8 ///7‘{\\\ w4
Yy, COMM“E’%\

U.S.-China Economic and Security Review Commission
Staff Research Backgrounder

June 11, 2013

Taiwan’s Declining Defense Spending Could Jeopardize
Military Preparedness
by

Craig Murray,
Senior Policy Analyst, Military and Security Affairs

with

Kyle Churchman, Research Intern



While China’s Military Capabilities Grow, Taiwan’s Defense Budgets Continue to Decline

Taiwan's primary security objectives are to defend against China's efforts to force reunification and
preserve cross-Strait peace and stability. These goals are intended to protect Taiwan’s autonomy
and maintain an environment that enables sustained economic development.! While Taiwan’s
military over the last decade has made some improvements, it has focused largely on sustaining
existing capabilities. China's rapid military modernization during this time has “negated” many of
the military advantages Taiwan previously held over China, according to the U.S. Department of
Defense’s Annual Report to Congress on the Military and Security Developments Involving the People’s
Republic of China 2013.2 The report states the People’s Liberation Army (PLA) is “capable of
increasingly sophisticated military action against Taiwan.”3

Despite its growing military disadvantage relative to China, Taiwan’s defense budget continues to
decline. Taiwan's official 2013 defense budget contracted to NT $312.7 billion (U.S. $10.5 billion)
from NT $317.3 (U.S. $10.6 billion) in 2012.4 According to the Congressional Research Service,
Taiwan'’s current defense spending represents 2.1 percent of its gross domestic product (GDP), a
record low matched only in 2006 and 2011. This is considerably less than 3 percent of GDP - the
level at which President Ma Ying-jeou pledged to maintain defense spending> - and marks a
substantial decrease from 3.8 percent of GDP in 1994. Furthermore, defense spending accounts for
only 16.2 percent of the total government budget in 2013, down from 24.3 percent in 1994. The
Ministry of National Defense (MND) has stated publicly it would use supplemental funds to pay for
arms sales from the United States.6

Taiwan’s Defense Budgets, 1994-2013"

Source: Congressional Research Service

Percentage of
Fiscal Military Budget Military Budget Percentage of Total
Year (NT billion) (U.S. billion) GDP Government
Budget
1994 258.5 9.8 3.8 24.3
1995 252.3 9.5 3.5 24.5
1996 258.3 9.5 3.4 22.8
1997 268.8 9.4 3.3 22.5
1998 274.8 8.2 3.2 22.4
1999 284.5 8.8 3.2 21.6
2000 402.9 12.9 2.9 17.4
2001 269.8 8.0 2.9 16.5
2002 260.4 7.5 2.7 16.4
2003 257.2 7.6 2.6 15.5
2004 261.9 7.8 2.4 16.7
2005 258.5 8.0 2.3 16.1
2006 252.5 7.8 2.1 16.1
2007 304.9 9.2 2.4 18.7
2008 3411 10.5 2.5 20.2
2009 318.7 9.6 2.7 17.6
2010 2974 9.3 2.2 17.3
2011 294.6 10.2 2.1 16.5
2012 317.3 10.6 2.2 16.4
2013 312.7 10.5 2.1 16.2




Official statements and documents8 suggest Taipei judges the current level of defense spending is
sufficient and will remain stagnant through at least the end of President Ma’s term in 2016 as he
focuses on continuing to improve cross-Strait relations and strengthening “soft power” approaches
to deterrence.® Moreover, President Ma appears to have little incentive to increase the defense
budget since improved cross-Strait relations have reduced public perception of the China threat in
Taiwan,10 while domestic and social welfare issues have become more salient as Taiwan’s economy
attempts to recover from the global financial crisis and its workforce ages.

Underfunded All-Volunteer Force Transition May Force Taiwan to Make Budget Tradeoffs

Amid annual budget reductions, Taiwan since 2008 has been implementing a program to gradually
convert its conscript-heavy active duty military into an all-volunteer force (AVF). In order to cover
the higher salaries and recruitment and retention costs inherent in an AVF, the Taiwan military is
downsizing its active duty force from approximately 270,000 to 215,000.11

The AVF transition has been more expensive than anticipated and the military has had difficulty
recruiting high quality volunteers.12 This is due in part to demographic trends in Taiwan, such as a
declining birth rate!3 and a quickly aging workforce, as well as a culture that does not hold military
service in high esteem.1 Originally scheduled to be complete by the end of 2014, these problems
could force Taiwan to delay the full implementation of the AVF transition to 2015 or later.15

The Taiwan military already is making budget tradeoffs to ease the financial demands of the AVF
transition. Taiwan has diverted funds from other portions of the defense budget to pay for rising
personnel costs. Between 2009 and 2013, Taiwan increased the share allocated for personnel (from
40 to a projected 50.1 percent) and reduced shares allocated for operations (from 30.1 to a
projected 22.5 percent) and investments (from 28.4 to a projected 25.9 percent).16

U.S. officials” and outside observers18 suggest that, if this trend continues, the Taiwan military may
struggle to maintain current operational capabilities, readiness levels, and equipment inventories.
Taiwan also could find it increasingly difficult to make progress toward key modernization goals,
such as preparing for a wider range of missions at greater distances from Taiwan and integrating
“innovative” and “asymmetric” capabilities into its military.

e Taiwan’s perception of its security environment has evolved since 2008 due to a number of
developments, including the devastation caused by Typhoon Morakot in 2009,19 heightened
tension over maritime territorial disputes in the region, and the increased levels of piracy in
important sea lanes. As a result, Taipei is pushing its military to take on several new, non-
traditional missions, such as providing humanitarian assistance/disaster relief inside and
outside of Taiwan, defending Taiwan’s sovereignty and commercial interests in the East and
South China Seas, and protecting distant sea lanes.20

e Since approximately 2009, the Taiwan military has focused on developing and fielding
innovative and asymmetric platforms and weapon systems, including a fleet of stealthy
patrol craft and additional mobile missile squadrons and radars.2! According to Taiwan
defense officials, this approach will improve Taiwan’s ability to defend against the PLA’s
rapidly growing capabilities and allow it to target assessed vulnerabilities in the PLA’s
strategy and weapon systems.22 Furthermore, Taiwan judges asymmetric systems will be
more cost-effective and reduce its reliance on major, conventional weapon systems that are
vulnerable to the PLA’s precision strike capabilities.23



Implications for the United States

As Taiwan struggles with its declining military preparedness, Taipei may seek to develop closer
political ties with Washington and to acquire additional U.S. arms and related military assistance.
Furthermore, Taiwan’s diminishing ability to maintain a credible deterrent capability could provide
incentives and create opportunities for Beijing to take on greater risk in its approach to cross-Strait
relations, including pressuring Taipei to move toward political talks or using military force to
achieve political objectives.
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