
Capitol Analysts Network, Inc.                                                                                                                      Page 1 

 

 

CAPITOL  ANALYSTS  NETWORK,  INC.  
Stuart J. Sweet, President                   October 4, 2013 

 

POST SHUTDOWN: SEQUESTER REBOUND FOR DEFENSE 

 
 It can pay to think ahead.  After the Congressional impasse over using the annual 

appropriations process to defund or amend Obamacare ends, and the government reopens,  

Congressional debate over the proper level of fiscal year 2014  "discretionary" federal spending 

will break out in the open.  This conversation is pivotal to the performance of at least 22 major 

publicly-traded companies, primarily defense contractors. CAN recommends investors add to 

their positions in these companies now because we foresee that the debate will conclude with FY 

2014 defense appropriations being higher than the market expects. 

 

  Right now, it does not appear that way.  Several "Continuing Resolutions" (CRs) the 

House has sent over to the Senate these last few weeks all freeze FY 2013 discretionary spending 

totals at $988 billion.  This provides $486 billion for baseline national defense, which excludes 

Afghanistan and other anti-terror funding, through December 15, 2013 -- maintaining tens of 

billions in defense sequester cuts resulting from the 2011 Budget Control Agreement. Obscured 

by the noisy battle over defunding Obamacare, the Senate has passed its own Continuing 

Resolution, also freezing overall discretionary spending and defense spending at the House CR 

level.  But $486 billion is not likely to be the amount provided by Congress in FY 2014 for 

national defense when the final levels of discretionary spending are established later in the 

process.  Last April, the Obama Administration submitted a FY 2014 budget, requesting $516 

billion in defense spending. Meanwhile, the House GOP determined $513 billion as the 

appropriate level when adopting the First Concurrent Budget Resolution on March 21, 2013.   

 

Source:  Congressional Quarterly/Roll Call 
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 Annualizing the short-term House and Senate CR levels for defense spending generates a 

pessimistic projection for what contractors can expect next year. The final level is likely to be 

higher than these post-sequester levels.  

  

Sequester: Every Defense Spender's Enemy 

 

 When the 2011 Congressional Supercommittee failed to reach agreement on entitlement-

centered fiscal reforms to address the country's long-term budget deficit, sequestration -- $1.2 

billion in ten-year across-the-board budget cuts-- 

took their place. Although these cuts are law, 

Washington is looking for ways to reverse them, 

and defense hawks are searching hard. With both 

the Obama Administration and the House GOP 

seeking a defense funding increase between $27 

billion and $30 billion above the current level, the 

better bet is to assume defense spending will rise 

above the post-sequester 2013 level.  

 

 The actual defense increase more likely will 

be about $15 billion, not $27 billion to $30 billion. 

Sequester cuts also sliced discretionary domestic 

programs like Head Start, and Obama will insist on 

these sequester replacements, as a quid pro quo, for 

any defense spending boost. The GOP likely will 

agree to this swap, matching an approximate 

increase of $15 billion in guns with an approximate $15 billion increase in butter.  This would 

"split-the-difference" in the budget authority chart. 

 

Key Officials Want Relief from the Sequester 

 

 Pressure  for undoing the defense sequester is not just coming from the usual suspects:  

GOP defense hawks.  It also is coming from the Obama Administration, the nation's top 

professional soldiers, and from influential congressional Democrats. 

 

 Defense Secretary Chuck Hagel, for example, laments the impact of the sequester on 

national security.  Complying with the current law he abhors but must implement, he plans 

reductions in the sizes of both the uniformed and civilian bureaucracies and shrinking pay and 

benefit increases. He is readying cuts in operational costs by reducing patrols and training. He 

also plans to stretch out the procurement schedule for weapons systems to reduce yearly 

expenditures. During a recent hearing before the House Armed Services Committee, the Army, 

Navy, and Air Force Secretaries detailed the impact of the sequester on the Defense 

Department's equipment modernization plans. They are not pleased, and two weeks ago they 

gave the House Armed Services Committee an earful (military services chiefs). 

 

 At the end of the process, the full impact of the sequester is unlikely to hit, however, 

given the sentiment of senior congressional Democrats who, like President Obama, support 

http://www.defensenews.com/article/20130918/DEFREG02/309180018/
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spending more on defense.  The Assistant Democratic Majority Leader Dick Durbin (D-IL), the 

second ranking Senate Democrat, and the Chairman of the Appropriations Subcommittee on 

Defense said this, referring to military sequestration cuts, "We cannot continue like this." 

(Senator Durbin)    Or, consider the views of Congressman Adam Smith (D-WA), the ranking 

Democrat on the House Armed Services Committee, who said last month:  “Personally, I would 

end sequestration tomorrow.  You know, we can talk about how to get the budget deficit under 

control long term, revenues and spending and all of that, but the one thing we know is that 

sequestration is really devastating our military." 

 

Who are the Likely Winners? 
  

 Listed below are 22 publicly-traded companies that generate 26 percent to 100 percent of 

their revenues from defense work.  They are involved in research and development and 

procurement of major weapons systems, including submarines, jet fighters, and anti-missile 

systems.  They also supply spare parts to the weapons systems they sold previously.  If Congress 

provides an added $15 billion to defense in FY 2014, they will receive the bulk of it.   

 

Sources:  General Services Administration  https://www.fpds.gov/fpdsng/index.php/reports,  Company 10-K 

Reports 
 

 Clearly, the securities of Huntington Ingalls, ITT, and Lockheed Martin will respond 

more to the news that defense spending is going up than Tetra Tech or Computer Sciences, but a 

http://www.huffingtonpost.com/2013/07/30/2014-defense-spending_n_3677515.html
https://www.fpds.gov/fpdsng/index.php/reports
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rising tide of defense funding helps all military contractors. The top 100 defense contractors 

received $228 billion in 2012 (GSA ). If you are interested in specific weapons procurements 

that are affected by overall defense funding levels, please review this document from the Chief 

Financial Officer for the Defense Department. 

  

 Overall, the defense industry could see a 6 percent increase in top line revenues if defense 

spending rises by $15 billion, boosting profits for the most exposed contractors by 6 to 10 

percent. If you look deep enough, not all the budget news from Washington is bad for investors. 
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