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I. An Overview of Key Transatlantic Challenges

1. Washington is focused on the changes that the Obama Administration, now enjoying a second mandate, might introduce.  There is not a precise blueprint for transatlantic relations. A new Secretary of State will have his own priorities and unique style which will have some consequences. That said, a number of preexisting shared challenges will endure and NATO will remain a key vehicle for coping with these.  Even in those crises where NATO is not directly engaged, it is nonetheless a factor. This was the case in the recent decision to deploy Patriot missiles to Turkey to defend it from any incursions from Syria.  It was also evident in the Libyan operation in which NATO was able to move quickly. NATO very clearly remains a key foundation for coping with shared security challenges and, from the US perspective; this is not going to change. 

2. The United States, however, is concerned about the growing capabilities gap within the Alliance. Although the political relationship remains strong, the capacity of Allies to work together in the defence field is eroding because of this gap. Fiscal challenges are exacerbating the problem.  The problem is not simply one of money; it is more about the way governments in Europe spend scarce defence resources.  The defence industrial sector in Europe, for example, remains fragmented. The EU should be seen as part of the solution. NATO’s Smart Defence initiative also offers a vehicle for more effective transatlantic defence co-operation and a means to generate new efficiencies. Clearly much deeper efforts to avoid duplication are essential. 

II. The Pivot to Asia

3. The US Administration is convinced that its so-called “pivot to Asia” is not a pivot away from Europe, which remains the most important partner for the United States. The pivot rather is a function of structural changes that demand strategic readjustment on the part of the United States.  The Obama Administration came to office with a number of critical priorities and a view that differed in important ways from the previous administration. The first priority was to end the wars that had begun during the Bush Administration. The second priority was to recraft the global war on terror to ensure that it focused on real threats and was more focused.  The Administration also needed to factor in the evolving nature of war and adjust to new threats, including cyber war. The intelligence contest was changing profoundly and technology advances had introduced game changing weapons systems like drones.  The work of Anne-Marie Slaughter, and specifically her notion of netcentric leadership in which the United States would lead operations in the midst of dense global networks, has been very influential in the thinking of this Administration.  These networks, moreover, involve far more than nation states and act as catalysts for sustained engagement to cope with critical challenges.  This is essential because many of the emerging threats are far too complex for any single state apparatus to cope with. 

4. The United States has been deeply engaged in Asia for over 70 years and the US presence has helped stabilise that region.  The Administration is convinced that it needs to keep troops deployed in that region but it wants to adapt new approaches. There is a new focus now on building up the capacity of US allies in that region and efforts are underway to enhance interoperability. This Administration has no intention of playing the role of “global cop” and wants rather to support regional capacities to ensure stability and security.  This is the role the United States is playing in the Horn of Africa, for example. The United States now sees itself as a catalyst to help others help themselves.  In Asia, the United States is rotating troops into bases in Australia which is a core US ally. The idea is to enhance interoperability to insure that a substantial share of US forces know how to work in the region with their partners. 

5. The Libyan experience was instructive and it points to a new role for the United States.  The Alliance clearly needs to take on board some of these lessons. Again, the United States must maintain its presence in Europe but the structure of that presence will evolve to cope with new realities, including the fact that Europe is now stable.  Maintaining interoperability with allies is seen as essential. 

6. The United States had 11 brigades across Europe in 2009, four of which were combat teams. After a posture review, the Administration decided to remove two of these heavy brigades as part of a broader downsizing effort.  The two remaining infantry and striker brigade however will be modernized.  Although the air force is taking out an A-10 fleet from Europe it is adding missile defence forces. There will be more special forces in theatre and here too, efforts will be made to increase interoperability with the Allies.  This will ensure that capabilities are honed and that they are relevant to new challenges. These changes would have been introduced even if the United States were not pivoting to the East. In essence, the United States feels that this is only adding to Alliance capabilities and the rotation model is appropriate to the times. 

7. All of this is part of a proactive approach that is designed to ensure that strategy and force posture is not dictated simply by fiscal realities. Indeed there is a view that there are opportunities today to make forces both more sharply attuned to new realities and less costly.  

8. At the same time, the balance of power in Asia is rapidly changing. India and China are investing substantially in their national militaries and the region lacks an overarching security structure to ensure stability.  The United States needs to play a role in the region and has a vital interest in its stability.  Although there is a military aspect to this, there are also important diplomatic and economic means to achieve this. The United States is engaging China very intensely and wants a constructive and stable relationship with that dynamic and important country. The United States and China have myriad common interests and their relationship has the potential to be complementary. However, there are obvious difficulties as China confronts serious domestic problems that will shape the way it views the region and the world. The United States has invited China to participate in military exercises and hopes that this can help build trust. China can play a positive role in securing the global commons and in crisis response. On the other hand, a more robust Chinese navy could be a source of tension and miscalculation.  

9. The United States is looking to forge close working partnerships with other countries in the region and wants these countries to buy into the notion of stability. The rotation of forces into Australia could be a model for other countries. Forces are also being rotated to Singapore and there is a deepening military relationship with Indonesia. Much of these efforts are focused on potential disaster relief missions like the Tsunami operation in 2004.
10. The United States would like to see Europe engaged in the region as well. It has institutional and military capacities, with response capabilities that could be useful in the Asian theatre. The US-European partnership is also a model for Asia and it is instructive that shared views and trust can become a source of stability. NATO itself could also theoretically offer support through structured dialogue with some of the key countries in the region. 

III. The Middle East

11. Forging effective Middle East policy requires finding a balance between idealism and realism as well as an unforgiving assessment of regional politics and security matters.  This can be extraordinarily difficult given the expectations many players place on the United States as the pivotal external actor in the region.  US policy has shifted enormously over the last decade and the country is now emerging from the two longest wars in its history.  Neither of those wars was carried out with a consistent benchmark for success and ultimately getting out became an end in itself.   The costs of those wars in blood and treasure were enormous. The gains are not always self‑evident and, in the eyes of many, were not worth the sacrifice. This perspective clouds current policy making towards the MENA region.   

12. The critical sources of American power have always been national cohesion and economic might.  Now the United States is confronting debt, deficits, dysfunctional policymaking, dependence on hydrocarbons in addition to deteriorating educational systems and critical infrastructure. These problems are dramatically eroding the foundation of American power and the failure to address the problem is weakening the United States.  Political polarisation and economic difficulties now constitute a serious constraint on imaginative policymaking.

13. Yet another constraint is the nature of today’s Middle East which is highly complex and beset with a range of challenges arising out of the very nature of the Arab uprisings, the Arab Israeli conflict and Iran’s nuclear programme.  These are challenges, moreover, in which the protagonists themselves rather than outsiders will essentially shape the situation.  At the same time that US leverage has diminished, all of these problems demand US attention and engagement. 

14.
US views on these matters are conditioned by its unique geography and distances.  The United States is the only great power in history that has operated from behind safe borders. It is blessed with good neighbours and large oceans between it and its rivals.  This conditions the American worldview and is a key factor in its exceptionalist outlook.  Americans believe in redemption and believe that all problems can be fixed.  This is a worldview of a country that does not perpetually live on the knife-edge.

15.
 Indeed, the Arab Spring was greeted with far more optimism in the United States than elsewhere, and its leaders sought to characterise these events through the American democratic narrative.  This belies the fact that even today there are very few functioning democracies in the world.  Only 22 countries have maintained their essential democratic character since 1950. The democratic club remains very small and it requires a great deal of time, enlightened leadership, and inclusive, legitimate and flexible institutions to accommodate democratic development without triggering violence.  These factors are all needed to build and sustain a functioning democracy. So far, no Arab country has entered the democratic club, and events in the region do not suggest that any breakthrough is likely soon.  

16.
Egypt is now in the hands of anti-democratic elements including Islamists, the military and the street. It is the hallmark of democracies to accommodate change through dialogue and accommodation.  Egypt, at least, is fortunate to have a genuine and relatively coherent state structure, something that is not the case in several other countries in the region -- Libya most notably. Palestine is another example. Its institutions are now utterly torn between Fatah and Hamas which have two very different visions of where Palestine ought to move. The trend in much of the region in this regard is not positive.  It is important to recognise that it took the United States 150 years to reconcile its declaration of independence with its democracy and this process ultimately involved a civil war to end slavery.  The United States, moreover, was fortunate to live in a kind of splendid isolation in order to undertake this transformation. The Arab World is far more beset by international tension and rivalry and confronts a range of external and direct pressures. 

17. The US government had established working relations with many of the old authoritarian leaders who have left or who are leaving the political stage in the region.  Public opinion there remains quite hostile to the United States and there is much that can bring the region into conflict with US priorities and ambitions.  The Arab uprisings have also been limited to several countries. Saudi Arabia, Kuwait, Qatar, Jordan and Morocco have so far not succumbed to the revolutionary chaos.  There has been no serious effort to fundamentally change these kingdoms and the United States has no interest in seeing regime change in these cases. US interest is for stability. This, for example is why it has chosen not to meddle in Bahraini politics. In effect, the United States has chosen which democrats to support and which devil’s bargains it will keep. 

18. The Arab Israeli relationship is more dysfunctional today than it has been in 25 years.  Resolving the critical issues requires leaders who are masters, not prisoners of their constituencies. Mahmoud Abbas and Benjamin Netanyahu are not these kinds of leaders and both are prisoners of their core constituencies.  There is no urgency today on either side to deal with the critical issues that block the path to a settlement.  The problems of borders, refugees and security are simply not on the table. Moreover, the United States has not been willing to be a genuine broker in the process. Playing the role of broker comes at great cost, and the United States has not been willing to play this role for some time. Secretaries of State Baker and Kissinger were masters of the game.  James Baker had a very clear understanding of how to use power and how to balance means and ends.  Baker understood when it was time to be tough with the Israelis and when to back off; this is not easy to do.  The mediator has to know when to pick fights and has to understand when these fights serve a higher end.  So far, President Obama’s fights with the Israeli government over settlements have not produced any genuine gains. The problem is that strong leadership is now needed. 

19. Iran poses an urgent challenge. Sanctions are not going to impede that country’s nuclear programme and negotiations are not going to succeed.  The outbreak of war is a very real possibility and the situation is extraordinarily dangerous with Iranian nationalism at play here. Indeed, even if the Shah had managed to retain his hold on the Iranian state, he very likely would have pursued a nuclear weapons programme. In other words, the nuclear programme does resonate throughout Iranian society and has become a nationalist touchstone.   Perhaps the only country that can dissuade Iran from following this course is Iran itself. However, the Iranians will only do this is they are convinced that the costs of pursuing a nuclear weapon is simply too high.  There is absolutely no evidence that the country is moving to this conclusion.  

20. President Obama stood with Israel during the recent conflict with Hamas but it has continued to support the two state solution.  The President will need a great deal of political capital to actually lead a peace process.  Doing so will require that he asks Israel to make unpalatable choices. It will require knowing when to push Israel and when to back off. The focus will have to be on those issues of greatest consequence including borders, refugees, security and the status of Jerusalem.  These four issues must be the focus of the effort.

21. The Syria crisis is tragic; there has been too much blood shed to imagine a settlement but not enough to prompt the international community to engage effectively in the problem.  The regime is clearly weakening while the opposition seems to be strengthening. At some point, the country may come to a tipping point.  One side will eventually triumph but it is very unlikely that the international community will engage, unless, for example, the regime was to resort to chemical weapons. 

22. The uprising in Syria was entirely spontaneous and internally driven. There is a discussion in the United States about what the international community can do. Some, for example, point to the air campaign in Libya as a precedent in which the international community engaged militarily to protect civilians from the forces of their own government. There is no consensus in the United States or in the international community at this juncture about how to approach Syria, but the matter is under consideration both in the West and in the region.  Supporters of any intervention would first have to demonstrate that any particular action could be morally and legally justified. They also need to demonstrate that a military operation would be feasible and that it would end the conflict on satisfactory terms.  The government’s abominable treatment of its own people certainly provides a moral justification. There is today an international legal concept that recognises an international responsibility to protect people when governments fail to do so.  

23. Difficulties emerge, however, when various options are considered. Imposing a no-fly zone would require the international community to deploy military aircraft over the entire country, and this would first require the destruction of Syria’s air defence assets. These are substantial, and destroying these assets would be a complex task. Another approach would be to destroy Syria’s air force directly. This is actually more feasible and could be done in a matter of days. 

24. There is also a question of efficacy. In other words would limited intervention be sufficient to end or shorten the war or could it provide a superior outcome.  Certainly, to deny the regime the capacity to bomb its own cities might change the military balance on the ground. This could be done, but there would first have to be an array of diplomatic/political developments. The Syrian opposition would have to request formally such an intervention and the Arab League would have to second the request. Major regional powers like Turkey would also have to be on board and European support would be critical even if the United States provided the bulk of the assets.  Obviously a UN Security Council ruling would be essential, although interventions have occurred without UNSC agreement as was the case in Bosnia.
25. There are also serious political objections to pursuing such a course. One concern is that it would set the United States on a slippery slope that could lead it directly to yet another ground war in the region—something that the American public would be very reluctant to endorse.  A bombing campaign would represent a level of engagement that would implicate the United States with responsibility for the opposition it was supporting. What would happen if that opposition then engaged in operations against the Alawite communities?  On the other hand, the longer the international community waits, the greater potential there is for even more atrocities. 

26. The United States has so far opposed any discussions about pursuing these options and has resisted providing military assistance to the opposition.  There is a gathering sense in Washington that a more proactive policy may be needed.  The US government is now providing greater support to the opposition although, for the moment, this is very unlikely to take the form of an aerial campaign to support opposition forces on the ground. On the political front, the United States has refrained from recognising the opposition as a government-in-waiting because it wants to see a higher degree of unity among the various opposition factions. This would certainly constitute one of many prerequisites for overt US military support for opposition forces.

27. One also needs to consider the potential for this conflict to endure for many years. An enduring conflict would have a range of unexpected consequences. The Kurds, for example, might well exploit the resulting chaos and attempt to secede.  There is also a very real potential for a proxy war with a range of outside powers including Saudi Arabia, Iran, Russia and Western countries supporting different groups on the ground.   The longer the current conflict continues the greater is the risk of this unfolding. 

IV. Afghanistan

28. Although a transition is underway in Washington as a result of the election results and a recalibration of politics in that city, this does not mean that foreign policy will undergo a radical shift.  Afghanistan is a case in point. The United States is in the midst of a drawdown in forces, but the Administration is very committed to that country’s stability and will remain engaged there.  It continues to see Afghanistan as a strategic pivot and a critical geographical link between the Persian Gulf and Straits of Malacca. 

29. The Administration has developed a 2014 regional strategy so that policy toward Afghanistan will be set in a larger regional context.  This vision will succeed only insofar as the countries of the region embrace. There has been positive change and the countries of Central Asia have come to appreciate how important stability in Afghanistan is to their own wellbeing.  This is the starting point for the US approach.  The US would like to help the region raise the level of intra-regional trade which remains extraordinarily low.  The United States has an agenda to advance connectivity throughout Central Asia and Hillary Clinton has often touted the idea of building a modern silk road linking the region to Europe and Asia in a deeper fashion.  This involves more substantial rail and road connectivity and new corridors linking the region to India which is growing at an extraordinarily rapid clip.  This connectivity extends to communications and electricity grids. But these are hardware problems. There are also software problems involving the need to improve border procedures, trade finance and all the other ingredients of a linked-up regional economy. 

30. The US Administration believes that the Afghan government has a clear-eyed sense of the challenges it confronts and it has made enormous progress over the past decade. The government knows that it must move beyond isolation and needs to engage with the regional and global economies. 

31. Russia has been a good partner for the United States in Afghanistan and its support for transit into that country has been essential to the American and Allied effort there.  The Russians remain justifiably concerned about border security, crime and drug smuggling in the region. These are concerns shared by the United States and the European Union.  These are areas for closer co‑operation with Russia. 

32. China is also an important player in Afghanistan and its role there is bound to increase.  For the moment, it is essentially focusing on trade matters and it has surpassed Russia as the key trading partner for Central Asia.  Its diplomatic profile there, however, remains rather thin. 

33. On the military front, the situation in Afghanistan has evolved substantially over the past four years. There are also important political changes in the United States that must be factored in. The death of Bin Laden represents for many Americans a kind of denouement of the war and US fiscal problems are not inconsequential to shifting American opinion about the engagement. The drawdown of forces is thus answering a number of demands while, at the same time, representing an appropriate response to changes on the ground. 

34. US interests will inform its future approach to the region. These interests include the prevention of further terrorist attacks on the United States originating from the region; preventing the proliferation of weapons of mass destruction; and a stable relationship between India and Pakistan. 

35. The United States is now looking at options on post-drawdown troop levels in Afghanistan.  Some have suggested that the United States ought to keep 30,000. This would be a very robust presence but it is also very unlikely. Such a force could continue to conduct counter-terrorism operations and provide air power, logistics and a substantial core of advisors to Afghanistan. This would also cost $30 billion a year.  A force of 10,000 troops would be more focused, advisory and less operational. It would focus on terrorism and nuclear proliferation matters. The third option is the so-called zero option with no troops left after 2014.  This is not likely and it is not desirable as it could lead to highly problematic outcomes. 

36. Pakistan’s relations with Afghanistan are particularly crucial, but India also has a role to play. Afghan’s future is thus very closely tied to regional reconciliation and more constructive relations among the region’s key players. 

V. Russia

37. The US-Russian relationship moves in cycles.  At times Russia turns away from the West and at other moments it seems to recognise that it needs a working partnership with it.  The Obama Administration has worked to improve the relationship and has had a degree of success on this front.  The Georgia crisis in 2008 was a low point in the bilateral relationship, but the two countries have still found a way to collaborate on matters of shared interest.  The relationship was made somewhat easier as Medvedev was a more sympathetic figure than his predecessor Vladimir Putin; and he initially enjoyed a degree of foreign policy autonomy that provided him with some leeway to develop a constructive relationship with the United States. 

38. The economic crisis hit Russia hard and this conditioned its international outlook.  The crisis has pierced the myth that Russia has somehow become invulnerable to developments beyond its border. Indeed, it has revealed the degree to which its economic fortunes are linked to developments in the outside world.   Russia’s GDP fell by 10% and there was a massive outflow of capital which harkened back to developments in 1998.  Russian officials recognised that their economy required support and that the industrial base was poorly suited to compete globally.  The fall in oil prices revealed the cost of overreliance on that volatile, if nonetheless important sector.  These developments inspired both the drive for World Trade Organization (WTO) membership and the government’s effort to become more co-operative. 

39. Putin has now returned to the presidency and very serious structural problems will likely condition his term in office.  He has promised a range of spending programmes but these are highly contingent on high oil and gas prices.  Russia is likely to face very serious capital account deficits that will compel it to devalue, borrow or attract far more foreign investment than it currently manages to bring in.  Devaluation would exact a high cost on the Russian people and is therefore an unlikely approach to the problem. Borrowing and efforts to stem capital outflows are more likely.  The need to stem capital outflows and attract foreign investment could strengthen the hand of reformers in Russia. World oil prices would have to approach $200/barrel for Putin to preside over the kind of wealth generation that took place in his first term, and that too seems very unlikely.  This is one reason why there are now moves afoot to make Russian firms more modern and competitive and thus better positioned to maximise their revenues. To put it very concisely, Russia would benefit enormously if it were able to run an energy policy like that of Norway and anything it can do to move in that direction would be helpful. Obviously, doing so would not be easy. Corruption consumes roughly 25% of Russia’s GDP. The country is in need of rules based constraints and its engagement with the WTO and the OECD could be helpful in this respect. 

40. All of this suggests that Russia may well be open to deeper engagement with the West. It may be more likely than it has been to buy into global governance mechanisms and practices. Support from the West here could be important. 

41. On the strategic front, there have been new signs that Russia can be a partner in achieving strategic stability. There have been some successes here including a new START Treaty, and shared efforts to revitalising the Non-Proliferation Treaty (NPT). On the other hand, Russia has suspended the CFE (Conventional Forces in Europe) Treaty because it will not accept limits on host nation consent to deploy forces in Russia.  At the same time, however, there have also been more US-Russian military-to-military contacts and this has resulted in shared discussions about military budgets, family policies for the military and benefits packages.  The Russians are eager to modernise their forces and the United States has been pleased to share information on these matters.  On the other hand, the Russians have recently opted to end the bilateral Nunn Warner programme to cope with nuclear fuel storage challenges in Russia

42. Another problem is that the US Congress has lost a great deal of expertise on Russia which previously played an instrumental role in forming coherent US approaches to Russia.  There is now a great deal of Cold War rhetoric emanating from the Hill but it is divorced from strategic reality and fails to recognise the complexity of the US-Russian relationship. 

43. There is also certain asymmetry in the bilateral relationship. The Russians spend a lot more time thinking about the Americans than the Americans do thinking about Russia.  This leads to very different perceptions on matters like the relatively small missile defence system the United States is working on with its Allies.   NATO has offered Russia a partnership role in this system, but so far, the Russian government has rejected US and Allied overtures and remains very hostile to NATO plans.  It is not clear if it is adopting a bargaining position or expressing a bottom line. In any case, the outcome of the US election may bring an altered Russian position.  The missile defence system is already underway although there are four phases to the programme which means that there will be ample opportunities to engage Russia if it were to alter its views on the programme. 

44. Syria has become another challenge to the relationship.  Here too, Russia’s approach to the Syrian problem is a manifestation of its divergent strategic outlook.  There are strategic thinkers in Russia who understand the problem of identifying Russia with the Assad regime, particularly given its vulnerability.  But for the moment, other factors including Russia’s sense of strategic rivalry with the United States seem to be driving its policy.  It is not the first time that Russia has mortgaged its long-term interests against short-term expediency. 

VI. Public Opinion in the United States and in Europe

45. American exceptionalism is both a loaded and important concept in the United States. There is much that distinguishes the United States and the American people from other Western democracies. These differences are important because they inform the way the United States approaches domestic politics and the rest of the world.   Alexis de Tocqueville was the first to chronicle these “exceptional” qualities which included an ingrained dedication to egalitarianism and a laissez-faire approach to economic policy.  Americans remain significantly more dedicated to the notion of individualism than their European counterparts although the differences in this regard have narrowed somewhat. That said many Americans remain suspicious even of the concept of “society” which is a central construct in European political thought.  Americans remain very dedicated to the notion that hard work is the key to success and there is consequently far less support for a public safety net in the United States than in Europe.  Americans tend to value freedom over security.

46. Yet, younger Americans today have a range of views that are at odds with those of older generations.  They are less inclined than their elders to see American culture as superior to that of other cultures and are not as likely to agree with the statement that the United States is the greatest country in the world. That said, Americans as a whole remain very proud to be American.  Their world review remains Jacksonian and there is an inclination to ignore global affairs until they somehow become threatening. 

47. Americans are also ambiguous about their global responsibilities.  They are suspicious about engaging in international affairs that are not directly of interest to the United States.  Isolationist notions are taking hold again in the United States and polls suggest that Americans are less inclined to offer international assistance as a matter of course than are their European counterparts.  The American embrace of drones has a cultural component as they both recognise the need to engage in dangerous parts of the world without putting the lives of US troops at risk. Sixty-two per cent of Americans think this is militarily and strategically useful technology.  In Europe, there is far greater scepticism about drone use. 

48. Recent transatlantic polling suggests that most Americans and Europeans feel that their bilateral relationship is more important than relations with Asia.  The Euro crisis has made Americans more conscious of Europe’s importance to American prosperity.  The public in Europe and in the United States has not demonised China and seem to recognise a real interest in engaging with that country. Majorities on both sides of the Atlantic have an unfavourable view of Russia. 

49.  Turkey has become something of an outlier in recent polling and the Turkish people have expressed more negative views both of Europe and the United States.  Europeans and Americans still recognise NATO as a key strategic alliance, and, here too, the numbers for Turkey are less compelling.  The Polish public has also expressed scepticism about NATO in recent polls. Polls also suggest that Allied publics generally want to reduce defence spending.  The Libyan operation was seen in a positive light with the Swedish public particularly supportive of that operation.  There is also strong support for the notion of a “responsibility to protect”. There are important majorities in allied countries that would like to see forces withdrawn from Afghanistan. At the same time, Western publics tend to support a combination of sanctions and incentives to cope with the nuclear challenge in Iran, and the American public sees the Iranian challenge as the largest threat it confronts.  More Americans than Europeans are inclined to agree that war can be necessary to achieve justice in the world.

VII.  Defence Budget Trends

50. The US fiscal deficit today stands at 6.8% of GDP which is very high.  The debt to GDP ratios stands at 73% which is also significant in historic terms.  These represent serious structural and fiscal problems; yet the political system in the United States is not addressing the core of the problems and tends, rather, to stagger from one crisis deadline to another.  The Fiscal Cliff negotiations underway are only the most recent iteration of this highly inefficient approach to fiscal management.   Obviously these issues have implications for the US defence budget. 

51. The United States today is in the midst of a military drawdown. This is a cycle familiar to Europeans and Americans and both drew down forces substantially at the end of the Cold War. Indeed the United States has had four important drawdowns over the last 70 years: the post‑World War II, post-Korea, post-Vietnam and post-Cold War drawdowns were all highly significant and were reflected in substantial budgetary changes.  For the United States the Iraq war is now concluded and the United States is rapidly moving to a substantial force withdrawal from Afghanistan. As these wars end, American public support for defence spending is rapidly waning.  Because this is occurring in the midst of a fiscal and a political crisis surrounding budgetary matters, it can be assumed that the defence budget will take a significant hit.  Defence spending constitutes roughly 20% of the federal budget. The United States will need to come up with an additional $2 trillion in deficit reduction to stabilise the debt to GDP ratio over the next decade.

52. Typically, in a drawdown, governments downsize the force structure by 30%, and this suggests that the United States faces very significant cuts over the coming period.  The first cuts are likely to be made in procurement. The purchase of ships, tanks and armoured personnel carriers falls significantly. In this process, major programmes are often stretched out over time if they are not cancelled. In other words fewer units are purchased over a longer period of time and sometimes desirable but expensive capabilities are cut out of the systems in the process.  Limiting the size of the purchase raises unit costs and this poses a range of dilemmas for government’s intent on reducing defence outlays.

53. The second set of cuts is typically made in personnel spending which can be expected to fall by 20%. The United States added 100,000 troops during the most recent war period and force levels will fall even below the pre-war level. The Navy and Air Force have already reduced forces although they have more to cut. The Army will see the most substantial reductions.  

54. The military health care system will pose a range of problems. It has grown substantially more expensive to run and is highly inefficient.  The health care system for each service is different and this is a very poor way to keep costs down. 

55. A third of US defence spending covers operations, training, and feeding troops etc.  The government will not cut operation and maintenance costs as substantially as other budgetary items.  It is very hard to lower operation costs in a military.  The United States has a very high “tooth to tail” ratio and has substantial back offices managing the military. Norway is at the other end of the comparative spectrum.  The Defence Department will face substantial cuts as the government seeks to bring down overhead costs. 

56. In the downsizing process it is essential to keep research and development costs at a relatively high level and serious cuts are not likely in this portion of the US defence budget.  This is the “seed corn” of national defence and security.

57. Finally it is important to recognise that a strategic adjustment will have to accompany these spending reductions.  The drawdown after the Korean War saw the United States move to a strategy of massive retaliation which, in part, reflected a reluctance to spend on expensive conventional forces.   The full outlines of the coming strategic adjustment are not yet fully evident, but it is already clear that Europe will be less an object of American concern as the United States turns to Asia. This adjustment will have clear consequences for the texture and size of US forces.  At the same time, for political reasons the services’ share of the total budget will remain essentially the same even as the budget shrinks. 

58. Nuclear forces account for between 5 and 12% of the defence budget and budget cuts will likely effect the configuration of those forces.  Spending on land based missiles constitute a relatively small share of the budget and are not likely to be dramatically reduced.  One could imagine more serious reductions in expensive sea-based forces. Although there are disagreements about what to do here, fiscal pressures are likely to drive the process.  Total debt is now approaching $16 trillion and this represents a doubling of debt over the past 12 years.  

VIII. US Elections and Foreign Policy

59. US domestic politics are in a state of flux with both parties seeking to determine the actual leverage they are positioned to exercise over the policy making process. The election has changed the political landscape in Washington.   Republicans were convinced that President Obama was out of touch with the American people and that the election would be theirs for the taking.  Now the Republican Party has to reflect on why they lost the election and what changes ought to be implemented.  Some in the party blamed their loss on “demographics” but that is simply a way of saying a majority of voters rejected their candidate.  Still there is a concern in that party that it is at the wrong end of demographic developments in the country. The party lost clearly in demographically dynamic groups including Latinos, African Americans, young people and women.  The trends are not encouraging. George W. Bush was able to win 40% of the Latino vote; Romney only secured 20% of that vote. 

60. The Tea Party faction of the Republican Party has also suffered a setback. Their ranks are now somewhat depleted in Congress and some of their policy positions, including their views on immigration, are seen as a liability among some Republican Party strategists.  Those positions that are popular in primaries are often not embraced by the general electorate. Party leaders have been concerned that some candidates very well positioned to win primary elections handily, fared poorly in general elections when elections are often won by the candidate who manages to capture the political centre.  A fight for the soul of the party could be forthcoming.

61. In policy terms this could mean that the Republican Party will begin to rethink its approach to immigration which has been very unpopular with America’s Latino voters.  Although George W. Bush had sought to open up the immigration process, this was strongly resisted within the party and now it seems to be paying a political price for that position.  Tim Scott, who has been the only African American Republican in Congress and Senator Marco Rubio are two Republican politicians who could play leading roles in reversing these trends.  There is a precedent for political parties sharply changing track on issues that put them at odds with voters. Ten years ago, for example, the Democrats abandoned their support for gun control after it was clear that this position was alienating important swathes of voters.  The Republicans are now likely to do the same on immigration issues.

62. The Democrats are naturally very pleased with the election result and feel that it has strengthened their hand in coming fiscal negotiations. Amazingly, the discussion is already turning to the 2016 elections and many see Hillary Clinton as a potentially very strong candidate for the Democratic Party.

63. There is a tendency among pundits to predict the death or permanent marginalisation of one party or another after an election. This is extraordinarily short sighted as the pendulum can swing very quickly in American politics.  It is also important to recognise that President Obama only has a year and a half to implement his agenda. After that point, he will be seen as a “lame duck” and his power will begin to dissipate as Washington prepares for the 2016 elections.  The President will be very focused on defending his health care law which was the primary accomplishment of his first term in office.  He will also address immigration issues and will have to wrestle with the deficit. 

64. On the foreign policy front we can now begin to talk about an Obama doctrine. He has implemented a very high-tech approach to security policy. It favours a light footprint and is gently unilateral.  The Administration has come to rely on drones and other forms of high-tech war fare including the use of cyber tools.  The Obama Administration will also push for a smaller military where Special Forces play an increasingly important role.  If one’s approach to security challenges relies on maintaining a light footprint, it is easier to approach some problems in a unilateral fashion.  This is a key part of Obama’s “post-modern” approach.  The Administration is acutely aware of the constraints it confronts as well as the constraints of others.  The financial crisis has, for example, strongly conditioned its approach to the Arab Spring. 

65. Obama is seen by many analysts and pundits as a big thinker and this was actually a source of criticism during his first term.  He sought to craft a new approach to Iran, but his efforts at engagement were rebuffed. He hoped to reengage more broadly with the Islamic world and has had only mixed successes on that front.  His cherished goal of a nuclear-free world remains elusive. Today his key global priority is to ensure that Europe does fall into a deep financial crisis and he wants to put the US-China relationship on a more stable foundation. The United States’ pivot to Asia should not be seen as an indictment of Europe. It is a tacit recognition of European stability. It also should not be understood as a denigration of NATO which will continue to be a key pillar of US foreign and defence policy. In terms of negotiating with Congress, he has learned some lessons and is likely to drive tougher bargains over the next two years.  

66. This has led to charges throughout the world that the United States is not paying attention to regional problems. Afghanistan’s President Karzai makes this charge quite often. This perception is not wrong.  The United States does not have the resources to even create the illusion that it is fully engaged everywhere.  This is not a temporary phenomenon, and we will likely see this in the future given the constraints on American resources and power. 

67. That said, the United States will also have to manage challenges that today are difficult to foresee.  The international system frequently produces serious problems that are both unanticipated and hard to ignore. The Arab Spring is a case in point; Japan and China’s brinksmanship over a few rocks in the sea represents another.  These kinds of unanticipated events can reorder priorities and any US government will need to brace itself for what is not apparent today.   Global unpredictability is likely to increase over the next several years because of the startling changes in global leadership.  Obama will be meeting new leaders in a number of countries, and how these new leaders will approach global challenges remains to be seen. Many of these leaders, including Obama, confront systemic weaknesses at home which will condition their behaviour internationally.  The problem, of course, is that weakness can produce surprises.

__________________
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