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ABSTRACT

This paper contends that National Defence, which includes the Canadian
Forces (CF) and Department of National Defence (DND), cannot afford current
Defence Plan and Strategy 2020 capabilities within available and forecasted
funding. This has created a bow-wave of unfunded personnel, equipment and
infrastructure requirements. The result has been continuous churn during the
budget year as repeated reviews are required to address funding shortfalls that
should have been addressed in the annual business planning cycle. The
problem’s source is a flawed strategic management process that has not
provided the direction to address current Defence Plan and Strategy 2020
transformation issues. The problem is chronic and needs to be quickly
addressed if National Defence is to maintain a modicum of its credibility. Failure
to act will compound the problems that have been created to date.

This paper reviews strategy and strategic management theory, the
problem facing National Defence and its impact. A variety of analytical models
will also be used to understand the issues and finally some recommendations to

improve the strategic management process are made.



INTRODUCTION

National Defence, which includes the Canadian Forces (CF) and
Department of National Defence (DND), is experiencing problems resulting from
a flawed strategic management process. The organization is struggling to
generate current Defence Plan (DP) capabilities while also transforming to
address the capabilities required for Strategy 2020, National Defence’s long-term
vision.

The Federal Government relies upon National Defence to play key roles
in: ensuring national security and sovereignty, defence of North America,
promotion of Canadian values abroad while ensuring international security and
world order through United Nation sanctioned peace-keeping and peace-
enforcement missions. The challenge for National Defence is to generate
effective combat capable forces within the limits of the current budget while also
progressing essential Strategy 2020 transformation programs to ensure future

combat capabilities.

The Problem. National Defence’s strategic management process has not
provided the direction necessary to address current DP and Strategy 2020
transformation issues. The Department’s current Defence Planning and
Management (DP&M) capability-based framework has unaffordable DP and
Strategy 2020 programs. Specific direction is required to implement the changes
necessary to ensure the effectiveness and affordability of current DP and future

Strategy 2020 capabilities.



There are many reasons for this situation including lack of direction on
how to make the DP affordable and a lack of clear priorities for future capabilities.
Without clear strategic direction, affordable plans cannot be developed and
constant review cycles are undertaken to manage available funding. The end
result is constant churn, friction and discord between the military and civilian
three-star equivalents, or Level Ones, as they compete for a share of an
inadequate budget. Until vision, strategy, plans, funding and outcomes are

aligned, the current turmoil will continue.

Paper Outline. The background section will provide an overview of the current
security environment and Canadian fiscal situation. The discussion section will
review strategic management definitions, theory, principles and best practices as
described in academic literature. A variety of analytical models will be provided
to help understand the issues causing National Defence’s strategic management
process problem. This will lead to a discussion of the theoretical models upon
which National Defence’s strategic management processes are built. The
impacts of how the theoretical models are actually being applied will be reviewed
along with the organizational impacts.

The paper concludes that effective strategic management is vital for
National Defence and that the current strategic management system is
conceptually sound but has implementation management flaws.
Recommendations are submitted with a view to improving National Defence’s

strategic management process.



BACKGROUND

New World Order and Domestic Security Environment. An understanding of
the forces impacting on National Defence is essential to fully understand the
external environment within which it operates. Following the breakup of the
Soviet Union in 1991, the United States (US) assumed the mantle of the world’s
lone super-power. No potential adversary has the US military’s global reach and
advanced conventional weaponry. Given the US’s military supremacy, it is not
surprising that its potential enemies prefer not to engage them in conventional

warfare.

Canada, like the US, faces no conventional military threat but because the
world is becoming increasingly complex and unpredictable, it must guard against
a number of direct and indirect threats to its national security. The threats, for
which a military response may be required, include organized crime, illegal
immigration, international terrorism and the proliferation of missiles carrying
weapons of mass destruction.” The US and Canada must also defend against
terrorist threats from extremist organizations. The potential destruction from
these new threats pale in comparison to that of a cold war nuclear exchange or

conventional forces engagement
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adversaries. While western political strategy has pushed toward high-tech, low
casualty combat, opposing forces have resorted to using low-tech small arms
and guerilla tactics. A few current examples include the Afghani and Iraqi
conflicts. Engaging in these conflicts and waging conventional military
campaigns will not solve the complex underlying cultural, religious and historical
background problems at their core. Moreover, the exit strategy or point will have
to be clearly defined to avoid becoming embroiled in a long-term commitment.®
In Western security policy, there is a dangerous gulf between the dominant
thinking about security based on “old wars”, like the Cold War and the current
reality. The so-called Revolution in Military Affairs, the development of smart
weaponry to fight wars at long distance and the proposals for the National Missile
Defense Program were all predicated on assumptions about the nature of war,
particularly the idea that it is possible to protect territory from attacks by
outsiders.* The military capabilities to counter the new threats® will likely be
mobile, lethal packages of sea, land and air capabilities with special operations
forces. The most important requirement will be a clear understanding of the
long-term commitment required to ensure development of western friendly and
stable institutions within the countries from which the threats are emanating.
Martin Van Creveld, a noted military analyst, maintains that the new threats will

render many of today’s high tech conventional weapons obsolete and obviate the

® David L. Grange, “Asymmetric Warfare: Old Method, New Concern”, National Strategy Forum
Review, Winter 2000, 3

* David Held, “Violence, Law and Justice in a Global Age”, Social Science Research Council, 5
November, 2001, 8



need for continuous rounds of research to develop more capable and costly
conventional weapons.® However, other major powers continue weapons
research and there should be no assumption that high tech conventional forces
have become redundant.

Alignment of capability-based planning with this assumption could have
radical impacts on the capital program. For example, focusing on development
of new mobile and lethal capabilities primarily for land engagements would likely
result in changes to current capabilities. Will the military, if it is to be more
mobile, lethal and primarily tasked with land based operations, require the
current suite of capabilities such as naval surface and sub-surface and air
defence assets? Could unmanned air and naval platforms, that accomplish the
surveillance function more efficiently with a reduced risk of casualties, be part of
Strategy 2020’s future capabilities? This type of thinking shift and planning
requires strategic decisions based on clear political direction to determine
whether Canada engages in conflicts to preempt direct threats or participates in
peace- keeping or enforcement operations.

The State of Our Defences. Canada and National Defence have not sat idly by
as the world’s geostrategic situation has evolved. The CDS’s 2002-2003 Annual
Report identified a number of transformation initiatives, funded and announced in
prior federal budgets and defence planning documents, that recognized the
importance of domestic security against terrorist networks and conventional

enemies. The report implicitly recognized the importance of defending our

® Martin Van Creveld, Future of War, New York, NY: Free Press, 1991, 192



portion of the North American perimeter. First, there is a recognition that the
Canadian Forces must develop the ability to operate as part of collaborative
human networks that include all war fighters, military and civilian headquarters
staff as well as other Government security portfolios and allies.

Second, new capabilities were to be stood-up or augmented under a
Strategy 2020 target to develop new task-tailored capabilities to deal with
asymmetric threats and weapons of mass destruction.® These actions will likely
be insufficient. While the Cold War threat may have been has been reduced,
uncertainty facing current military operations has increased. The requirement,
stated in Strategy 2020, for better intelligence and becoming more flexible,
adaptive and mobile, will likely call for capital investments that go beyond
replacement of existing equipment.” This is likely to further increase National

Defence’s affordability problem.®

Speech From the Throne and the Canadian Fiscal Situation. One of the key
constraints for National Defence transformation is funding. A wider
understanding of Canadian Government fiscal pressures is essential to develop
funding assumptions to support National Defence’s strategic plan. Former

Defence Minister John McCallum stated that National Defence’s 2001 and 2002

6 Canada, Department of National Defence, Strategic Assessment 2002 (Ottawa:
Public Works and Government Services Canada), August 2001, 5.

” Canada, Department of National Defence, “Shaping the Future of Canada’s
Defence: A Strategy for 2020” (Ottawa: Public Works and Government Services Canada) June
1999, 1.

8 John M. Treddenick, "Financing the RMA” from Managing the Revolution in Military Affairs,
eds. R Matthews and J Treddenick (New York, NY: Palgrave) 2001, 19



budget increases were insufficient and that a significant increase in its budgetary
allocation was required.

The 2004 Speech From the Throne did not provide a commitment for
additional National Defence budget baseline increases. In fact, the speech
provided evidence there were many equally valid and pressing priorities
competing for federal funding such as health care, debt reduction, municipal
infrastructure, education, future pension obligations and tax relief for low-income
families. The March 2004 budget provided National Defence with a commitment
for incremental force employment costs of $277 million to cover the costs of the
Canadian Forces’ participation in peacekeeping missions in Afghanistan, ongoing
international efforts to prevent terrorism and for Canada’s military participation in
the UN-sanctioned multinational peacekeeping force in Haiti. It should be noted
that Treasury Board normally reimburses National Defence for these incremental
operational expenses. While the money was welcomed, it was not unexpected.
The real benefit received was a one-time infusion of $50 million to accelerate
procurement of the new fixed wing search and rescue aircraft. This new aircraft
will allow the Canadian Forces to retire the Buffalo fleet and approximately ten
aging Hercules aircraft currently assigned to the search and rescue role.’

The bottom line is that National Defence did not receive a firm
commitment for additional budget baseline increases in the future. Given the

priority of health care and other funding pressures, one of National Defence’s

® Canada, Department of Finance, available from http://www.fin.gc.ca/news04/04-012e.html,
Internet, accessed 20 March, 2004




strategic management assumptions should be for stable funding with economic

increases but no appreciable baseline increases.

Department Financial Situation and Economics.

Level One Business Plan Gaps. National defence received an additional
$800M in baseline funding in the 2003 budget. However, in their 2003 - 2004
business plans, Level Ones identified DP task to funding gaps totaling
approximately $2.2 billion dollars of which $669 million was recurring. Even if
one allows for some padding of business plan requests, the funding gap is still
very significant in view of National Defence’s total allocation. A review of the

business plan Level One funding gap revealed the following unfunded pressures:

x National procurement - approximately $700 million,

X Infrastructure - $220 million,

X Environment clean-up - $50 million,

X A capital backlog of $800 million with a recurring $300 million demand, and

x Operating budget - $500 million."

The Level One funding gaps are mitigated primarily through under-investment in

capital equipment and infrastructure resulting in deferment of equipment

10 Canada, Office of the Prime Minister, available from http://www.pm.gc.ca/eng/sft-ddt.asp?id=2,
Internet accessed 13 March, 2004.

" Canada, Department of National Defence, Vice Chief of the Defence Staff, Corporate
Pressures and Strategic Resource Allocation and Reallocation, Collective Meeting, 24 January
2003.
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replacement and infrastructure recapitalization. This mitigation practice, used
since the early nineties, has resulted in a long-term National Defence capability
(equipment and infrastructure) downward spiral. With higher priority Federal
Government items like health care awaiting additional funding and no new funds
for National Defence in this year’s budget, action to address the affordability of

National Defence’s programs is required.'?

Given the lack of firm Federal Government commitment for additional
military funding, the following quote from Part |l of Strategy 2020 - Canadian
Defence into the 21st Century is instructive, “The key to achieving a defence
vision is to link policy to activities through strategy”. A closer examination of
strategic management theory and first principles is required prior to looking at the
alignment of National Defence’s management models with actual implementation

practices, problems and recommendations.

DISCUSSION

Strategic Management Theory and Definitions.
Strategy. Professor Henry Bartlett, a member of the Strategy and Force
Planning Course, National Security Decision Making Department of the Naval

War College, provides the following much quoted definition of strategy:

“An ancient cliché holds that strategy is an art, not a science. Specifically,
strategy is the linking of ends, ways and means-a "game plan" that tells
how finite resources will be employed to accomplish declared objectives.

' Canada, Department of National Defence, Strategic Assessment 2002 (Ottawa:
Public Works and Government Services Canada), August 2001. 5.
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Coherent strategy is the key to institutional success; it is as important for
businesses and universities as it is for countries™?

The word “strategic” is key to this review of National Defence’s strategic
management process because it implies a wider focus than the everyday details
of running an organization.'* Consciously dealing with strategy is a difficult task
for any organization. Planning is common but planning does not create strategy.
Strategic thinking requires a different mindset and awareness, a focus on cause
and effect in a dynamic, competitive and uncertain external environment.
Strategy is about positioning an organization for the future and leveraging off
existing assets or capabilities to create capabilities that will position the
organization for future effectiveness. Strategy always aims at the “big picture.”
The focus is on results or outcomes, rather than products or outputs. Strategy is
less concerned with how to achieve outcomes than with defining what those

outcomes should be and linking ends with means.®

In other words, strategy should focus on the “what,” not the “how.”
Organizations employ strategic management as a way to move toward their
desired future states by formulating and implementing plans to reach specific
goals and objectives. Strategic management, more than anything else, is what

gives direction to an organization. Most strategic management methodologies

'3 Henry C. Bartlett, "Approaches to Force Planning," Naval War College Force Planning Faculty,
eds., Fundamentals of Force Planning (Newport, RI: Naval War College Press, 1990), v. 1, 443.

' Philip Blackerby, "History of Strategic Planning," Armed Forces Comptroller 39:1, Winter 1994,
22.

'° Australia Online, Public Sector Strategic Management, available at http:/cor-
ex.com/Services/svPubSec.htm, Internet accessed 22 March, 2004.
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answer three fundamental questions:

. Situation - Where are we right now and how did we get here?,
X Target - Where do we want to be?, and
X Path - How can we get there?'®

Strategic management. Strategic management is the process of specifying an
organization’s objectives, developing policies and plans to achieve these
objectives and then allocating resources to implement the plans.”” It is the
highest level of managerial activity, is usually performed by the organization’s
senior executives and executive team and provides overall direction to the whole
organization.'® An organization’s strategy must be appropriate for its current
and future circumstances, objectives and resources. One objective of an overall
organizational strategy is to put the organization into a position to smoothly
transition from its current to its future missions effectively and efficiently. A good
organizational strategy should integrate an organization’s goals, policies and

action sequences (tactics) into a cohesive whole."®

The Strategy Hierarchy.
Most large organizations have several levels of strategy. Corporate

strategy is the highest in the sense that it is the broadest, applying to all parts of

'® A. Rowe and others, Strategic Management - A Methodological Approach (Reading
MA:Addison-Wesley), 4.

"7 Ibid, 31.

'8 Ibid, 31.
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the organization. It gives direction to organizational values, culture, goals, and
missions. Under this broad corporate strategy, management of lower levels of
strategy such as concurrent functional (operational and tactical level), intendant
and emergent strategies plays an important part in successful strategy

implementation.?

Functional strategies (operational) would include new capability development,
capability renewal, human resource, financial, legal, public affairs and
information technology management strategies. The emphasis of functional
strategies is on short and medium term plans and is limited to the domain of
each level’s responsibility. Each level attempts to do its part in meeting overall
organization objectives. Their strategies are derived from broader corporate

strategies and also align with them.?’

The “lowest” level of strategy is tactical strategy. It is very narrow in focus
and deals with day to day operational activities such as scheduling criteria. It
must operate within a budget and is not at liberty to adjust or create that budget.
Tactical level strategy was encouraged by Peter Drucker in his theory of
management by objective (MBO). Tactical level strategies are informed by
operational level strategies which, in turn, are informed by corporate level

strategies.?

" Ibid, 31.
20 Henry Mintzberg, The Rise and Fall of Strategic Planning (New York, NY:Free Press), 74-75.

2 |bid, 74.
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Intended vs. Emergent Strategies. Plans generally describe an intended
strategy. However, the strategy that is actually implemented is almost always
different than that which was intended due to unexpected events. This is the
result of two factors: unrealized and emergent strategies. Unrealized strategies
are those ideas that simply did not work out and were therefore abandoned

before full implementation. You cannot predict the future with precision.?*

Less understood and almost never acknowledged, is the influence of
emergent strategies. Strategy is more than just a plan or a guide to the future, it
is also a roadmap for future consistency. Organizations react to circumstances
and develop solutions to problems every day. Some of these solutions are
consistent with intended corporate strategies and plans. Other solutions arise
due to unforeseen circumstances. This should not be a surprise, since
accurately predicting future courses of events is impossible and no amount of
hard work will crystallize the future. These reactive solutions to problems usually
have a consistency such that, over time, they gradually become incorporated into
the organization’s core strategy.®* Intended strategies are not necessarily better
than emergent strategies, or vice versa. What is important, is to acknowledge
the role of emergent strategy and its role in strategy formulation. In reality, as
Mintzberg says,

few, if any, strategies can be purely deliberate, and few can be purely
emergent. One suggests no learning, the other, no control. All real-world

2 |bid, 74-75.
3 |bid, 24.

2 |bid, 25.
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strategies need to mix these in some way—to attempt to control without
stopping the learning process. Organizations, for example, often pursue
what may be called umbrella strategies: the broad outlines are deliberate
while the details are allowed to emerge within them. Thus emergent
strategies are not necessarily bad and deliberate ones good; effective
Strategies mix these characteristics in ways that reflect the conditions at
hand, notably the ability to predict as well as the need to react to

unexpected events”.*®

Unrealized
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Figure 1 - Forms of Strategy?®

The Role of Strategy Formulation and Implementation in Strategic
Management. Strategic management is a combination of strategy formulation

and strategy implementation. Strategy formulation involves:

% |bid, 25.

% |bid, 24.

16



x doing a situation analysis: both internal and external; both micro and macro-
environmental, 2’

x concurrent with this analysis, objectives are set. This involves crafting vision
statements (long term), mission statements (medium term), overall corporate
objectives (both financial and strategic), strategic objectives (both financial
and strategic),?® and

x these objectives should, in the light of the situation analysis, suggest a
strategic plan. The strategic plan provides the basis for developing the
detailed implementation plans to obtain these objectives.?

External Internal
Appraisal Appraisal
Threats and Strengths and
Opportunities in VWWeaknesses of
Environment Organization
Key Success Distinctive

Factors Competences

Creation
of
Strategy

Evaluation
and Choice
of

| ~Srrargy

Implementation
of Strategy

Social
Responsibility

Managerial
Values

Figure 2 — Strategy Formulation Model*°

2" A. Rowe and others, Strategic Management - A Methodological Approach (Reading
MA:Addison-Wesley), 56-58.

2 |bid, 79-81.

2 |bid, 27.
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Figure 2 provides a visual interpretation of the strategy formulation and
implementation process. This three-step strategy formation process is designed
to answer the three fundamental questions that are the essence of strategic
management: where you are now, where you want to go, and then how to get

there.
Strategy implementation involves:

x allocation of sufficient resources (financial, personnel, time, computer system
support) in a two-part plan: (1) the basic allocation decision; and (2)
contingency mechanisms. The basic allocation decision is the choice of
which items to fund in the plan (and the level of funding) and which to leave
unfunded: the resources are allocated to some items, not to others. There
are two contingency mechanisms: (1) a priority ranking of items excluded
from the plan, showing which items to fund if more resources should become
available; (2) a priority ranking of some items included in the plan, showing
which items should be sacrificed if total funding must be reduced,*’

x establishing a chain of command and assigning responsibility of specific
tasks or processes to specific individuals or groups to establish accountability
and manage the strategic implementation process,*?

X managing the process which includes monitoring results, comparing to
benchmarks and best practices, evaluating the efficacy and efficiency of the
process, controlling for variances, and making adjustments to the process as
necessary,* and

x when implementing specific programs, this involves acquiring the requisite
resources, developing the process, training, process testing, documentation,
and integration with (and/or conversion from) legacy processes.>*

%0 Henry Mintzberg, The Rise and Fall of Strategic Planning (New York, NY:Free Press), 37.

¥ A. Rowe and others, Strategic Management - A Methodological Approach (Reading:Addison-
Wesley), 482.

% |bid, 482.
* |bid, 482.

% |bid, 482.
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Strategy formulation and implementation is an on-going, never-ending,
integrated process requiring continuous reassessment and reformation.
Strategic management is dynamic. It involves a complex pattern of actions and

reactions and is partially planned and unplanned.®
A good strategy should:

x be a good fit between the future enviroment, resources and core
competency,

x be feasible and appropriate,
x be capable of providing the organization sustainable capabilities,

x be dynamic, flexible, and able to adapt to changing threat and geo-politcal
situations, and

x provide focus on desired outcomes.>®

We have reviewed what is required for successful strategy formulation
and implementation as well as the attributes of a good strategy. Why are some

organizations successful and others not in implementing their strategies?

Strategic management is very difficult to perform successfully. Strategic
guidance tends to be vague in order to avoid offending stakeholders and
alienating government support. This may be a good thing for political ends, but

severely undermines any attempts to develop a coherent defence strategy.

% Henry Mintzberg, The Rise and Fall of Strategic Planning (New York, NY:Free Press), 31.

% A. Rowe and others, Strategic Management - A Methodological Approach (Reading,
MA:Addison-Wesley), 482.
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Vague guidance has other negative impacts such as weakening the case
for military requirements, which is essential for timely approval and procurement.
Historical precedent and alliance commitments were frequently used in the past
to justify defence requirements but they may have little conceptual validity in the
changing geopolitical situation of the post-Cold War world. All this makes the
strategizing process difficult, but not impossible. Many comments from the field
decry the lack of clear direction on National Defence’s current and future military
capabilities and overall post Cold War strategy. This is a very easy criticism to

voice and the “strategy thing” can be overemphasized, as noted by Mintzberg:

Strategies can be rich visions, intricately woven images that can create
deep-rooted perspectives. So long as they are articulated in their own
terms, which often means images or metaphors rather than concrete
labels, ideally by the people who know them best (notably their creators),
they can maintain that richness. But decomposed and expressed
formally, in precise words or, worse, numbers, which may be necessary
for communication through a dense bureaucratic hierarchy, the rich
imagery and intricate interconnections can be lost.>’

National Defence’s Strategic Management Process. Now that we have
reviewed strategy and strategic management theory a review of the theoretical
underpinnings of National Defence’s strategic management process is in order

prior to reviewing issues and developing recommendations.

National Defence uses the Defence Planning and Management (DP&M)

framework pictured below to:

x Plan its long, mid and short term strategic direction,

3 Henry Mintzberg, The Rise and Fall of Strategic Planning (New York, NY:Free Press), 338.
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x Manage the life-cycle of current and future capabilities,
x Monitor performance and risk management, and

x Report to government through the Report on Plans and Priorities (RPP) and
the Departmental Performance Report (DPR).%

sovernment of Canada

I;-

olicies & Directive;

Strategic
“sioning
Capabiiity -
Ferformance Based
Managermeant Planning
Management
Principles &
Capability-Based
Business Model
In-"ear Resource
Management Friaritization

Business
Flanning

Reports to
Goavernment of Canada

Figure 3 - National Defence Planning and Management (DP&M) Model*®

The DP&M framework is guided by some key aims including the

responsibility to care for our people and our duty to serve and be accountable to

% Canada, Department of National Defence, Vice Chief of Defence Staff — Defence Planning and
Management, available at http://www.vcds.forces.gc.ca/dgsp/pubs/dp m/management e.asp,
Internet accessed 14 April, 2004.

% Canada, Department of National Defence, Vice Chief of Defence Staff — Defence Planning and
Management, available at http://www.vcds.forces.gc.ca/dgsp/pubs/dp _m/management e.asp,
Internet accessed 14 April, 2004.
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the government and people of Canada. The following principles, condensed from

the VCDS web site, support the DP&M process:

x A long-term strategic vision provides National Defence with a direction to
move forward into the next years and decades,

x Defence capability is the central element that drives departmental planning,
resource allocation and accountability,

x The Defence Management Committee (DMC) establishes strategic corporate
priorities that govern planning and resource prioritization/allocation,

x Strategic planning is responsive to key stakeholders,
x Centralized planning is implemented through decentralized execution,

x The Report on Plans and Priorities (RPP) will incorporate the output of
strategic visioning, capability planning, resource prioritization and corporate
business planning,

x  The accountability-oriented business planning process will drive budgeting,
costing and reporting; confirm how L1s will achieve objectives and targets;
indicate how they will coordinate and work toward shared targets; consolidate
and reconcile lateral/functional issues; and finalize commitments.
Performance Management Agreements (PMAs) will be linked to L1 business
plans. Business plans will be monitored frequently, and adjusted in-year when
required,

x Performance management will provide a balanced view of the institution and
will be used to assess progress against corporate priorities; evaluate
institutional health and vitality; monitor ability and achievement in meeting
stakeholder expectations; and provide a basis for corporate reporting to the
government and people of Canada, and

x Information and financial systems will be integrated and aligned to support the
capability-based business model and to serve the information and decision
requirements of managers and the needs of Canadian Parliament.*°

The above model and management principles are conceptually sound and align

with strategic management theory and first principles reviewed earlier in this

0 Canada, Department of National Defence, Vice Chief of Defence Staff — Defence Planning and
Management, available at http://www.vcds.forces.gc.ca/dgsp/pubs/dp _m/management e.asp,
Internet accessed 6 April, 2004.
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paper. The process by which strategic resources are allocated to create defence
capabilities will now be reviewed prior to reviewing National Defence’s strategic

management problems.

The Theory Behind Conversion of Strategic Resources Into Defence
Capabilities? Strategic resource management maximizes output from key
strategic resources such as personnel, infrastructure, operating and capital
budgets. Strategic resource allocation decisions are a key link between the plan
and reality and define the boundaries of the possible. The conversion of
strategic resources to defence capabilities is a two-phase process. In the first
stage, the government decides on the amount of the defence budget. One of the
government’s key considerations, in deciding how much of the federal budget to
allocate to defence, is the attempt to maximize national economic welfare and
security.*!  The amount allocated to defence is assumed to be the maximum
acceptable in terms of foregone civilian expenditures such as health care or

municipal infrastructure funding.*?

In the second phase, the defence budget funds the transformation of
inputs such as personnel (military and civilian), operating budgets (consumable
items such as fuel, utilities, spares and equipment repair and overhaul) and

capital (equipment and infrastructure) into outputs.*?

1 John M. Treddenick, "Distributing the Defence Budget: Choosing Between Capital and
Manpower," Issues in Defence Management, ed. D Bland (Kingston, On: School of Policy
Studies, Queen’s University), 1998, 3.

2 Ibid, 3.
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Personnel expenditures are a reflection of force size (regular, reserve and
civilian employees) rank structure distribution, training and benefit levels and are
made to maintain trained forces. A large investment is made to train members.
This accumulated human capital is an essential element in the delivery of

National Defence tasks and programs.**

Operations and maintenance budgets vary directly with personnel
numbers, age and size of physical infrastructure and equipment, and force
generation and employment tempo. Personnel and operating expenditures are

made to keep military forces at a defined level of readiness.*

Capital expenditures are an investment in future capabilities as current
equipment is replaced or modernized and reflect long-term capability choices.
Capital equipment and infrastructure must be continuously upgraded or replaced
while concurrently managing disposal of obsolescent or redundant equipment
and infrastructure. Capital inventories take a long time (10-15 years) to
significantly alter due to long procurement and project life cycles. Strategic
resource allocation, especially for capital, requires an understanding of the inter-
relationship among the expenditure types and a long term view extending out as

much as twenty years.*®

* Ibid, 3.

* John M. Treddenick, "Distributing the Defence Budget: Choosing Between Capital and
Manpower," Issues in Defence Management, ed. D Bland (Kingston, On: School of Policy
Studies, Queen’s University), 1998, 5-6.

** Ibid, 6.

8 |bid, 6.
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The outputs in this case are defence capabilities consisting of combat
capable forces, equipment, support infrastructure and support services. The
struggle to sustain force generation while recapitalizing infrastructure and
equipment has been an enduring problem for all North Atlantic Treaty
Organization members since the end of the Cold War.*” The challenge for
National Defence is to maximize required current and future defence capabilities

without appreciable increases to its funding baseline.

The actual implementation of the strategic task to funding process is

complicated by a number of issues which will be discussed below.

How Does National Defence Convert Strategic Resources to Capabilities?
To aid the reader in understanding the process, a model developed by the
Chief of the Air Staff (CAS) will be used. The model at Figure 4 below was used
in the CAS 2001 Business Plan Guidance to outline National Defence’s strategic
resource management framework. The framework would apply equally to the

Navy and Army.

" John M. Treddenick, "Financing the RMA” from Managing the Revolution in Military Affairs,
eds. R Matthews and J Treddenick (New York, NY: Palgrave) 2001, 6.
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X An accountability-oriented business planning process attempts to coordinate
the use of the resource inputs, most of which are managed by other Level
Ones, to deliver combat capability and current year change initiatives,

x The Level One’s outputs, shown at the bottom of Figure 4, as capability
structure outputs, align with Defence Plan (DP) assigned tasks consisting of a
variety of environmental combat capabilities and support to corporate
priorities such as modern management, employment equity and bilingualism,
and

X Program Management Board (PMB) provides recommendations to the DM
and CDS to mitigate in-year resource pressures and surpluses.

For multi-year force generation as well as changes to current capabilities,
a strategic plan is supposed to be used to prioritize and implement initiatives
such as force development, phase-in of new capabilities, phase-out of obsolete
capabilities, doctrine and force development changes.

Examination of the model raises a number of questions:

X The Level Ones do not control all of the resources required to deliver
assigned DP tasks. The operation and maintenance budget, managed by the
Level One assigned the specific DP tasks, constitutes approximately 25% of
the required resources, the reminder such as national procurement (NP)
funding, major infrastructure recapitalization and personnel funding are
allocated to other Level Ones to manage. Are the Level Ones, controlling the
other required allocations, identifying the funding pressures for the corporate
funding they manage to the center as well as the affected Level Ones? How
can a Level One manage force generation for assigned DP tasks if they do
not control all of the required funding?

X How are the resources aligned i.e. is sufficient national procurement, O&M,
personnel and infrastructure allocated to deliver assigned tasks? The Level
One requires alignment of the right type of resources (O&M, capital and
personnel) to deliver assigned DP tasks. Providing a Level One with
adequate O&M and inadequate NP funding will constrain the force generation
effort to the level of the smallest resource envelope, NP in the Air Force’s
case,

x If the defence plan is under funded, what actions are taken to ensure
affordability and at what impact to assigned tasks?

X How are surpluses handled? and
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X Are vision, strategy, plans, funding and outcomes aligned to maximize the
effort and outcomes of each Level?

The reality is a dysfunctional system with affordability issues. These
issues persist largely due to a lack of direction on how to make National

Defence’s programs affordable.

Program Affordability Issues

Business Plan Under Funding. In-year strategic resource management starts
off with an under-funded business plan that is then devolved to Level Ones. The
under-funding is partly mitigated by over-programming at the corporate level.
Over-programming, not to be confused with over-commitment and over-
spending, is authorized by the DM. Over-programming recognizes that certain
organizations will not consume all of their budgets and that surpluses will be
declared too late to use the money effectively. It also assumes there will be
some mitigation of unexpected in-year funding pressures by central agencies.
Over-programming allows planned expenditures for goods with a longer
procurement lead-time, like capital equipment and infrastructure. However even
over-programming funding, which is largely allocated proportionately to each

Level One, does not mitigate the funding gaps.

Capital Investment. Capital budgets add nothing to current military capabilities

and require significant periods before assets (buildings 1-5 years, equipment 2-
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15 year) are placed in service.*® Due to a lack of resources, National Defence
has had to defer capital expenditures to mitigate current-year operating,
personnel or operational tempo budget pressures. Personnel and operating
budget pressures have often been looked at as fixed costs by defence planners
who have tended to treat capital as a budget residual after the in-year budget
pressures were mitigated. The lack of direction to reduce in-year activity to
available funding has resulted in personnel, equipment and infrastructure activity
being maintained above an affordable level. Was this was based on senior
management’s expectation of future budget increases? If so, the assumption
was false and as a result the backlog of capital projects was exacerbated. This
invariably led to a downward spiral. As the costs of maintaining aging and
excess equipment increased, the budget available for recapitalization was further
reduced. The spiral increased as operating and maintenance costs rose and the
organization found itself divesting or maintaining equipment without plans for
replacement. The spiral was often reinforced by the capping of the capital
budget further delaying equipment and infrastructure replacement as projects
competed for restricted capital budgets were deferred, thereby delaying re-

capitalization and further increasing the cost of maintaining old equipment.*®

Capital Program Cost Pressures. The rising cost of new equipment and

maintenance has reduced the amount of funding available for recapitalization.

8 John M. Treddenick, "Financing the RMA” from Managing the Revolution in Military Affairs,
eds. R Matthews and J Treddenick (New York, NY: Palgrave) 2001, 6.

49 D. Kirkpatrick, “The Rising Unit Cost of Defence Equipment — the Reasons and the Results”
Defence and Peace Economics 6, 1995, 279-280.
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One of the main causes of these cost increases, from one generation of weapon
platform or support system equipment to the next, is the requirement to
constantly upgrade combat capabilities and technology. This is done for a
variety of reasons including providing combat forces with higher capability
equipment against the threats they will face and inter-operability with our primary
ally, the US (who are constantly upgrading their capabilities and technology).
Another major contributor to cost increases is the eventual closure of production
lines on older platforms. This forces National Defence to go to new and costlier

weapon platforms unless lower technology .00306m equipmentfr(om othernratiosr )TIETEMC 1 g8



Augustine that “in the year 2054 the entire US defence budget will purchase just

one tactical aircraft”.>°

Out-Sourcing. One of the solutions National Defence looked to for reducing its
budget gap was outsourcing of non-core activities. Alternate service delivery,
contracting-out, partnering with industry initiatives were examined and in some
cases implemented within National Defence with mixed results. Analysis of
these contracts reveals an initial penetration pricing approach by the contractor
to win the original contract. Subsequent renewals invariably come with
significant cost increases as contractors take advantage of entry cost barriers, for
other contractors, to increase their contract prices. The favouring of Canadian
businesses further exacerbates the problem. This inevitably increases costs
since National Defence pays the Canadian company’s market entry cost. One
only has to look at the outsourcing of Cormorant maintenance. The cost of the
maintenance contract was approximately fourteen million dollars higher than the
Labrador maintenance budget that was removed from the Air Force’s budget
baseline. The problem was compounded when the increased cost was assigned
to the Air Force’s national procurement allocation further compounding that

funding gap.

So What?

So where does all of this leave us? Is strategic management impossible

given the complexities of National Defence and is strategic visioning a waste of

% Frank Augustine, “Augustine’s Laws”, American Institute of Aeronautics and Astronautics, 55.
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time? A review of National Defence’s strategic management model reveals that

it aligns with all of the key theoretical aspects of strategic management.

However in reviewing first principles, we see that National Defence’s strategy
management process does not answer all three of the following fundamental

questions:

x Situation - Where are we right now and how did we get here?,
x Target — What capabilities do we need over the next 20 years?, and

x Path — Over the next three horizons what is plan to acquire new
capabilites and divest itself of non-core capabilities?

From National Defence’s perspective, the situation has been well
analyzed and documented in professional military and academic publications
and research. Where the strategic management process becomes untracked is
the lack of a well-defined target and path. The first DP&M principle stresses the

importance of a strategic vision:

“a long-term strategic vision provides National Defence with a direction to
move forward into the next years and decades. A strategic vision provides
a context for change initiatives across the organization. It is a check for
developing short-term objectives. If goals and objectives in the
Department do not accord with the strategic vision, they must be
realigned.”

Strategy 2020 provides the vision document. It can be argued that it
lacks detail but as we have seen, the vision should not tell you how to get to
where you want to go. The roadmap, in National Defence’s strategic
management process, the DP&M, is the capability-planning document. The

capability-planning document has a corporate scope that crosses all functional
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and environmental organizations. In a Department as large as National
Defence, the task could be perceived as unmanageable given separate civilian
and military cultures, priorities and the duality of the CDS and DM management
framework. Fortunately, the fact National Defence must proceed from vision to
implementation to solve its chronic problems provides the impetus for change.
As previously documented, formal strategic planning must operationalize the
vision while presenting a clear and affordable statement of current and future

capabilities including supporting infrastructure and personnel.

How can we use the Department’s theoretical strategic management
model, the DP&M, to resolve the current dysfunctional situation? The Minister’'s
Advisory Committee on Administrative Efficiency, made several observations

with respect to National Defence’s strategic management process:
x Management focus is more transactional than strategic,
x Accountabilities are too diffuse, and
x Core competencies are not clearly defined.”’

The VCDS and DGSP have stated that development of the required
capability plans is a priority, which will provide a necessary first step to begin
solving the short-term affordability problems. Highlighting this gap will hopefully

provide the impetus to address both the short-term affordability and longer term

51 Canada, Department of National Defence, “Minister’s Advisory Committee on
Administrative Efficiency”, (Ottawa: Public Works and Government Services Canada) 2003, 3.
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transformation problems. The decisions required to provide the stability
associated with a clear and funded long-term plan are difficult. The CDS's 2003
Annual Report titled, "At a Crossroads" had the following words on the difficult

choices facing the CF:

“The Canadian Forces have not, in recent memory, been as well-
positioned as they are today to address the challenges we face and to
establish a new course for the future. For the first time in several years,
our budget has stabilized and is sufficient to meet the essential demands
of today’s defence program. It is important to emphasize that
transformation will take time. We will not complete this process during my
tenure as Chief of the Defence Staff. Nonetheless, we must accelerate our
efforts. This will require difficult choices. We will have to reallocate from
lower to higher priorities. Our choices will need to be selective, strategic
and asymmetric. We will have to choose which new capabilities to invest
in, and what existing capabilities to maintain, reduce or eliminate. We
cannot and will not pursue a transformation agenda by ‘“tinkering” at the
margins in new capabilities without reducing or eliminating those that are
no longer relevant in the current and future strategic environment.”?

RECOMMENDATIONS

Numerous recommendations could be made to improve National
Defence’s strategic management process. However most of then would simply
restate strategic management best practices. The following three
recommendations are provided to address the core problem, lack of clear
strategic direction. The recommendations are kept short with some minor

guidance as befits a strategic level paper.

°2 Canada, Department of National Defence. Chief of the Defence Staff, 2003 Annual Report,
(Ottawa: Public Works and Government Services Canada),1998, 3.
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Provide Direction. Each Level One is promoting their vision of the future for
National Defence through separate vision documents or policy and functional
direction due to a lack of clear direction on what National Defence’s current and
future capabilities will be. If the current capabilities are clearly unaffordable and
the future is unclear and likely unaffordable as well, what can be done? The first
step must be to get to the front of the line and provide direction. What kind of
direction? The direction must answer what capabilities will exist over the next
twenty years along with supporting personnel structures, infrastructure and
funding. The direction must answer how the current capability to operating
budget gap will be closed and where the resources for transformation will come
from. This will not be an easy exercise. Closing the operating budget gap while
setting aside funding for capital procurement will necessitate directed capability,
activity and budget reductions and reallocations. Until this step is taken the

current in-year churn will continue perpetuating National Defence’s problems.

Capabilities and infrastructure identified for disposal should have
minimum funding assigned, while those designated for phase-out in the longer
term should have only essential maintenance funding allocated. More efficient
used of scarce baseline funding should allow budget diversions to future

capability funding.

This paper will not discuss the politics surrounding change initiatives.
However National Defence has closed and moved units in the past and there will
be opportunity to do it again in the future if the case for action and requirement

are clear and the timing is carefully selected to allow politicians to manage the
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issues. A key task for National Defence’s senior executive will be to select and
maintain their course over the short and long term allowing emergent strategies
to evolve and replace planned strategies, which have failed. Message
consistency will be key supported by a repetitive communication plan that is
supported by all Level One managers. These actions will be key to shaping the
external environment so it is receptive and supportive of National Defence’s

transformation requirements.

Change Management. There is a pressing need to reduce and manage the
large number of change initiatives within National Defence. Managing change is
complex and reducing Departmental activity in this area will increase the
probability of success of the remaining initiatives. Each Level One has at least a
dozen initiatives, each of which has the potential to impact force generation at
the operational and tactical levels. Changes should be rigorously cross-
impacted, prioritized and sequenced by VCDS staff to align with the capability
direction recommended above and forecasted funding. If change initiatives do
not align with the directed capability program and are not mandated they should
be deferred or cancelled. One of the keys to reducing the churn within National
Defence will be to rigidly gate all project initiation. The reduced, affordable
integrated change plan should then be presented to DMC for endorsement. A
list of unfunded and prioritized initiatives that align with the capability direction

must also be prepared to ensure efficient use of National Defence’s resources.
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Lateral Coordination. The vertical coordination and integration of different
Level One strategic plans with the five capability plans is fairly good.
Unfortunately the coordination between Level One strategic plans
(Army/Navy/Air Force/ADM (Mat) etc.) is terrible. The Level One plans appear
to be developed in isolation from each other, despite the fact that virtually every
operational capability requires a combination of contributors. Service Level
Agreements (SLAs) are intended to be the vehicle of lateral coordination, but
they have not yet been negotiated for the most part. There are many reasons
for this including lack of staff and an unwillingness to define obligations with
precision in an era of intense competition for resources. However, the DP&M
described accountability-oriented business planning process would be the
preferred mechanism for several reasons: it would ensure accountability and
provide additional impetus to the annual business planning efforts. If National
Defence can align its force generation and future capability requirements with
available funding, the mechanism would work. Failing that, analysis could be
conducted to determine the effectiveness and efficiency resulting from
reallocating corporate account funding directly to Level Ones force generators

with controls on its use.

CONCLUSION

Effective strategic management is essential because it focuses attention
on capability choices and the management necessary to implement National
Defence’s vision successfully. Until vision, strategy, plans, funding and

outcomes are aligned; National Defence’s strategic management problems will
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persist. As this paper has documented, failure to plan for the future leads to a
situation where senior management’s focus is very short term and where the
main effort is on preservation of a limited capital inventory and not on its growth.
Timely capability, force structure size and composition, and strategic resource
allocation choices are required. Setting clear priorities for future capabilities as
well as those that will be retained, replaced and disposed of will allow alignment
of operating budgets and long term capital, personnel and infrastructure plans.
Although the strategic plan is not used on an everyday basis for control, it does
constitute the future baseline. It is also a “work in progress” as it continues to

evolve allowing emergent strategies to grow within the overall strategic plan.

To continue to stumble along in the current mode, postponing the hard choices,

will condemn the Department to more decades of incrementalism.

The above recommendations will hopefully provide some impetus to
correct the flaw in National Defence’s strategic management process and
provide the direction, change management and co-ordination necessary to
address current Defence Plan and Strategy 2020 transformation issues. Above
all, it must be remembered that the strategic management process is not holy; it

is @ means to an end—not an end in itself, as pointed out by J.B. Quinn:

“A good deal of the corporate planning | have observed is like a ritual rain
dance; it has no effect on the weather that follows, but those who engage
in it think it does. Moreover, it seems to me that much of the advice and
instruction related to corporate planning is directed at improving the
dancing, not the weather.”?

°% J.B. Quinn, Quinn, J.B.. Strategies for Change: Logical Incrementalism. Homewood, IL: Irwin,
1980, 122.
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