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Introduction

Chairman, distinguished guests, ladies and gentleman…

Thank you for the opportunity to address this very important Seminar.

It comes at a critical time – On 6th December the Government will release one of the most eagerly awaited White Papers in the last 30 years.

This will be an ambitious policy statement - it will cover our strategic assessment and force structure requirements out to 2020 and will initiate a range of major capability decisions, but in many ways this is to be expected. What will differentiate this White Paper, I hope, will be the nature of the judgements and the degree to which the Government has been involved in making them.  This is particularly important because these judgements have far wider implications than just for our defence force.

Our Armed Forces are very much a part of our national identity.  We see this every year on Anzac and Remembrance Day.  Our veterans are revered in Australian national life.  Indeed, how our Government sees the Navy, Army and Air Force reflects the kind of country we are, the role the Government seeks for Australia to play in the world, and as we have seen recently through the Community Consultation process, how the people of Australia see themselves.  

But, as you know, when it comes to Budget, Defence must take its place within the same environment of fiscal restraint that applies in all aspects of Government. These are the realities of the modern world, and in this context, Australia is no different to most other countries I know.  

Which brings me very neatly to the topic of today’s presentation; “Seeking Affordable Defence for Australia in the 21st Century.”  I shall treat the topic broadly in two parts – firstly, what do we mean by affordable, and secondly, what about defence needs in the 21st Century? In summarising my presentation I shall try to draw together the implications for Defence planners and strategic analysts. 

Defining Affordable Defence

Turning now to the first part I guess the first obvious question is: ‘What do we mean by affordable defence?’

In formulating an answer to this question I think there are a couple of key sub-questions.  Firstly, an understanding of the opportunity cost of resources allocated to the defence component of our security against all the other demands on the budget.  Secondly, implicit in a country like Australia is the understanding that there are very real limits on our ability to undertake major large scale operations in an area amounting to about one tenth of the earth’s surface.

In looking at the first point, I believe the answer is to be found in how well the Defence dollar can be spent in achieving the Government’s key priorities. It means having the right people and the right platforms to meet our core responsibilities, and then identifying where this capability can and should be adapted to achieve the other broader expectations of the Australian people.

Certainly, a level of funding that can maintain a range and depth of capabilities that deters potential aggressors and could reasonably be expected to defeat attacks on Australia is an absolute minimum. 

At present, there are no obvious or immediate threats to Australia. One could be forgiven for thinking that public support for increased Defence budgets would be on the decline.  Indeed, historical data reveals that the level of threat perception in our community is at an all-time low and around the same level as the period immediately after the fall of the Berlin Wall. 

But, the same quantitative research presents a contradictory story.  It is telling us that two-thirds of the public support an increase in Defence spending. The recent report on the community consultation provided to Government by Andrew Peacock and his Team also concludes that the majority of people supports a modest increase in Defence expenditure.  

So what is going on? Why is it that ordinary Australians believe that we should spend more on Defence at a time of relatively high confidence in our security?

I believe the answer is twofold. First, I think there is a deep appreciation within the community of the complexity and the unpredictable nature of the world today, and particularly in our region. Certainly, events in Asia-Pacific since 1997 and last year’s deployment to East Timor have demonstrated just how quickly the economic and strategic fundamentals of our region can shift - with little warning for decision makers. So, our business is very much a “come as you are business”!

That means we must take a longer-term perspective. We must take decisions that guarantee a range and level of appropriate capabilities well into the future, available to be used in appropriate circumstances by Government.

Second, during the consultation process I believe the public demonstrated a sophisticated understanding of the connection between the defence of Australia and the promotion of stability in the nearer region. 

Defence Economics

But determining ‘affordability’ and assigning a priority to defence funding defies simplistic cost benefit analyses such as how well the ADF meets the demands of our strategic environment. 

It must, for example, include consideration aimed at identifying at what point the benefit of additional Defence expenditure equals the opportunity cost lost in other important areas of community spending. 

The fact is that we simply do not know enough yet about the economics of defence to fully understand these dynamics – but we are working on the problem.

But what we do know is that in the 21st Century, the level of spending in all areas of Government will increasingly have to be justified to our owners, the taxpayers of Australia. The recent community consultation process was just one example of how the Government is meeting these expectations and encouraging a greater transparency in policy development.

This trend should not be a concern. Research during the consultation process reveals that Defence now enjoys a much higher level of public confidence in the community. As an example, between 1983 and 2000, we have improved our standing as a public institution.  Right now 82 percent of Australians have ‘a great deal or quite of lot of confidence’ in Defence.  As a contrast, I wonder whether or not some of our other institutions like the “Legal System” and the “Press” have fared as well! In the same time period their level of public confidence has declined to well under the 50 percent mark.

In many senses, Defence has defied the broader community-wide trend of declining levels of respect for icons and institutions. In my view we can thank the men and women of the ADF for that. Their recent performances and, most obviously in East Timor, have resulted in unprecedented levels of community acknowledgement, support and appreciation for the job they do so well.  

So Defence can act with some confidence and from a position of relative credibility. But we cannot take this support for granted. We need to think beyond the euphoria of recent operations and continue with measures designed to build upon our current relationship with our community and sustain it at a high level.  This is an important body of work that we need to attend to in the near future. 

During the recent public consultation, the Australian people also made it clear that they want more of a say in the relationship, how defence dollars are spent, and where, when, and how the ADF is used.  I contrast today’s position, with the situation of the early to late 70s, as we came out of the Vietnam War.

Australians see the ADF as a vital component of Australia’s ability to be a voice, and provide support toward the building of peace and stability, particularly in the Asia Pacific region – but at the same time they demand of us value for money, and a heightened degree of accountability. 

If we fail to meet these expectations, the performance of the ADF in dealing with the demands of our strategic circumstance will be substantially diminished. 

So we can conclude that the ‘affordability’ of defence is a complex dynamic between what is economically within our means as a nation, culturally appropriate, and politically achievable for the government.

Indirect Benefits of Defence Funding 

Frankly, too much of our focus when discussing the ‘affordability’ of Defence has been restricted to considering government outlays and the cost of major acquisitions. This is just too simplistic.  We must communicate to the community in Australia the full range of benefits we deliver.

This is not an easy job - the benefits that Defence delivers have been too narrowly focussed on specific areas such as domestic research and development spin-offs, industry assistance, and the role of the ADF in regional communities.  

All of this may be true. They are important issues. But the emphasis on the so-called multiplier effects of defence spending on the domestic economy tends to mask the true economic impact and thus contributes very little to a real consideration of ‘affordability’. In my opinion it is time to tackle these much harder questions.

For example, how do we put some meaningful value on deterrence, a strike capability, the defence of our economic zones, being good international citizens or the maintenance of alliance networks? 

The benefits of these outputs become very readily apparent only when things go wrong in a crisis and then our appreciation of their value quickly recedes to the recesses of our minds once the crisis has passed.

Imagine, for example, if our major shipping lanes were disrupted – over time it would take percentage points off Australia’s GDP and potentially cost the nation billions of dollars. But, in our every day thinking we tend to ignore the part played by Defence in reducing the possibility of adverse developments like this taking place.

And we can ask a host of other questions. For example, what “value” does Defence contribute to the $52 billion dollar tourist industry in Australia? At first sight, the link may look tenuous. But on closer inspection I wonder whether or not the decision of many visitors to come to Australia is partly informed by our stability and security.  Again, Defence has a significant, but indirect, part to play. 

As another example, what role do we play in maintaining a stable and peaceful market for foreign investment and trade? 

It is these extrapolations that are often simply ignored by accountants, decision-makers and the community at large. Our own Defence community is also partly responsible. 

Overall this is a neglected field of study, in part because of the difficulty of quantification and, in part, because of the paucity of economic analysis in Defence economics. The emphasis on Defence’s large multiplier effects by conventional studies, for example, lacks conviction in many Government and academic circles.  This is something we need to work on.

Advancing the Dynamics of Defence Economics

I hope to advance the debate by researching issues such as; the potential impact of hostilities on trade; the value of resource security; the role in domestic infrastructure development; the sharing of defence costs through alliances and defence relations; the impact on the environment; and so on.

I believe that research in this wider national security context would help Defence more positively to assert and communicate its ‘affordability.’

Building Public Understanding

We also need to do better at educating the public about Defence fundamentals. While the participants in the community consultation process demonstrated an impressive level of understanding on defence and security issues, it is apparent that the broader public has a very low level of knowledge in other areas. 

Quantitative research conducted during the consultation revealed that 45 percent of the public believe that the ADF has 75,000 or more personnel. 77 percent believed that the Defence budget was $3.5 billion or less. 

Their understanding of our capability levels and what roles and functions fulfilled by our major combat platforms was even less impressive. 

Certainly, if we are to overcome the challenges of selling legitimate and important capability developments such as the Collins-Class submarine project, then we need to get involved in an on-going dialogue with our community. We must find better ways to raise the general understanding of what our equipment and personnel can actually do, and just as importantly, what they cannot do.

I am also very conscious that a major finding from the focus groups conducted during the consultation process was that the support for increased defence spending was highly contingent on more information being made available to the public on how the money was being spent.

The public consultation was an excellent start to a more robust relationship between Defence and the Australian public – our owners. And it is a process that will be continued through into next year with the implementation of the White Paper findings and beyond. 

In this relationship, we must make it clear that “The Lucky Country” didn’t happen by accident. Defence has played its part - most noticeably in war, but also in peacetime by making its contribution to maintaining regional stability and to both formal and informal relationships of trust with our neighbours and allies. 

The stature of the nation is enhanced by the credibility of the ADF. It has enabled us to be an important voice in the direction of regional development. It is also partly responsible for Australia’s prominence in related economic and political forums. 

Defence Industry

Obviously, this type of approach may challenge many of our assumptions about the economics of Defence. Specifically, it places a strong onus on all of us to give more substance to the phraseology used over the last 15 years between Defence and Industry.  What does ‘more predictability in planning’, ‘closer cooperation’, and ‘the vital fourth arm’ actually mean?

The key driver in answering those questions is our expectation that taxpayers will get maximum value for their money. Otherwise, Defence should take its custom elsewhere. And the reference point for determining the value of any Defence – Industry relationship is its contribution to the ADF’s ability to meet its key responsibilities.

Keith Hartley’s study of the “Economics of Defence Policy in the UK” has some resonance for us. He asks:

“If buying British means paying more for some defence equipment and waiting longer for delivery, the result is smaller defence forces and less protection for our citizens. Questions then arise as to what the defence budget is buying: is it buying protection for our society or protection for UK defence industries?”

Our persistently narrow focus on capital intensive acquisitions and major platforms has also been partly responsible for a drift in our appreciation for the men and women of Defence who are needed to operate, maintain and modify these combat systems. This has been a major theme to emerge from the internal Defence consultation. 

All of us, including Government, defence leadership and Industry need to acknowledge that it is our people who turn equipment into true capability.

I hope that the forthcoming policy statement will help to arrest this drift, to be a circuit breaker, and to build an appreciation for the ADF as a Profession of Arms. 

And now let me turn to the second part of the question on the limits.

The Environment – Expectations and Consequences

(or Defence Needs in 21st Century)

The assumption of a ‘peace dividend’ from the end of East-West hostilities has simply not materialised. We have not been able to pay less for our security.

If anything, the post-Cold War era has been particularly disappointing, it has proven to be more complicated and expensive for defence planners.  I think that many people in the Australian community appreciate this. The Government’s expectation of the ADF has also expanded dramatically. But this phenomenon is not unique to Australia. Our understanding of what constitutes ‘security’ has changed, now additional and more complex burdens are now being placed on defence forces throughout the developed world.

Issues like the environment, human rights and poverty levels are now also important features of the security dialogue.

And this phenomenon is no where more apparent than in our region. 

For instance, the number of absolute poor in the Asia-Pacific region has increased from 40 million to 100 million since 1997. In countries like Indonesia, the number of workers earning less than $1 a day has increased from 17 to 34 million. 

The implications are devastating. For example, the migration of peoples looking for greater economic opportunity is placing an enormous burden on the internal stability and environment of many developing countries throughout our region.

In the past, maintaining a level of capability to defend Australia against conventional attack has provided us with some flexibility to undertake a broader set of operations, such as evacuation operations or humanitarian assistance. 

From time to time, these capabilities have also allowed us to contribute further afield in support of United Nations operations such as in The Gulf. 

Overwhelmingly, the typical operational environment has been intra-state in nature where we have encountered a range of non-conventional and asymmetrical threats. It is the growing sophistication of these types of threats - and the increased likelihood of the ADF’s involvement - that has placed enormous pressures on our resource and capability mix.  

It is now apparent that we must give more prominence in our defence planning to the increased likelihood of the ADF participating in operations at the lower end of the operational spectrum. In particular, a number of specific capabilities are required if we are to continue to be able to operate with adequate protection, swiftness and effectiveness.

I think there is an appreciation in the Australian community that our increased strategic tempo can not be sustained without a matching set of resources.  Obviously, the public believes that the benefits to our security, our interests and our reputation as a good international citizen warrants an appropriate response – but in return it does demand a clearer understanding of what constitutes affordable Defence.

So on the eve of the launch of the Government’s White Paper what can we conclude?

Conclusion

I believe that Defence has not faced as big a challenge in our strategic environment and in the need to meet community expectations since the years immediately after the Second World War. 

We have already met part of this challenge by incorporating public feedback on the key issues before Government into the policy making process. That will be evident in the major findings of the White Paper.

The next stage will be its implementation and coming to terms with a dynamic and evolving region. We must find capabilities that can accommodate the range of contingencies that may arise within that uncertainty, and we must be able to continue to play a defining role in promoting peace. 

That will come at a price and I welcome the Government’s commitment to meet this challenge – both in its commitment to funding levels and the direction for future force structure. 

However, we must also meet the Australian community’s legitimate concerns that all of this will translate into value for money. 

And we should not shy away from any sensitivities within this debate. The public consultation has demonstrated that the Australian community is capable of a constructive discussion in the public arena on higher strategic and force structure issues. 

It has also confirmed the existence of a broad consensus in the Australian public on the fundamentals of defence policy. The Defence internal consultation has also revealed an ADF highly reflective of the values of the community it serves – and that is particularly pleasing to me as CDF.

This will mean that the Government can now act with a degree of certainty in the release and implementation of the White Paper. I am confident that we will be able to deliver a balanced, affordable defence capability to the Australian public that is within our economic means and our shared aspirations as a community. And it is, after all, this linkage that is at the heart of any judgement of what is or is not affordable.

Thank you again for this opportunity.
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