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In the shadow of Russia’s war of aggression against
Ukraine, the EU and its Member States are under-
taking the biggest rearmament effort to take place
in Europe since the 1950s. Many now call for more
European cooperation on not only buying weapons
together but also on building weapons together ®.
The argument is that building weapons together will
not only be cheaper but also strengthen the European
Defence Technological and Industrial Base (EDTIB)
by consolidating supply in fewer producers, thereby
incurring economies of scale. But how fragmented is
the European defence industry in reality, and is it al-
ways better to have fewer producers of key defence
systems? And what about the role of competition in
driving innovation and cost control?

Defence is primarily a Member State responsibility in
the EU. In support, however, the European
Commission has launched ground-breaking initia-
tives using the EU budget to strengthen defence co-
operation and the EDTIB. These initiatives include €8
billion for defence research and development provid-
ed in the European Defence Fund (EDF), €300 million
in incentives for joint procurement through the
European Defence Industry Reinforcement Through
Common Procurement Act (EDIRPA), and €500 mil-
lion for ramping up ammunition and missile produc-
tion earmarked under the Act in Support of
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Summary

>

The EU and its Member States are under-
taking the biggest rearmament effort in
Europe since the 1950s. Many make the
case for building weapons together, argu-
ing that it would not only be cheaper but
also strengthen the European defence in-
dustry by consolidating into fewer produc-
ers to generate economies of scale.

But how fragmented is the European de-
fence industry, and is it always better to
have fewer producers of key defence sys-
tems? The important role played by com-
petition should not be overlooked.

The EU defence industry may not be as
fragmented as is often claimed. New EU
initiatives should therefore focus on sup-
porting long-term demand for critical en-
ablers such as strategic transport, SatCom
services and airborne surveillance.

The EU should however also facilitate
competition in defence industrial sectors
wherever this is possible, to drive innova-
tion and cost control.
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Ammunition Production (ASAP). Member States have
also pooled €12 billion outside the EU budget for ar-
maments to partner countries under the European
Peace Facility (EPF) mechanism and are jointly or-
dering ammunition through the European Defence
Agency (EDA). With no end to the war in Ukraine in
sight and faced with the prospect of a protracted con-
flict with Russia, the Commission is preparing a
European defence industry strategy to further
strengthen the EDTIB®.

This Brief argues that new EU initiatives

decades in the inventories of Europe’s armed forces
with systems in active production. As the table on the
next page shows, the number of key weapon systems
in production in the EU is in fact largely comparable
to the US, except for naval shipbuilding. For example,
the only active production line for new Main Battle
Tanks (MBTs) in the EU since 2008 is for the Leopard
2, just as the only production line for MBTs in the US
is for the M1 Abrams. There are three different fighter
jets being actively produced in the EU while there are
four in the US, and while there is only
one Airborne Early Warning & Control

should focus on long-term demand for ;elz Biari:dlzo (AEW&C) system produced in the EU,
critical strategic capabilities to provide Europeang—wi de there are two competing in the US.
stable markets, but also facilitate com- programmes

petition in the defence industrial sector, anytime soon in In most industries, consolidation follows
wherever this is possible, to promote key platforms. customer behaviour. If the European

innovation and cost control. The Brief
is divided in two sections. The first ad-
dresses the call for more defence industrial consoli-
dation and the argument that competition is key for
innovation and cost control. The second proposes
support the EU could provide to the EDTIB by:

1. supporting long-term demand for critical ena-
blers such as strategic transport, SatCom services
and airborne surveillance;

2. funding of infrastructure suitable for ammuni-
tion storage and for refurbishing air and naval
bases; and

3. subsidising cross-certification of ammunition.

In the conclusion, some reflections are offered on the
future of the European defence industry.

CONSOLIDATION AND
COMPETITION

For the past 25 years, a common argument by EU
institutions and analysts alike has been that the
European defence industry is too fragmented and too
structured along national borders to be sustainable®.
This fragmentation and national focus are said to
lead to costly duplications and reduced competitive-
ness due to a lack of economies of scale in R&D and
production. A comparison is typically made with the
United States where fewer types of systems are pro-
duced by two or three contractors or in some cases
even just a single prime contractor and production
line. The conclusion is therefore that Europe should
likewise consolidate its defence industry into a few
‘European champions’.

However, the European defence industry may not be
as fragmented as is often assumed. A common mis-
take is to equate the number of systems amassed over
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defence industry were to further merge
along the lines of the United States, there
would likely have to be similar types of single large
programmes such as for the F-35 Joint Strike Fighter
(JSF). While the Pentagon is the sole customer in the
US and can place industry-shaping contracts, there is
no single customer in Europe. There have therefore
only been a few instances of European-wide defence
industrial consolidation. It is also hard to see sin-
gle European-wide programmes anytime soon in key
platforms®. But even if it were possible to agree on
one European programme for every weapon system,
would it be good defence industrial policy?

In Europe, the dominant provider of jet fighters is the
American company Lockheed Martin with its F-35
Joint Strike Fighter selected by 10 European coun-
tries, with more set to follow suit. Eventually, some
500 F-35s could be in the skies over Europe®. The
argument goes that, with a planned production run
of some 2 400 for the US Airforce, Marines and Navy
alone, Lockheed Martin can benefit from economies
of scale to offer better prices and more advanced
design than anything offered by the fragmented
European industry.

The commercial success of the F-35 has led to pres-
sures in Europe to cooperate on the next genera-
tion fighter jet and associated systems. Accordingly,
France, Germany and Spain are committed to a joint
effort for a Future Combat Air System (FCAS) whereas
Italy and the UK have teamed up together with Japan
in a Global Combat Air Programme (GCAP) to develop
top-of-the-line fighters by 2040. But would it not
be better to concentrate all efforts in one European
programme like in the US? Perhaps, but the fact that
the four countries and industry partners participat-
ing in the existing trans-European cooperation on
fighters since the 1990s, the Eurofighter consortium,
are now on opposite sides in the competing FCAS
(Airbus Germany and Indra of Spain) and GCAP (BAE
Systems and Leonardo of Italy) programmes is tell-
ing®. While both are progressing slowly, the deep



Selected weapon systems in production in the US and EU

Jet fighters

Jet trainers

Military transports

Outsized cargo transports

Airborne early warning and control

Attack helicopters

Heavy lift helicopters

Main battle tanks

Tracked IFV

Tracked self-propelled artillery

Wheeled self-propelled artillery

Disposable light AT-weapons

Nuclear attack submarines

Conventional submarines

Tactical missile producers

Torpedo producers

Systems in US production
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frictions over design leadership and workshare in the
Franco-German-Spanish cooperation and the fact
that Sweden quietly withdrew from the GCAP pro-
gramme, show the challenges of building weapons
together .

Diverging national requirements, design philoso-
phies, and political and industrial interests make
it difficult to agree. For example, French require-
ments for multirole combat aircraft also suitable
for conventional carrier operations and for exports
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Systems in EU production
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have often been impossible to merge with the heavy
long-range interceptors that the UK and Germany
have traditionally sought®. Additionally, Swedish
requirements for agile fighters optimised for dis-
persed operations from short highway road bas-
es with minimal ground crew support have led to
the emergence of yet another design philosophy in
Europe over the past 50 years. Similar differences
exist in MBTs with France, for example, tradition-
ally preferring lighter armoured vehicles for opera-
tions outside of Europe while German requirements
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have consistently been for heavily armoured
tanks to fight a Soviet/Russian invasion in cen-
tral Europe. Perhaps not surprisingly, attempts at
European-wide cooperation on MBTs have consist-
ently failed and the current Franco-German project
of a future Main Ground Combat System (MGCS)
launched in 2017 as the next ‘European’ MBT re-
mains much in doubt®.

Different national war-fighting requirements and
competing industrial and political interests have
repeatedly led to failures in agreeing on single pro-
grammes big enough to drive defence industrial
consolidation at the European level from the top.
The procurement decisions over the past decade,
and a trend reinforced by the wave of new orders
by Member States for aircraft, tanks, air defence
systems and missiles to the tune of €100 billion
since the Russian war of aggression in Ukraine, will
likely entrench these differences in the EU for years
to come . In the short to medium term, there is
therefore a risk that the window of opportunity for
new big European-wide programmes is closing.

We few, we happy few

However, consolidation of the defence industry may
not be the one solution to fix it all. In February 2022,
the Pentagon released a major report by the Office of
the Under Secretary of Defense for Acquisition and
Sustainment underlining that the US defence indus-
trial base had shrunk dramatically®¥. Over the last
30 years, the number of US suppliers of tactical
missiles dropped from 13 to 3; fixed-wing aircraft
suppliers from 8 to 3; and only one producer of
MBTs remains. According to the Pentagon, compe-
tition within the defence industry is vital since
‘when markets are competitive, the Department
reaps the benefits through improved cost, schedule,
and performance for the products and services
needed to support national defense’. The report
concludes that the lack of diversity of
suppliers ‘decreases the kind of compe-
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become less competitive and that ‘we would have
been better off with more, smaller firms than with
a few large ones’®. In this context, the F-35 pro-
gramme is often held up as a warning of how one
programme can become too big, too complicated and
too expensive, but in the absence of any remaining
competitors impossible to cancel “¢.

Consolidation will not by itself lead to competitive-
ness. Arguably, competition encourages the very
innovation and cost control that makes European
industry competitive. After all, the Leopard 2 has
become the standard European MBT in service with
14 European armies, but only after repeated evalu-

ations, improvements, and contract

competitions against British, French,

L . . onsolidation Italian, Swedish, US, Russian and South
tition that spurs innovation and lowers . .
rices paid for defence materials bv the will not by Korean designs over the past 40 years.
fax , Er’ @ As a result. the Pentg on itself lead to With some 3 500 produced, the Leopard
pay : ’ & competitiveness. 2 is often mentioned as the best MBT

will promote more competition and en-
sure that it is fair and open for future
programmes as a critical DoD priority 3.

Concerns about the risks of consolidating the de-
fence industrial base are not new. Already in 1998,
the US Government Accounting Office (GAO) warned
of the consequences of the wave of mergers follow-
ing the so-called ‘Last Supper’ in 1993, when the
Pentagon told the defence industry to consolidate®4.
Even the architect of the policy, former US Defence
Secretary William J. Perry, stated in 2015 that in
hindsight the ‘Last Supper’ had led the industry to
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in the world®". Similarly, in other sec-

tors often cited as too fragmented like
tracked infantry fighting vehicles (IFVs) there are
in fact only a handful of European models on the
market. Of these, the CV90 has been selected by 10
European countries after often vigorous competition
with some 1 800 delivered or on order“®.



Bring it on!

Twenty years ago, competition was the main thrust
of EU initiatives in the defence market. In September
2004, the Commission presented a Green Paper on
defence procurement for ‘the gradual creation of a
European defence equipment market’.#. Five years
later, the Commission set up an EU
framework for such a market through
Directive 2009/43/EC on intra-EU trans-
fers of defence-related products and
Directive 2009/81/EC on defence and se-
curity procurement®. While these di-
rectives introduced transparent rules for
industry to access defence markets in all EU Member
States, they also allowed governments to exempt de-
fence and security contracts from competition if this
could be justified by essential national security inter-
ests (Article 346 TFEU).

In practice, however, applying Article 346 became
the rule rather than the exception for Member States.
In an evaluation in 2015, a report to the European
Parliament (EP) stated that ‘acquisition practices
seem to show an incomplete and incorrect applica-
tion of the Directive, with de facto a limited or even
non-existent impact on the [E]DTIB’ @Y. In 2020, an-
other EP report found that exceptions are still com-
mon practice but that it was ‘a matter of policy con-
sistency to ensure that the EU’s efforts to support
defence industry’s competitiveness and the emer-
gence of a truly European Defence Technological and
Industrial Base through the European Defence Fund
are not weakened by the poor application of Directive

here is wide
agreement
on the need for
strategic enablers.

2009/81/EC’ @, If competition indeed drives the de-
fence industry ‘to offer its best technical solutions at
a best-value cost and price’, as the Pentagon argues,
the EU could do well to more firmly enforce the com-
petition rules that exist®,

WAYS TO STRENGTHEN
THE EUROPEAN
DEFENCE INDUSTRY

Beginning in the 1990s, the European defence indus-
try was under pressure. Shrinking defence budgets
and increasing competition in export markets led to
calls for EU support. The Commission’s ambition to
create a European defence equipment market was
one response to these calls while the use of the EU
budget for defence-related research and development
in the EDF was another. Today, the situation is dif-
ferent. The EU response this time has been to incen-
tivise joint procurement among Member States and
support to European industry for ramping up am-
munition production in the short term. At the same
time, many Member States are spending significant
amounts of their acquisition budgets outside Europe,
with American, Israeli and South Korean companies.

With many contracts for new tanks, aircraft and
ammunition already placed, and no agreements on
European-wide single programmes in
the short or even medium term in key
areas such as MBTs, fighter aircraft or
submarines, the EU needs to rethink how
to strengthen the EDTIB for the long
haul. Given the limits of the EU Treaties,
the EU could play a decisive role by com-
plementing its current R&D funding by
creating more demand for dual-use strategic ena-
blers; funding infrastructure for ammunition storage
and for refurbishing air and naval bases; and subsi-
dising the cross-certification of ammunition.

Demand for strategic enablers

While EU Member States may disagree on the re-
quirements for tanks or fighter aircraft, there is wide
agreement on the need for strategic enablers that
few, if any, individual EU Member States can afford
on their own and where there exist only one or few
European options. Strategic transport, satellite com-
munication and airborne surveillance are three ex-
amples that are also needed for the Rapid Deployment
Capacity (RDC) that the EU in its Strategic Compass
has pledged to ensure is fully operational by 2025.
These enablers are also of a dual-use nature and can
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even be provided as a service if long-term demand
exists. The EU could thus strengthen market de-
mand by committing at the European level to fund
the acquisition of such systems directly or by buy-
ing significant annual ‘hours of service’ on behalf of
Member States.

Strategic transport

The lack of strategic air transport is a long-standing
European shortfall. Arguably, one of the best kept se-
crets of European and transatlantic defence coopera-
tion is the independent Strategic Airlift Capability
(SAC) Programme. Lacking their own strategic trans-
port, 11 European countries joined the US in 2008 to
jointly buy and operate strategic transport aircraft for
a period of at least 30 years®. SAC currently operates
three Boeing C-17 Globemaster III air-

craft from its base in Hungary. Each
member ‘owns’ yearly flying hours pro- I
portionate to their share of the pro-
gramme. The EU could join the SAC ei-
ther as a partner or by committing to
long-term funding of flight hours via
existing partners. In either case, the extra long-term
demand would allow for more aircraft. The C-17 pro-
duction line is however closed, so acquiring Airbus
A400M could be an option, but larger aircraft will
eventually be needed. To address this gap, a PESCO
project on Strategic Air Transport for Outsized Cargo
(SATOC) was launched in 2021 to identify sufficient
demand, and then harmonise requirements for a
common European solution®. If the EU were to join
the SAC and commit to a significant number of flying
hours, the case for a European SATOC solution would
be strengthened.

Satellite communication

Other critical enablers for European security and
defence are satellite communication (SatCom) and
Communication and Information System (CIS) ser-
vices. Well-functioning SatCom and CIS services are
necessary for command and control of missions in
remote areas and for communications between field
headquarters and capitals. These services can be
provided by government-owned assets that can be
pooled and shared with other Member States, but also
by industry. For example, many Member States and
EU missions already pool demand for commercially
available SatCom and CIS services in framework con-
tracts negotiated by the EDA®. To ensure stable de-
mand for these services and to support the EDTIB, the
EU could commit at the Union level to fund long-term
annual contracts for SatCom and CIS services.

Air and maritime surveillance & control

Another key strategic enabler for the EU is air and
maritime surveillance and command and control ca-
pabilities. As a Union with continent-wide borders
and air and sea lines of communication stretching
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around the world, the EU needs comprehensive air
and maritime surveillance capabilities. Known as
airborne early warning and control (AEW&C) sys-
tems, they are often deployed on modified airliners
or business jets carrying advanced sensors to detect
moving objects such as aircraft, missiles, ships, and
vehicles at very long ranges. They are a key com-
ponent for air defence, border controls and search
and rescue operations. NATO and a handful of EU
Member States operate AEW&C systems but NATO
assets may not be available for political or opera-
tional reasons as the Alliance’s 14 Boeing E3A aircraft
are in heavy use and rapidly ageing. In support of EU
needs and to strengthen the EDTIB, the EU could ini-
tiate an AEW&C programme at the Union level. Such
a programme could be based on the existing Saab
GlobalEye solution and organised like the
SAC programme mentioned above or the
Multirole Tanker Transport cooperation
in which six European countries came
together to jointly procure and operate
a fleet of Airbus A330 tanker aircraft.
In either case, EU Member States with
the support of EU entities could joint-
ly procure and operate AEW&C platforms for Union
and Member States’ needs. Another possible option
could be for the EU and interested Member States to
commit to long-term buying of services that could
be provided by industry like the EU SatCom market
referred to earlier®.

Funding infrastructure

Today, much focus is on ramping up production of
ammunition and new orders for aircraft, tanks and
ships. However, all that kit must be stored some-
where. At the end of the Cold War, much of the in-
frastructure for large-scale war in Europe was dis-
mantled or sold. To build and certify the necessary
storage for all the new shells and missiles ordered
across Europe will be a major challenge. While NATO
is preparing new ammunition storage sites on the
territory of its eastern frontline Allies, the EU could
play a key role in subsidising this effort across the
EU Member States. A similar argument can be made
for EU level support for expanding, refurbishing and
adapting existing army, airforce and naval base infra-
structure. This will also indirectly support the EDTIB
since Member States will be able to spend more on
ammunition and equipment than on storage facilities
and base infrastructure.

Cross-certification of ammunition

To ensure interoperability in defence, countries need
to share a common set of standards - the rules that
ensure practical functionality. In NATO, there are
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standards on everything from ammunition calibres
to rail gauges. However, there are still no guaran-
tees that a particular bullet or shell will fire the same
way across different systems unless certified in tests.
It is therefore common practice that a producer of a
weapon system also sells approved ammunition. To
certify ammunition manufactured by others, how-
ever, requires an elaborate process of repeated test
firing under varying conditions to guarantee given
specifications. For artillery, for example, this can be
a lengthy and costly process. By subsidising the cost
for cross-certification of ammunition against a vari-
ety of systems, the EU could contribute to more in-
teroperability and enhance competition as well as the
competitiveness of European producers since their
products would be certified against a wider range
of systems.

CONCLUSION

Over the past 25 years, it has repeatedly been argued
that the European defence industry is too fragmented,
and that building weapons together would not only
be cheaper but also strengthen the EDTIB by consoli-
dating supply in fewer producers. However, even if
consolidation may be warranted in some industrial
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sectors, the EDTIB may be less fragmented than often
believed. Rather than calling for centrally directed
consolidation, this Brief argues for facilitating com-
petition when and where possible, to not only push
innovation and cost control but also as a way to drive
consolidation via the market.

Industry structure follows customer behaviour. With
few European-wide programmes on the horizon and
the massive rearmament now taking place often
privileging existing supplier-customer relationships,
there is little to drive a major restructuring of the
European defence industry. The EU could however
play a key role in supporting the EDTIB by ensur-
ing competition where possible and supporting de-
mand for dual-use strategic enablers such as strate-
gic transport, SatCom and CIS services, and AEW&C
systems, as well as funding strategic infrastructure
and cross-certifying ammunition. This would not
only strengthen the European defence industry but
also the security of the EU and its Member States -
which is, after all, the ultimate purpose of having a
European defence industry.
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