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THE FUTURE OF DEFENSE SPENDING
With the war in Ukraine ongoing and geopolitical tensions with China showing no
signs of receding, there is a renewed focus on defense spending not seen since the
Cold War. Consequently, we expect investor interest in the defense industry to remain
high in the coming years. This piece reviews critical aspects of the defense industry
and highlights where future modernization dollars could be spent.
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The Department of Defense (DoD) is America’s largest government agency with the mission
to provide the military forces needed to deter war and ensure our nation’s security. The DoD
and Department of Energy (responsible for nuclear activity) together have annual budgets for
research and development (R&D) of new technologies that easily exceed $100 billion. The
total budget for U.S. national defense now exceeds three-quarters of a trillion dollars a year.
Procurement and R&D make up over a quarter of a trillion dollars of this. The direction of future
R&D and procurement spending will have a major impact on many industries in addition to
traditional defense, with significant implications for investors.

DoD BUDGET REQUEST
The U.S. DoD Fiscal Year (FY) 2023 budget request highlights China as our key strategic
competitor and pacing challenge, while recognizing that Russia remains an acute threat to interests
of the U.S. and our allies. Consequently, the budget request prioritizes capabilities to counter China
or Russia and highlights critical areas including space, the nuclear triad (land, air, and sea-based),
and cyber. Figure 1 summarizes the budget request and compares it to previous years.
Figure 1: FY 2023 National Defense Budget Request (Dollars in Billions)
By Department/Agency

FY 2021 Enacted

FY 2022 Enacted

FY 2023 Request

Army

$173.6

$173.4

$177.3

Navy

$206.9

$220.3

$230.9

Air Force

$204.5

$220.6

$234.1

Defense-Wide

$118.7

$128.0

$130.7

Department of Defense—
Subtotal

$703.7

$742.3

$773.0

Supplemental Funding*

$1.0

$14.3

—

Department of Defense—
Total

$704.7

$756.6

$773.0

Atomic Energy
Defense Activities

$27.5

$29.1

$29.7

Defense-related Activities

$9.5

$10.4

$10.6

$741.7

$796.1

$813.3

National Defense—Total

*FY 2021 Supplementals include $521M for Capitol Security and $500M for Operation Allies Welcome (OAW).
FY 2022 Supplementals include $4.3B for OAW; $6.5B for Ukraine; $895M for Natural Disasters; and $350M for Red Hill.
(Source: Janney Investment Strategy Group; Department of Defense)
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MAJOR WEAPONS PROGRAMS
The DoD budget request highlights Integrated Deterrence (integration across conventional, nuclear, cyber, space,
informational, and all other instruments of national power and across allies and partners), which is enabled by combatcredible forces and backstopped by a safe, secure, and effective nuclear deterrent.
Key to this are major weapons programs. The FY 2023 budget request for procurement and R&D totaling $276 billion is the
largest in the history of the department and ensures combat-credible forces across all domains. Figure 2 summarizes major
elements of the strategic priorities of the FY 2023 budget request.
Figure 2: Strategic Priorities of 2023 DoD Budget Request (Dollars in Billions)
Category

Dollar Amount
Requested (in Billions)

Notes

Air Power

$56.5

Focused on fighters, F-35 and F-15EX; the B-21 bomber, mobility aircraft, KC-46A;
specialized support aircraft; and Unmanned Aircraft Systems.

Sea Power

$40.8

New construction of 9 battle force fleet ships and continued funding for the
incremental construction of Ford-class nuclear-powered aircraft carriers and
two Columbia-class ballistic missile submarines.

Land Power

$12.6

Modernization of the Army and Marine Corps combat equipment—Armored MultiPurpose Vehicle, the Amphibious Combat Vehicle, and the Optionally Manned
Fighting Vehicle.

Nuclear Enterprise
Modernization

$34.4

Modernizing the nation’s nuclear deterrence capability remains a top priority with
the budget request addressing critical aspects for recapitalizing all three legs of
the nuclear triad:
• Fully funds the Columbia-class ballistic missile submarine.
• Ramps up production funding for the B-21 bomber.
• F
 ully funds both the Ground Based Strategic Deterrent (GBSD) and Long Range
Standoff (LRSO) programs.
• F
 unds the revitalization of science and technology (S&T) to keep pace with the
evolving threat.

Missile Defeat
and Defense

$24.7

Missile Defenses protect the United States homeland, territories, and allies.

Mix of Multiservice,
Multidomain Offensive
Long Range Fires including
Land, Air, and Sea-Based
Hypersonic Missiles

$7.2

The objective is to provide the Joint Force with a mix of lethal offensive weapons
that achieve maximum deterrent effect against any adversary.

Space Capabilities, and
Enhanced Space Command
and Control

$27.6

Objective is to keep space safe for military, civilian, and commercial operations.
Includes missile warning, global positioning system enterprise, launch enterprise,
and satellite communications.

Cyberspace Activities

$11.2

Aimed at cyber resiliency, defending critical infrastructure, and securing DoD
information systems from malicious cyber attacks.

Research, Development,
Test, and Evaluation (RDT&E)

$130.1

Largest-ever Research, Development, Test, and Evaluation (RDT&E) request
(9.5% increase over FY 2022) includes $16.5 billion for basic research, artificial
intelligence (AI), and 5G.

Joint Force

$135

For strategic readiness and the preparedness of the Joint Force, which is central
to success on current and future battlefields.

Photographs obtained from https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2023/FY2023_Budget_Request.pdf)
(Source: Janney Investment Strategy Group; 2023 Department of Defense Comptroller Budget Overview)
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DEFENSE-CRITICAL SUPPLY CHAINS
The COVID-19 pandemic (later followed by the Ukraine war) highlighted vulnerabilities in complex global supply chains in
very real ways to the public, government, and industry. In response, the DoD recently produced and is committed to an
action plan for securing defense-critical supply chains to improve the capacity to defend the nation and improve economic
security. The plan prioritized four areas in which critical vulnerabilities pose the most pressing threat to national security.
These focus areas are:
• K
 inetic capabilities: current missiles systems and advanced and developing missile capabilities, including hypersonic
weapons technology, as well as directed energy weapons. Kinetic capabilities are increasingly essential to deterring
America’s adversaries, especially given the maturing technology and proliferation among potential adversaries.
• E
 nergy storage and batteries: high-capacity batteries, with a particular focus on lithium batteries. Battery technology is
currently dominated by China, which is obviously viewed as a long-term security threat.
• C
 astings and forgings: metals or composites developed into key parts and manufacturing tools through high-intensity
processes. These parts are critical to all defense systems, but this technology is also heavily reliant on foreign sources.
• M
 icroelectronics: State-of-the-Practice (SOTP) and legacy microelectronics, as well as State-of-the-Art (SOTA)
microelectronics. SOTA microelectronics are DoD’s primary differentiator for technology advantage over potential
adversaries. Please see the special box on semiconductors.

Importance of Semiconductors—CHIPS Act
Semiconductors are the brains of modern electronics, enabling technologies critical to U.S. economic growth,
national security, and global competitiveness. Semiconductors have driven advances in communications,
computing, health care, military systems, transportation, clean energy, and countless other applications.
Rapid progress in chip performance has been a key feature and will be a critical attribute in the future. Around
1970, several thousand transistors could be built on a given chip; by 2000, the figure was roughly 10 million,
and by 2015 or so, it exceeded 1 billion. Even if pace of advancement slows, countless ways will continue to
be invented to take advantage of growing computing capacity, with huge undeveloped potential in many
areas. Improved computing power combined with big data, advanced algorithms, and artificial intelligence
are enabling many breakthrough technologies for both military and commercial applications.
The importance of advancing semiconductor technology and capacity was recently highlighted by the
bipartisan passage of the $280 billion CHIPS and Science Act of 2022, which centers on more than $52 billion
for U.S. companies producing computer chips, as well as billions more in tax credits to encourage investment
in chip manufacturing. It also provides tens of billions of dollars to fund scientific research and development,
and to spur the innovation and development of other U.S. technologies.

The DoD also highlights the importance of strategic and critical materials that enable the unique combat capabilities of U.S.
weapon systems, while providing essential inputs to expand the industrial base in an emergency and maintain technical
superiority against adversaries. Please see the special box on materials for additional detail.

Importance of Advanced Materials
Strategic and critical materials are foundational for value-added manufacturing and the delivery of essential
services throughout the economy. In addition, strategic and critical minerals are important to the global clean
energy transition, with application in areas as diverse as high-efficiency magnets for offshore wind, stationary
and electric-vehicle batteries, and coatings and alloys. In civilian sectors, strategic and critical materials are
essential to countless manufactured goods, ranging from personal electronics to home construction and
critical infrastructure preservation.
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The DoD’s recommendations for addressing all of these critical vulnerabilities include building domestic production
capacity, engaging partners and allies, and mitigating foreign ownership and influence.

TECHNOLOGICAL DISCIPLINES RIPE FOR INNOVATION
While many military technologies should see moderate advances, there are several areas that hold particular promise. The DoD
budget request specifically mentions investments in foundational capabilities in space (see special box about the importance of
space), AI, and cyber as the highest priority.
We also think there are future breakthrough opportunities for computer hardware and software with advanced
semiconductors, AI, and big data playing critical roles. Robotics and autonomous systems also hold significant promise
for revolutionary breakthroughs.

Importance of Space
Space-based systems provide a wide range of capabilities for communications, navigation, remote sensing,
earth observation, weather services, and even financial transactions that have become vital to daily life.
Maintaining the availability of these systems is critical to national security and requires complete access and
freedom to operate in space.
Given its growing importance, space has evolved into a contested operational domain with nations developing
capabilities to disrupt access to space-based capabilities. Consequently, there is a strategic urgency to
improve the ability to conduct military space operations to maintain security of space-based systems. This was
emphasized by the creation of the Space Force, the first new branch of the armed services in 73 years, under
President Trump in 2019.

EUROPEAN RESPONSE TO RUSSIAN INVASION
The U.S. defense industry derives about 15% of revenues in aggregate from European allies. Given Russia’s invasion of
Ukraine, it’s reasonable to assume that European NATO member defense spending will increase over the next several
years to at least the 2% of GDP spending threshold agreed upon at the 2014 NATO summit. This implies European
budget growth of about 30% over the next several years, given that Germany, Italy, Netherlands, and Spain are all
currently spending well below 2% of GDP on defense.
Including increased U.S. spending, this implies defense industry top-line revenue growth will accelerate from about 2-3%
in 2022 to about 4-6% in 2023-2024, implying even higher earnings growth.

CONCLUDING THOUGHTS
The renewed focus on defense and critical elements of the supply chain implies future government support and funding
for leading industrial, technology, and material companies, which were already well positioned for future success.

DISCLAIMER
Past performance is no guarantee of future performance and future returns are not guaranteed. There are risks associated with investing in stocks such
as a loss of original capital or a decrease in the value of your investment. For additional information or questions, please consult with your Financial
Advisor. This report is provided for informational purposes only and shall in no event be construed as an offer to sell or a solicitation of an offer to buy
any securities. The information described herein is taken from sources which we believe to be reliable, but the accuracy and completeness of such
information is not guaranteed by us. The opinions expressed herein may be given only such weight as opinions warrant. This Firm, its officers, directors,
employees, or members of their families may have positions in the securities mentioned and may make purchases or sales of such securities from time
to time in the open market or otherwise and may sell to or buy from customers such securities on a principal basis.
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