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Course Overview 

 

Welcome to SS477!  The purpose of this course is to serve as the integrative pinnacle of your studies in 

economics at the United States Military Academy. By this point in your undergraduate economics 

education, you certainly have an appreciation for the ubiquitous presence of economic concerns in your 

everyday life, and you’ve seen both simple and rigorous applications of economic theory in an array of 

institutional contexts.  In this course, you will rely upon knowledge gained from both toolbox and 

elective courses in the economics major to better understand economic issues specifically pertaining to 

the provision of national security.   

 

Scope: This is a capstone course for the economics major that is designed to integrate microeconomics, 

macroeconomics, and econometrics and apply tools learned in those courses to address issues in the 

economics of national security.  The course also applies microeconomic analysis to case studies on 

defense personnel policies and weapon-system acquisition.  The course discusses defense budgeting 

from the perspective of public finance and examines the economic impact of defense spending.  Students 

use relevant databases, econometrics, and the skills they have learned as economics majors to prepare 

and present projects that analyze major defense and public policy decisions. 

 

Expectations:  This is a seminar course, indicating that I will not lecture you on the finer details of the 

course curriculum.  On the contrary, I expect you to read the assigned paper or journal article for each 

lesson, take detailed notes from the reading, and participate actively in classroom discussion.  At a 

minimum, you should be able to summarize the author’s thesis, data utilized, included economic 

concepts, and conclusions.  I will provide time in every lesson for you to ask questions regarding 

particularly confusing concepts, and I will occasionally spend time dissecting certain economic 

concepts.  However, as this is a capstone course, my expectation is that you possess a baseline 

understanding of primary concepts from the toolbox courses and all of the elective courses you have 

taken.  You may occasionally want to refer to texts from these courses as additional preparatory 

material.  Bottom line: this course will provide you with an opportunity to expand your understanding of 

key economic ideas as they pertain to national security.   

 

Graded Event Breakdown: 

Event  Points Total 

Daily Quizzes  300 

Two Group Projects 50 Pts Each 100 

Three Empirical Exercises 50 Pts Each 150 

Five 2-Page Reflection Papers 50 Pts Each 250 

ECAT  200 

  1000 
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LSN Date Description Required Reading 

1 09 Jan National Security Strategy 

DR Dudley 

National Security Strategy of the United States, 

December 2017 

2 11 Jan National Defense Strategy 

DR Dudley 

Summary of the 2018 National Defense Strategy 

of the United States 

3 15 Jan The Role of the State 

DR Dudley 

The Role of the State in Fiscal Theory Richard A. 

Musgrave 

4 17 Jan The Theory of Public Goods 

DR Dudley 

Diagrammatic Exposition of Public Expenditure 

Paul A. Samuelson 

5 22 Jan Group Decision Making 

DR Dudley 

On the Rationale of group Decision-making 

Duncan Black 

6 24 Jan Gov’t Provision of National Def 

DR Dudley 

Why does the Government Produce National 

Defense Randall G. Holcombe 
    

Block 2 Production of National Security: The Labor Decision 

7 28 Jan Volunteer v Conscript Force 

COL Lyle 

The Report of The President’s Commission on an 

All-volunteer Armed Force Thomas S. Gates et al. 

8 01 Feb The Military Labor Market 

COL Lyle 

Access, Retain, Develop & Employ Casey 

Wardynski et al. 

9 04 Feb Military Retirement 

COL Lyle 

A Framework for Restructuring Military 

Retirement Roy A Wallace et al. 

10 06 Feb Veteran Status & Life Earnings Why do WWII Veterans Earn More than 

Nonveterans? Joshua Angrist et al. 

11 08 Feb Human Capital & Performance Are Smart Tankers Better? AFQT & Military 

Productivity Barry L. Scribner et al. 

12 12 Feb Empirical Exercise 1 Bring your computer with Stata and be ready 

to work data. 

13 14 Feb Labor Presentations  
    

Block 3 production of National Security: The Capital Decision 

14 19 Feb Incentives & Procurement Economic Incentives & the Defense Procurement 

Process William P. Rogerson 

15 21 Feb Industry Structure I Competition Policy, Rivalries, & Defense Industry 

Consolidation William Kovacic et al. 

16 25 Feb Industry Structure II Excess Capacity in Weapons Production William 

Rogerson 

17 01 Mar Contracting The Efficiency of Incomplete Contracts Keith J. 

Crocker et al. 



18 04 Mar Empirical Exercise 2 Bring your computer with Stata and be ready 

to work data. 

19 06 Mar Defense Industrial Base 

Presentations 

 

20 08 Mar Class Drop  

Spring Break No Classes 
    

Block 4 The Macroeconomics of National Defense 

21 18 Mar Demand for National Defense The Demand for Military Spending in Developing 

Countries J. Paul Dunne 

22 20 Mar Economic Causes of War On the Economic Causes of Civil War Paul 

Collier et al. 

23 22 Mar Military Aid Fungibility of US Aid, Non-military Assistance & 

Impacts Expenditures of Major Recipients Nasir 

M. Khilji et al. 

24 26 Mar Post-Conflict Recovery Post-conflict Recovery: institutions, Aid, or Luck 

Antonio C. David 

25 29 Mar Empirical Exercise 3 Bring your computer with Stata and be ready 

to work data. 
    

Block 5 Economic Tools 

26 02 Apr Economic Power GDP Matters More than Force: A US Foreign 

Policy for the Age of Economic Power Leslie H. 

Gelb 

27 04 Apr Trade and National Security Trading for Security: Military Alliances and 

Economic Agreements Andrew G. Long et al. 

28 08 Apr Foreign Economic Aid Foreign Economic Aid: means and Objectives 

Milton Friedman 

29 10 Apr Economic Sanctions Economic Sanctions: Impact on Trade, Jobs, & 

Wages Gary C. Hufbauer et al. 

30 12 Apr Financial Power Harnessing the Financial Furies: Smart Financial 

Power & National Security Juan C. Zurate 
    

31 16 Apr Class Drop  

32 18 Apr Class Drop  

33 22 Apr Microeconomics Review  

34 24 Apr Macroeconomics Review  

35 26 Apr Econometrics Review  

36 29 Apr Class drop  

37 03 May Class Drop  

38 06 May Class Drop  

39 08 May ECAT Part 1  

40 10 May ECAT Part 2  

TEE TBD Class AAR & Closeout  

 

  



Focus Questions 

Lesson 1 & 2 
FQ1. What is the primary issue facing every society, and how does it relate to national security? 

FQ2. How does economic thought and research inform public decision-making? 

FQ3. What is our National Security Strategy? 

FQ4. What are the enduring national security interests? 

FQ5. How are U.S. resources aligned to advance these interests? 

FQ6. How does US economic relevance serve as an end and a means of reinforcing national security? 

FQ7. What normative economic ideals influence the national security strategy? 

FQ8. What is the relationship between “national defense” and “national security?” 

FQ9. How does the NSS influence the NMS and DoD’s mission? 
 

Lesson 3-6 
FQ1. How does political philosophy influence the role of government in the economy? 

FQ2. What are the differences between service, welfare, communal, and flawed states? 

FQ3. How do governments in each of these societies attempt to “solve” the public goods problem, and 

how would national defense provision differ under each state? 

FQ4. How do we model the demand for a public good, and how is this fundamentally different from a 

private good? 

FQ5. How would an economist determine the theoretically optimal level of national defense provision? 

What assumptions must the economist make in his analysis? 

FQ6. How does Samuelson’s model illustrate the inherent difficulties of providing an “optimal” level of 

national defense? 

FQ7. What are the foundational assumptions of the median voter theorem? 

FQ8. Under what conditions do we anticipate “single-peaked” preferences? 

FQ9. What are the implications of the Median Voter theorem for political decisions in the United States? 

FQ10. What is the impact of the MVT prediction on our ability to provide a theoretically optimal level 

of national defense? 

FQ11. What is public choice theory, and what are its predictions regarding the behavior of our elected 

officials? 

FQ12. What characteristics of national defense support its provision by a central government? 

FQ13. What potential issues could arise with de-centralized or privatized provision of defense/security? 
 

Lesson 7-13 
FQ1. How has the process of manning the U.S. military changed over time? 

FQ2. What were the primary arguments for and against the move from conscription to an All-Volunteer 

Force? 

FQ3. How did the political and social climate of the late 1960s/early 1970s shape the decision to move 

to the AVF? 

FQ4. What were the unanticipated consequences of implementation of the AVF? 

FQ5. How did the military use its internal policy tools to remedy initial deficiencies caused by the move 

to the AVF? 

FQ6. How has the decision to move to an all-volunteer military affected American society? 

FQ7. Describe the basic differences between acquiring and retaining military talent in an industrial age 

as opposed to an information age. 

FQ8. What is the key feature of acquiring talent in an information age? 



FQ9. What is the key economic factor in retaining talent? 

FQ10. Describe the basic differences between employing and developing military talent in an industrial 

age as opposed to an information age. 

FQ11. What is the key input for employing talent in an information age? 

FQ12. What is the key motivation for developing talent? 

FQ13. How did changes in the methods of manning the force during WWII and Vietnam affect the 

demographic composition of the military? 

FQ14. Why is this demographic change critical to understanding differences in estimated statistical 

effects of military service on earnings? 

FQ15. How can military personnel policies potentially affect the U.S. labor market as a whole? 

FQ16. Why might high quality recruits that cost more actually cost less? 

FQ17. Did the AVF improve or detract from quality labor? 
 

Lesson 14-19 
FQ1. What asymmetric information problems plague the defense acquisition process? 

FQ2. What unique characteristics define the regulatory environment for defense acquisition, and how do 

these characteristics influence existing procurement policy? 

FQ3. Why are DoD regulators so concerned with contractor profit and efficient production as part of the 

defense contracting process for major weapons systems? 

FQ4. How does defense acquisition policy shape the defense industrial base and the behaviors of major 

defense contractors? 

FQ5. What is regulatory lag, and how does it help the military address incentive problems of the 

Defense Industrial Base? 

FQ6. Why should the DoD concern itself with the level of competition in the Defense Industrial Base, 

beyond the potential for savings? 

FQ7. What is “competitive effects analysis,” and how is it different from traditional merger analysis? 

FQ8. Why are traditional methods of merger analysis ineffective and/or misleading in the context of the 

Defense Industrial Base? 

FQ9. What are the pros and cons of maintaining excess capacity in defense procurement? 

FQ10. Why would economies of scale be a primary characteristic of weapons production? 

FQ11. How does data availability impact economic understanding of the efficiency of defense 

production? 

FQ12. What characteristics of defense procurement lead to the prominent use of “incomplete” 

contracting methods? Why contracts? 

FQ13. What are the pros and cons of pursuing acquisition through fixed price and cost-reimbursement 

contract structures? 

FQ14. How do individual firm and project characteristics influence DoD’s choice of contractual 

agreement? 
 

Lesson 21-25 
FQ1. What is “military burden,” and why is it an important consideration for macroeconomic health? 

FQ2. What factors influence the “demand” for military expenditure? 

FQ3. Why is a causal relationship between strategic/environmental factors and a country’s chosen 

military expenditure level difficult to establish? 

FQ4. How does data structure influence generalizability of analytical results? 

FQ5. How can we aggregate the decision to participate in civil war from the individual to the moment of 

collective action? 



FQ6. What factors might influence the risk and duration of armed civil conflict? 

FQ7. How would you modify the authors’ approach to model the decision-making process for an 

insurgency? 

FQ8. What is “fungibility,” and how does this problem impact the use of both military and financial aid 

to allies? 

FQ9. What is the parallel between the fungibility problem and, say, the use of food stamps in domestic 

welfare programs? 

FQ10. How can U.S. military officials use knowledge of fungibility problems to influence foreign policy 

decisions?  

FQ11. What are the relevant factors for knowing when military aid will achieve its intended purposes? 

FQ12. Why is the post-conflict social environment theoretically conducive to economic growth? 

FQ13. How do economic “institutions” impact growth and development? 

FQ14. What tools does the U.S. military possess that might increase the probability of positive post-

conflict economic growth? 
 

Lesson 26-30 
FQ1: How has the process of economic globalization changed the relative importance of economic and 

military power in national strategy? 

FQ2: In what ways has the newfound primacy of economic growth in political objectives simultaneously 

simplified and muddled the process of crafting foreign policy? 

FQ3: How does a focus on economic objectives alter the process of identifying threats to U.S. national 

security? 

FQ4: What is the “linkage solution” to the bargaining dilemma concerning military alliances and 

international trade? 

FQ5: How does the linkage solution resemble a cooperative solution to a repeated prisoners’ dilemma 

game? 

FQ6: What do the authors’ results suggest regarding the required conditions for military alliances to 

produce an increase in trade among participants? 

FQ7. Why does the United States employ foreign economic aid as a tool? 

for national security? Is the scale of this program important? 

FQ8. What fundamental disconnect does Friedman observe between the means and objectives of U.S. 

foreign aid policy? 

FQ9. What alternatives do Friedman and Stiglitz suggest in the pursuit of achieving political objectives 

via positive economic influence? 

FQ10. What are the different forms of economic sanctions currently in use as part of U.S. foreign policy 

objectives? 

FQ11. What are the necessary and/or sufficient conditions, which ensure that economic sanctions will 

achieve their intended policy objective? 

FQ12. How do economic sanctions on foreign countries affect domestic conditions in the U.S.? 

FQ13. What is “smart financial power,” and why did it emerge over the first decade of the 21st century? 

FQ14. What role do private financial institutions play in the implementation of this economic tool of 

defense policy? 

FQ15. How has the international financial community applied the “levers” of smart financial power 

against state and non-state actors? 

  



Economics Program Student Learning Outcomes 

Student Learning 

Outcome (SLO) 
Description of SLO 

1 
Constrained 

Optimization 

Cadets can derive the objective functions and resource constraints facing individuals, 

firms, and governments, and then solve the relevant optimization problems to describe 

and predict the behavior of economic agents. 

2 Market Analysis 

Using the outcomes derived from optimization, Cadets can explain how markets and the 

aggregate economy achieve equilibrium, and then predict how changes in the economic 

environment impact individual markets and the aggregate economy. 

3 
Market 

Efficiency 

Cadets can apply economic models of individual, firm, and government behavior to 

evaluate whether equilibrium in a market achieves economic efficiency (the 

maximization of total surplus). 

4 
Marginal 

Analysis 

Cadets can apply the concept of equalization at the margin to explain and evaluate 

individual, firm, and government behavior, as well as perform cost-benefit analyses of 

government policies. 

5 Incentives 
Cadets can explain the central role of incentives in shaping the behavior of economic 

agents and design incentive structures that promote efficient outcomes. 

6 
Strategic 

Decision Making 

Cadets can model and evaluate economic environments in which the actions of 

economic agents are interdependent. 

7 
Risk and 

Uncertainty 

Cadets can model and evaluate the impact of uncertain economic outcomes due to either 

random shocks or the strategic behavior of economic agents, and explain how 

differential aversion to risk across individuals, firms, and governments affects market 

outcomes. 

8 Information 

Cadets can model and evaluate the effects of costly, limited, and asymmetric 

information on economic decision making, and derive policies to mitigate the efficiency 

losses arising from imperfect and incomplete information. 

9 
Global Economic 

Linkages 

Cadets can model economic interactions of individual consumers, investors, firms and 

governments in international goods, capital, and currency markets, and evaluate the 

efficiency costs of government policies that restrain economic exchange among nations. 

10 
Political 

Economy 

Cadets can apply economic models to understand behaviors of agents in political and 

other “non-economic” settings, and use models drawn from allied social science fields 

(Political Science, Psychology, Sociology, and Geography) to derive richer explanations 

of the behavior of individuals, firms and organizations (including governments). 

11 

Govt. 

Intervention in 

Markets 

Cadets can use economic models to evaluate the impact(s) of government regulations 

and policies on market outcomes, as well as design interventions that improve economic 

efficiency or minimize efficiency losses. 

12 
Macroeconomic 

Stabilization 

Cadets can use economic models to explain and predict fluctuations in key 

macroeconomic variables, and design fiscal and monetary policies to dampen these 

fluctuations. 

13 
Economic 

Growth 

Cadets can build models that explain and predict the determinants of economic growth 

in the long-run, evaluate the impact(s) of government policies on growth, and design 

policies to promote economic growth. 

14 
Empirical 

Methods 

Cadets can: apply economic theory to identify testable hypotheses; collect the requisite 

data and use appropriate empirical methods to test hypotheses; develop empirical 

models that can identify the causal effect of an economic variable of interest on an 

outcome of interest; and interpret the findings from statistical and empirical analyses as 

well as explain their relevance to policy making. 

  



Cadet Performance by Student Learning Outcome AY18 
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