GDP is actually going to the Canadian Armed
Forces.

Of note, the 2 percent target is likely never to be achieved in the Canadian
context. Figure 3 shows defense spending as a percentage of GDP from 1950
out to the forecasted growth in 2025. Canadian defense spending has not been
at 2 percent since the early 1970s. In discussing what 2 percent of GDP might
look like in terms of growth over time to reach that target, the author noted that
the defense budget in 2016 would have needed to be approximately $40 billion
rather than the $18.66 billion it was.'® The author also considered growing the
budget to 2 percent of GDP using increments of 0.1 percent or 0.05 percent
per year over time with 2 percent being achieved in 2026 or 2036, depending
on the growth option selected. That translated to a defense budget of $46 bil-
lion in 2026 if growth is 0.1 percent a year and $56.9 billion by 2036. Absent a
global war, the Canadian public would likely not support these levels of defense
expenditures. Even Canada’s lengthy engagement in Afghanistan with people
in harm’s way did not lead to the government increasing defense spending to 2
percent of GDP.

Despite the concerns mentioned above, the increases articulated in the SSE
are substantial and must be viewed as an opportunity moving forward. The

government has provided policy guidance, formulated a funding plan, and the
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money is currently available. DND and the Canadian Armed Forces (CAF)
need to plan on it being available, which leads to the second area of criticism—

can they actually spend the increase in funding?

Can the Department of National Defence

Actually Spend the Money?

Criticism in this area deals with whether the DND can hire the people with
needed skills required to implement the SSE and whether the DND can move
the acquisition and capability projects identified in SSE in a timely manner to
match when the funding is available in the government’s fiscal framework.

Ross Fetterly notes that the “five primary challenges within Defence in im-
plementing the direction in the 2017 Defence Policy are personnel, experience,
sustaining defence as a government funding challenge, support from other gov-
ernment departments and addressing the long-standing legacy of underfunding
capital equipment procurement,” and then goes on to note that “the vexing
issue of enduring military and civilian vacant positions needs to be addressed.”"’
The CAF has had difficulty in recent years with recruiting the number of in-
dividuals required to match attrition rates and now must also grow the force
size by 3,500 to include such specialties as space and cyber, two areas where the
private sector offers significantly more money.

Different but equally challenging issues exist for the civilian workforce.
Recent reductions in the number of public servants as part of the previous
government’s deficit reduction action plan (DRAP) have created gaps in the ex-
perience level for people to manage complex major capital acquisitions. DND
is dealing with this issue, as are other government departments, but it takes
time to provide the necessary education and experiential opportunities. In addi-
tion, the significant number of initiatives in SSE will create external challenges
within the federal system with the other departments that are major players in
the acquisition system.?® As Fetterly notes, similar increases in public servants
within the three key departments will “also be required in order to develop the
enlarged internal capacity to support the defence capital equipment program
on a sustained basis.”!

Without resolving the personnel issues, improving the speed and effective-
ness of the actual acquisition process will be difhicult. This is a recognized issue
and SSE highlights that the priority in the early years of implementation will
focus on workforce issues, both military and civilian. Unlike previous defense
policy documents that began with a chapter on the international or global con-
text, the first chapter of SSE begins with a focus on people and the global se-
curity environment is found in chapter 4.7 In the 111 new initiatives listed in

SSE, the first 28 deal with people issues, while a number of the remaining 83
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have people aspects that will influence implementation.” For example, “grow
and professionalize the defence procurement workforce . . . the addition of new
procurement specialists and enhanced training and professional accreditation
for defence procurement personnel” is one of the initiatives listed under Im-

proving Defense Procurement but is a personnel-related issue.**

Can Acquisition Plans Be Achieved?

Much has been written about improving the procurement process, and defense
procurement reforms have been the subject of reports and studies for decades,
including among many of our traditional allies. For example, Bernard Gray in
his October 2009 review for the United Kingdom’s secretary of state for de-
fense noted that the problem of “Acquisition Reform, as it is generally known,
is a subject only about five minutes younger than the acquisition of military
equipment itself.”® Ross Fetterly’s study of acquisition reforms in other nations
begins with a reference to Stephen V. Reeves and his observation that “during
the past 50 years, defense acquisition reform panels, studies, reviews, and com-
missions occurred with such frequency that they could virtually provide lifetime
employment.”*® Many of Canada’s allies have conducted reviews of their pro-
curement processes and implemented reforms. Unfortunately, most of its allies
remain in the same position as Canada in terms of not achieving the speed and
effectiveness they would like to achieve with military procurement. It is not the
intention to discuss procurement reform here because much has already been
written on this subject but rather to deal with a couple of specific challenges as
it relates to implementing SSE.”

In the context of acquisition challenges, the macro-level critique has been
the inability of DND to actually spend the money that has been allocated for
major acquisitions. David Perry’s Strong, Secure, Engaged So Far notes that cap-
ital spending is falling well short of the planned spending in SSE, with the
2018-19 main estimates identifying $3.7 billion for capital. This is well short
of the $6.6 billion identified in SSE.?® Importantly, Perry makes the point that
DND increased its capital spending by 60 percent during Canada’s engagement
in Afghanistan and that a similar increase now during a peacetime environment
would still not achieve the level of funding identified in SSE.” Figure 4 demon-
strates the challenge emphasized by Perry. The requirement to move a signifi-
cant number of large capital investment projects also highlights the importance
of getting the people issues, which includes the number of people and also their
qualifications and skill sets, sorted out first.

An additional complicating factor is that the initiatives outlined in SSE to
improve the process are incremental in nature and only really apply to DND

and not the other departments involved in the process. Initiatives 94 through
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Figure 4. Projected capital spending under SSE compared to a projection assuming spending

increases at the same rate as between 2005-6 and 2010-11
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100 are designed “to streamline defence procurement, better meet the needs of
the military, and deliver projects in a more timely manner.”* These are summa-
rized by Perry as:

reducing project development and approval timelines by at

least 50 percent; increasing DND’s delegated contracting au-

thority to $5 million by 2018; increasing transparency with

defense associations; providing regular project updates; grow-

ing and professionalizing the procurement workforce; incen-

tivizing Canadian research and development; and ensuring

procurement adheres to environmental standards.”

As Eugene Lang notes, most of these “are holdovers from the 2014 Defence
Procurement Strategy of the previous government” and “suggests it [DND]
sees the responsibility for defence procurement problems lying largely out-
side its domain and inside the realms of the other departments involved in the
process.”* Although this may be more critical than required, since there are
problems in the other departments as well, Lang’s broader point that the other
departments “face no pressure to improve or streamline their part of the process
to help DND spend its capital” is true.”® Until the prime minister actually tells
the ministers that they need to care and the deputy ministers have support-
ing DND as part of the performance bonuses, there will be no incentive for a
whole-of-government priority for implementing all of the initiatives in SSE. It
is up to DND to lead this process and make it happen.*

Budget and Acquisition Challenges



Conclusion

Despite the criticism that exists about where DND is with the implementa-
tion of SSE, this can also be considered a very positive time to be in Canadi-
an defense. SSE has actually prioritized people first and has a stated intention
to get both the numbers of people and the skill sets and qualifications sorted
out so that it can actually get on with all of the other initiatives articulated in
SSE. Capital spending will remain a challenge but changes within the internal
governance process, a more deliberate focus on business analytics and measur-
able performance criteria, combined with more top down direction on what
to prioritize when will help. It remains early in the implementation process,
particularly when one considers that only a limited number of people inside
the department had any knowledge of SSE until it was released to the public,
and it is a 20-year plan. Consequently, much of this time has been spent with
staff getting familiar with all of the initiatives and developing the plans for im-
plementation and approval by the leadership. A more valid assessment of the
future longevity of SSE will be required in the coming year as the government
moves into an election cycle and wants to start making decisions and force the

bureaucracy to keep up.
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