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The perils of a ‘defence de-industrialisation’ in Europe:
state of play, recent trends and emerging challenges
The European defence industry plays a vital role in providing
Europe’s armed forces with the equipment and services needed
to perform fundamental security tasks, both at home and in
‘out-of-area’ operations, notably in the framework of both the
Common Security and Defence Policy (CSDP) of the European
Union (EU) and the North Atlantic Treaty Organization (NATO).
As such, the defence industry represents a key pillar of the wider
European Defence Technological and Industrial Base (EDTIB),
here meant as “the set of infrastructure, institutions and ideas
ensuring [military] security of supply”1, thus being a truly strategic
enabler to protect the interests and values of EU member states
in a transforming, yet still ‘hard power-intensive’, international
security outlook2 – one marked, inter alia, by continuing
instability at Europe’s Southern and Eastern neighbourhoods,
the United States’ (US) ‘Asian pivot’ and the rise (or return) of
militarily prone non-Western powers.
Furthermore, the European defence industry provides a
much-needed source of innovation, growth and jobs for local
communities across Europe. According to recent data by the
AeroSpace and Defence Industries Association of Europe
(ASD)3, in 2012 Europe’s military industry generated a turnover
of €96 billion, contributing 400,000 direct and 960,000 indirect
jobs, and investing around €3 billion in defence research and
development (R&D).
Being divided into three main segments (aeronautic, land
and naval), with sector-specific technological and commercial
features, Europe’s current defence industrial landscape is the
outcome of a decade-long, and still unfinished, transformative
process following the end of the Cold War. Indeed, while
European governments have increasingly tackled the
progressive shrinking of defence budgets since the early 1990s
via multinational armament cooperation programmes4 (eg.
the Eurofighter consortium), Europe’s defence industry has
undergone various waves of productive specialisation and
business concentration, notably on a domestic basis, but also
via cross-border operations, as witnessed by the creation of
the (then) European Aeronautic Defence and Space Company
(EADS) in 2000.5
Nonetheless, in the past few years Europe’s defence industry
has faced a number of significant challenges. According to
the European Commission6, European defence spending has
declined by almost 10% in real terms between 2005 and 2010,
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with a forecasted additional 10% decrease between 2010 and
2013, due to the impacts of crisis-induced austerity measures.
Budgetary cuts have also affected military R&D (-14% between
2006 and 2010), as well as procurement (with many future
programmes either being delayed or reduced in size), with
wide-ranging impacts on the very effectiveness and mid-term
sustainability of European armed forces.
This comes on top of a still fragmented European Defence
Equipment Market (EDEM), characterised inter alia by demand,
supply and regulatory frameworks still predominantly defined
on a purely national basis, and also affected by inefficient
equipment duplications and industrial overcapacities.7
For instance, the European Defence Agency (EDA) and the
Commission estimate that around 80% of defence procurement
expenditure in Europe is being spent outside cooperative
projects, with a relatively low degree of openness to suppliers
from other EU member states.8
Such a persistently domestic approach in turn prevents
European defence companies from reaching the productive
and financial critical mass often enjoyed by their international
competitors, especially in the US. This pushes many EU
businesses to diversify globally by exploiting the dual-use
features of their technologies, and/or resorting to emerging
export markets in Asia, the Middle East and South America,
despite expected competitiveness losses due to local
requirements like technology and know-how transfers or
production reallocations.9
All this can easily result in an ineluctable ‘defence deindustrialisation’ of Europe, with worrisome consequences for
the paraded, and globally stretched, security responsibilities of
EU and NATO member states.
An embryonic EU ‘governance system’ for the EDTIB?
Exploring a decade-long evolution
Against this background, the policy response by EU institutions
and actors followed a decade-long, and incrementally
ambitious, evolution. While an early step was made back in 1996
by the Commission in its Communication on The Challenges
Facing the European Defence-related Industry – A Contribution for
Action at European Level10, highlighting for the very first time the
manifold challenges affecting the sector’s sustainability and
exploring the potential contribution of Community instruments
and activities, bolder actions were taken in the following years.
These included the Commission’s Communication on European
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Defence Industrial and Market Issues – Towards an EU Defence
Equipment Policy11 in 2003 and its Green Paper on Defence
Procurement12 in 2004, paving the way to a more systematic
and structured policy on the integration of EDEM by the EU’s
executive, as well as the creation in 2004 of EDA, tasked with
supporting EU member states throughout the whole ‘capability
development cycle’, including by defining requirements,
promoting defence research and technology, supporting
armaments cooperation, creating a competitive EDEM and
strengthening the EDTIB.13
More importantly, the mid-2000s were marked by three major
initiatives. In 2006, the Commission issued the rather groundbreaking Interpretative Communication on the Application
of Article 296 [now Article 396] of the Treaty [Treaty on the
Functioning of the European Union] in the Field of Defence
Procurement14, aiming at clarifying the conditions for EU member
states to resort to an often over-exploited legal exception to the
application of the standard EU procurement legislation to the
defence sector.15
A year later, in 2007, EDA released its Strategy for the European
Defence Technological and Industrial Base16, whose stated
objective is to achieve a capability-driven, competent and
competitive EDTIB by clarifying priorities, consolidating
demand, increasing investments, ensuring security of supply
and increasing competition and cooperation.
Also in 2007, the European Commission launched what can
be considered as its most significant achievement in defence
industrial matters so far: the so-called ‘Defence Package’. This
included the Communication on A Strategy for a Stronger and
More Competitive European Defence Industry17 and two Directives
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on, respectively, transfers of defence-related products within
the Community, and defence and security procurement, both
adopted by the Council of the EU and the European Parliament
two years later. The former establishes the principles for
certifying defence companies in the EU, encourages EU
member states to replace individual licences with general
licences for those intra-Community transfers having a ‘safe
destination’ (eg. to other EU member states) and introduces a
global license covering most of the remaining intra-community
transfers, which groups multiple transfers to several recipients
by one supplier.18
The latter sets Community rules adapted to the procurement
of arms, munitions and war material, as well as related works
and services (but also for certain particularly sensitive nonmilitary security procurements), allowing for instance the
use of the ‘negotiated procedure’ with publication as the
standard procedure, and foreseeing special provisions to
safeguard security of supply and security of information.19
In parallel, a specific Commission-funded civilian security
research programme has been running since the 2007 Seventh
Framework Programme, generating potential benefits for the
defence industry through the development of innovative dualuse technologies.
The past few years have been marked by the slow,
and sometimes difficult, consolidation of the abovementioned policy initiatives, especially given the still limited
implementation of the Commission’s ‘Defence Package’ and
the persisting reluctance by several member states to politically
and (thus) financially back the EDA as a key enabler of demand
consolidation. Moreover, the persisting risks of a ‘defenceless
Europe’ have recently been emphasised by episodes such as
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Europe’s military capability shortages during the 2011 Libyan
crisis, as well as by the prospects of a disorderly industrial
restructuring, following further drops in the demand of military
equipment and services by crisis-hit European capitals.
Increasing political awareness of the need to support Europe’s
endangered defence industry contributed to the decision
in December 2012 by the EU Heads of State or Government,
facilitated by the European Council’s President Herman Van
Rompuy, to discuss the much wider state of play of European
defence one year later. This, in turn, triggered a year-long
reflection, both inside and outside EU’s corridors, on the ways
to safeguard Europe’s defence industrial assets.
Preparatory actions have included the Commission’s
Communication A New Deal for European Defence: Towards a
More Competitive and Efficient Defence and Security Sector20 in
July 2013, following the innovative inter-service exercise of
the Defence Industry and Markets Task Force, the Final Report
by the High Representative/Head of the EDA on The Common
Security and Defence Policy21 in October 2013, including most
of the Commission’s earlier recommendations, as well as the
ancillary but significant contributions made by the European
Parliament and the European Economic and Social Committee
(EESC) through, respectively, a Report on The Impact of the
Financial Crisis on the Defence Sector in the EU Member States22
and an Opinion on the Need for a European Defence Industry:
Industrial, Innovative and Social Aspects.23
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As a result, in December 2013 the European Council adopted
a number of Conclusions on CSDP24, among which some
specifically devoted to the EDTIB. In addition to endorsing
four capability projects having direct industrial returns, ie. the
development of Remotely Piloted Aircraft Systems (RPAS) (or
drones), air-to-air refuelling capacities, governmental satellite
communication and a roadmap and concrete projects on cyber
defence-related training and exercises, EU leaders also invited
member states to increase investment in cooperative research
programmes and maximise synergies between national and
EU research, welcomed the Commission’s intention to evaluate
how the results under Horizon 2020 could benefit defence and
security industrial capabilities and invited the Commission and
EDA to work closely to develop proposals to stimulate further
dual-use research together with EU member states, including
via a Preparatory Action on CSDP-related research.
Moreover, the Council tasked EDA and the Commission to
prepare a roadmap for the development of defence industrial
standards by mid-2014, while asking EDA to develop options
for lowering the costs of military certification by the same time.
Finally, the Summit underlined the importance of small and
medium-sized enterprises (SMEs) for the sector, supported the
Commission’s proposals to promote greater access by SMEs to
EU markets and funding opportunities, and welcomed EDA’s
Framework Arrangement on Security of Supply while tasking
the Commission with the development of a roadmap for a
comprehensive EU-wide security of supply regime.
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The outcome of the December European Summit has, in
many respects, disappointed those who hoped for bolder
actions in support of the EDTIB, notably due to the lack of a
mature reflection on controversial issues such as industrial
consolidation, or to the reluctance by EU capitals to mobilise
enough financial resources to kick-off additional industrial
projects.25
However, the Council’s Conclusions have empowered, at least to
some extent, both the Commission and EDA to carry out a series
of essential yet delicate exercises to be politically reviewed by
member states according to detailed deadlines, also by ‘gently
forcing’ the two EU actors to maximise the synergies between
their respective work strands. The follow-up of the Council’s
Conclusions has been recently marked, among other things, by
the release of an Implementation Roadmap by the European
Commission last June26, as well as by EDA’s progress in the
development of common capability projects, notably but not
exclusively drones.27

Overall, although the copious initiatives above cannot be
regarded (yet) as the pillars of a solid and fully-functioning
‘policy architecture’ for Europe’s defence industry, in a way
reflecting the apparent lack of a truly common vision for CSDP28,
a somewhat embryonic ‘governance system’ for the EDTIB
seems to be slowly emerging - one which will however require
appropriate political will, financial resources and organisational
fine-tuning to deliver durable achievements.
Towards a more integrated, efficient and innovative
European defence industry?
In conclusion, the EU’s involvement in European defence
industrial matters has witnessed a series of encouraging but
admittedly challenging developments in the past few years,
while slowly introducing and eventually operationalising the
logic of ‘European defence interdependence’ in a still heavily
sovereignty-centred policy area.
However, the future prospects of the EU-led integration process
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of Europe’s defence market and industry will need to tackle (at
least) two overarching challenges: the necessity of persuading
EU member states of the benefits of a truly shared and
comprehensive vision for the EDTIB, and the need to match EU’s
still-developing activities and tools with the rather immediate
risks affecting the defence industrial outlook in Europe.
Indeed, divergent political perceptions, military ambitions and
defence industrial capacities and strategies among national
capitals still very much hinder the rationalisation of Europe’s
defence industrial and technological outlook, as witnessed by
the failed merger between BAE Systems and EADS (now Airbus
Group) in summer 2012 – an outcome which is believed by many
observers to have pushed the latter to revert predominantly to
the civilian aerospace market. At the same time, EU’s role as a
truly critical player in European industrial defence matters is still
at a relatively early stage, considering the current impossibility
for the Commission to directly fund research into military
capabilities, or given EDA’s limited financial and organisational
resources in support of common European projects.
While such constraints will likely require further (and long)
discussions among Europeans on the desirable level of
ambition for EU’s defence industrial policies, significant
actions need to be put in place in the near future. Among
other things, EU member states should strive to make much-

“Will the EU accomplish the ‘mission (im)
possible’ of securing the future of Europe’s
defence industry? Only time can tell”

needed collaborative investments in the next generation of
multinational projects, adding to the few already approved, as
a vital stimulus for industrial competiveness and rationalisation
(including in the largely duplicative naval and land sectors29),
while making fuller use of EU’s existing tools and mechanisms,
multiplying the current ‘pooling and sharing’ exercises with the
aim of stronger national and sub-regional specialisation, and
exploring innovative funding methods and sources at regional
and international level.30
Last but not least, a credible and sustainable EU ‘policy
architecture’ for the EDTIB should also be underpinned by
a more robust CSDP planning process, notably in terms of
strategic ambitions and military requirements, in a pragmatic
spirit of complementarity with NATO.
Will the EU accomplish the ‘mission (im)possible’ of securing the
future of Europe’s defence industry? Only time can tell. ■
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