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Study Group on President: Mr Gkofas (EL-III)

The Communication from the

Commission to the European ParliameriRapporteur: Mr Opran (RO-I) (Rule 62 — Angelova)
the Council, the European Economic and

Social Committee and the Committee dflembers: Mr/Ms

the Regions: "A Strategy for a stronger Boyle (UK-II)

and more competitive European Defence Cabra De Luna (ES-III)

Industry” - COM(2007) 764 final Carr (EE-II)

Cassidy (UK-I)

Cedrone (IT-l) (Rule 62 — lozia)
Danev (BG-I) (Rule 62 — Behar)
D'Sa (UK-III)

Gendre (FR-II)

Van lersel (NL-I)

Kotowski (PL-III)

Metzler (DE-III)

Schallmeyer (DE-II) (Rule 62 — Ott)
Voles (Cz-)

Experts:

Mr Ernst van Hoek (for Group I)
Ms Husen-Bradly (for Group II)

On 5 December 2007 the European Commission dedwmesbnsult the European Economic and
Social Committee, under Article 262 of the Treattablishing the European Community, on the:
Communication from the Commission to the Europeatidnent, the Council,
the European Economic and Social Committee an€tmmittee of the Regions:
“A Strategy for a stronger and more competitive Eyrean Defence Industry”

- COM(2007) 764 final -

The Section for the Single Market, Production amdsZimption, which was responsible for preparing
the Committee's work on the subject, adopted itsiap on ...

The rapporteur walglr Opran .

At its ... plenary session, held on ... (meeting.9f the European Economic and Social Committee
adopted the following opinion by ... votes to .ithw.. abstentions.
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1.1

2.1.

2.2.

CONCLUSIONS

To provide for the necessary capabilities suppgrtime European Security and Defence
Policy (ESDP), the European Union needs a strodgdgnamic Defence Technological and
Industrial Base (DTIB). Such an industrial and teslbgical base is characterised by a
competitive industry, a well functioning Europeaefénce and Equipment Market (EDEM)
and an advanced and efficient Research and Develup(R&D) sectorcomponent This
requires inter alia:

To set up a real EDEM, in accordance withftlileset of specific requirements unique for
this special domain:

e  Strict and coherent rules framing the productiod #re sales — this sensitive matter is
still entirely a Member States (MS) decision, cdgsithe scope of the Commission

competencéreferringfirstto-the Thid-Countriesexportoperations)

e Methods taking care of the secret character of sofmne activities, which imposes
severe constraints regarding the access to thaitatinformation.

e Technological excellence level of the products estied by the Military Users, in order
to successfully accomplish their missions.

The future Industrial Policy for the Europeanféhee Industry should also be fully in line
with the following aspects emphasised by the LisBtrategy for growth and jobs:

Sustaining the Internal Market by improving@&pean and National Regulations;
Encourage knowledge and innovation by promatiore investment in R&E

« In line with the Lisbon goal, the Defence Indusshould increase research investment
with the aim of approaching 3% of Total Defence &ngiiture (TDEY;

« EU Member States could increase the efficiencyestarch spending through more co-
operative research activities, by more efficientoperation — working with the
Commission and the EDA, and in general increadmay tR&D spending towards the
Lisbon goals;

*  Furthermore, synergies between civil and militaegearch could still be better exploited
and actively looked for. It is conceivable that tliropean Security Research
Programme will co-finance technology developmentsctv might lead to Dual-Use

1

2

In line with the Lisbon goal, the Defence Industinpuld increase research investment with the diapproaching 3% of Total
Defence Expenditure (TDE)
Whereas the United States spends 3.3% of TOlefemce R&T, the EU MS together spend only 1.1%.
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(DU) applications, mutually increasing the knowledand innovation about civil and
military technologies.

More and better jobs: The development of nesfermte technologies, especially the
increasing complexity of defence systems, will iegexcellent technological skills and a
well trained workforce. A European Defence Industbfe to respond to all future military
needs will require a special human resources poleyjuding important investments in the
continuous professional training of its own persgnn

The Public Procurement activities should be daoceording with a common set of rules,
accepted by all Member States in order to havettarbatilisation of the allocated funds and
to strengthen the Defence Technological and Indugease (DTIB) — by inter alia:

Defining an European common model for the ieubtocurements in the field of Defence
and Security, accepted by the all Member States;

Introducing and increasing the role of the SecudafySupplies and of the Security of
Information as Selection Criteria for Defence aedBity Public Contracts Award.

The process of Defence Technological and In@dlidBase reinforcement can be supported
too by setting up:

An increased awareness of the importance ooifitoring non - European investments in the
EU Defence Industry, in order to avoid illegal eax¢o the latest technologies developed by
the EU Defence Industry companies.

A harmonisation effort in the EU Defence Bess sector in order to tackle the problems
arising from the co-existence of both public antvgie companies in a sector with clear
political and strategic implications.

An Industrial Policy for the Defence sector valhphasise the need for Member States and
industry to better coordinate the National Prograsnvork more together and ensure that all
capabilities needed for the ESDP implementation available. This European Union
cooperation, actually including Norwai/ too, would ensure the best use of available
resources and the identification of new technokgied products needed for future defence
missions.

On 26 May 2008, the EU Defence Ministers agreedlltiw non-EU member Norway to participate in thegiRee on Defence
Procurement, under which governments and indusbtyntarily commit to more open cross-border contjmeti for defence
equipment contracts. The decision was taken at r@skdrial Steering Board meeting of the EDA, tocahkhall EU members
except Denmark belong. “We are delighted that Ngrwal be participating in the Regime, which wiklp our efforts to open
the EDEM and further strengthen our DTIB”, said Heaf the Agency Javier Solana. Norway has an Adinative

Arrangement for cooperation with the EDA. Althouglt a member of the EU, it participates in its Epgan Security and
Defence Policy (ESDP) in many ways, contributimpprs to ESDP operations and forming part of theNkydic Battle Group.
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6. In order to facilitate the undertaking of R&Dirjb programs, the Member States and the
European Defence Agency should fill up the actuadteng gap between various national
R&D policies by setting up a new List of Europeammaments Projects to be developed with
an emphasis on joint R&Bprogrammes considered to be of general commoneisttéor the
Community's members. Of course, the EDA shouldt starking on this issue only after
applying and being officially mandated by its StegrBoard in Ministerial Format (EDA-
SBMF)

7. To have a successful "EU Military R&D Programméie rules of Intellectual Property
Rights have to be established, also to the satisfaof those parties that generate such
information, in particular Industry.

8. The EDA R&D budget should be increased as apjatepby the decision of the EDA -
SBMF.

PROPOSALS

9. The Committee considers that the Council, thdidP@ent, the Commission and the EDA-
SBMF should promote a new full set of politicahdncial and economic measum¥eorcing
enhancinghe EU Defence capabilities — in order to:

9.1. Eliminate the actual impediments towards tlealthy growth of the European Defence
Industry — mainly:
« Market fragmentation between different manufactref the same category of
armaments;
e Unnecessary duplication of the R&D activities;
e Often poor interoperability between different natib contingents, members of the
European Joint Task Force (or similar);

9.2.  Inthe same time, improving at the level of all Mmrs States:
« The Defence capabilities;
* The Armaments manufacturing capacities;
e The Human Resources continuous professional tigainiand their Life
Cenditionsvorking conditions

10. In this respect, the Committee considers that Gommission and the EDA mandated by
SBMF should define in the next period a new EU UBR&D Defence Programme (that could
be named!'Defending our Future), approved by the highest level EU political orgathe
Council, the Commission, the High RepresentativeCieSP and by the SBMF.

10.1. In order to promote and to accelerate th@@aan R&D cooperation in the area of Defence
projects, the main task of the new approach shbeltb define the List of the R&D activities
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for the development of a new generation of Militarpducts considered to be of high priority
and of interest by the all Member States — "TheoFArmaments R&D List".

The Committee strongly recommends to tha E SBMF to set up and to approve the level of
the obligatory annual contribution of the Membent&8¢ — as percentage of the National
Defence R&D budget allocation - to the EDA Commamdé for R & D activities.

As part of the same decision process, the EDA — BEBRbuld express officially their firm
position regarding the definition and developmdrthe Euro-Armaments concept.

The Committee suggests to thea-currentFrench Presidency to propose to the Council, the
EDA - SBMF and the Commission to set up a new egiatdocument regarding the EU
Common Policy on Euro-Armaments:

Identifying the Challenges and defining the nee@edrational Capabilities;

Establishing the targets for National Investment®&D, production and training — in order
to upgrade the combat level of our Armed Forces;

Establishing the concrete actions for an efficeydperation between the Member States;
Supporting the backing up of the Strategy with Rl Drive.

In case of the approval of the Euro-Armamentgcept by the EDA - SBMF, the Committee
considers that a possible Road Map on the Euro-Aremés R&D Programme can be
represented by the flow chart presented in the Arne

Considering the Organization for Joint Armamse@o-operation (OCCAR) created by
France, Germany, Italy and UK as a precursor ofea common armament agency /
programme management agency, the Committee recodsmém the Council to start
consultations with all Member States regardingrtipeisition on a possible official fusion /
joint cooperation between this organization andEB& as foreseen in the joint action that
created it. This would allow to start new prograrsnargeting the development of a new
generation of major European armament systems tmimnonly used by all Armed Forces
and the Security Forces of the EU Member States.ddmmittee is drawing up this proposal
in good faith and trust, respecting that finallg fimplementation of this proposal is purely a
national responsibility.

The Committee considers that the Parliamert,Gbuncil and the Committee should set up
during 2009 a special EU Inter-Agency Committeetfar control of the Foreign Investments
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in the area of European Aerospace and Defencetiyduss EU adapted version of CFIUs
Its task will be to reviews the Community securityplications of foreign acquisitions of the
EU companies or operations.

In the view of the Committee, the future comrtaom package to be set by the Parliament and
the Council should be open enough to adapt todudervelopments and allow for consultation

with themain players from outsidbe EU{NATO-USA-Russian-Federation-China-lsrael)

Regarding the position expressed by some itiermal politicians supporting EU to become a
member of NATO in its own right and replacing therent twenty-odd European Members of
NATO, the Committee believes that this option is ofanterest for the moment.

Finally, the Committee allows a high appreoiatio the official public position expressed on
May 30 by the Council on the actual and future f@ots of the EU Defence Industﬁ/
promoting the proposal to fully include this docurnhevithin the Strategy set up by the
Commission, as a hub / focal point of the key giings to be followed by the future action
plan of the sector — as:

Improving the competitiveness of the EuropBafence Industry by ensuring a dynamic and
strong EU Defence Technological and Industrial Base

Ensuring that Member States’ defence capalbiieds can be addressed cost-effectively by a
more competitive European defence industry whilentaming essential security interests,
security of supply, innovation and responsiveness.

Reducing barriers to competition and enhanaipoperation among Member States in
accordance with the special characteristics ofriefenarkets, could contribute to the efficient
development of the defence capabilities neededsatilis a precondition for the creation of a
European Defence Industry that is competitive abal level;

Underlining the importance of ensuring a lglaying field and fair competition for defence
industry goods without prejudice to Article 296tbé Treaty;

Recognising the importance of establishinmroon standards in order to facilitate more
effective defence markets;

The Committee on Foreign Investment in the UnitedeS (or CFIUS) is an Inter-Agency Committee @& tnited States
Government that reviews the national security iogilbns of foreign acquisitions of U.S. companiesgerations. Chaired by
the Secretary of the Treasury, CFIUS includes repmgatives from 12 U.S. agencies, including theebed, State and
Commerce departments, as well as (most recentyDigpartment of Homeland Security. CFIUS was estadd by Gerald
Ford's Executive Order 11858 in 1975. Ronald Reatglrgated Presidential oversight to CFIUS by hiedutive Order 12661
in 1988.

Press Release, 2871st Council meeting on Competéis (Internal Market, Industry and Research)3@%ay 2008. par. 3.3.
http://data.ellispub.com/pdf/EN/2008/Council/1004R8
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16.6. Recognising that SME’s play an important rial¢he European Defence sector, and are also

16.7.

16.8.

17.

18.

of great importance offering their innovative pdiahas subcontractors to the cross-border
supply chains.

Encouraging the Member States, the Commmsamd the European Defence Agency to
continue to work together to ensure that the fudteptial of the European Defence

Equipments Market is realised, so that Europeansitnis are in the best position to meet the
challenges and opportunities presented by thelsapialving defence and security sector.

Emphasizing the importance of the “EuropeadeCof Conduct for Arms Exports to Third
Countries” and its full implementation, includinly af its criteria.

GENERAL INFORMATION

Referring to actual situation, currently the EU Mmmn States have under development

numerous different National Military Proje06[7s (please see also Table’ And Table fg),

often motivated by regional economic needs instdaal solid commitment to either serious

military capability or economic efficiency, leading the European Market fragmentation,

unnecessary duplication and often poor interopktabi

* A Continuous Degrading of European Armed Forces -attdmake matters worse, the
reduced state of capability and readiness leadshéo derogation of the Defence
Technological and Industrial Base, allowing Fore{gmmpetitors to gain ground on us
almost every year, further complicated by defemdlation and low levels of military
expenditure, particularly for the small and medisized MS - and some of the larger
ones, not least Spain, Italy and Germany, eachdspgmerely between 1.1% and 1.8%
of their GDP on Defence.

* In the actual circumstances, the Europeans areeanurgly less able to contribute
anything of real substance to the TransatlantitnBeship, reducing the effectiveness of
NATO and producing an environment more conductivArherican unilateralism.

The EU Defence Industry is still competitive?

The answer is affirmative, but the Sector does fatarge number of constraints:

6

De Vestel, P : « Les marches et les industriesefiende en Europe : I'heure des politiques ? ».@ahiers de Chaillot n°21, ISS,
Paris, Novembre 1995.

89 R&D projects for the main categories of EU Arneaits, comparing with US DoD / DARPA only 27 majajgrts
The total R&T investment in the three fighterdstrior combat aircraft system that are in compaetifizside Europe has been
10.5 Bn higher - 54.7% for 66% less produceghutuand at the same time — which is worse - ledsntelogy output, since the

Eurofighter, the Rafale and the Gripen are all effee aircraft, but their technologies are agingngoared to the latest
developments in the US.
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The European Market remains fragmented, each Meiiage trying to preserve its status of
"Contracting Authority" and "Protector” of its oviNational Defence Industry.

In fact, the so-called competition with th& is an asymmetric one, because of the gap
between the levels of the budgetary allocations @ntthe lack of reciprocity regarding the
markets access.

Military and Political Aspects and their Impact on the Sector

Theroots-basisof the actual critical situation wakid down all+ealiseda long time ago,
starting during the Gulf War in 1991aising againin importanceafter the subsequent
Bosnian and Kosovo wars and culminating in the omgyantervention in Afghanistan, where
many European militaries have found it difficultitberoperate with the American troops - or
even with other European countries contingents.

Indeed, facing the ongoing rise of Chinajdrahd Russia, alongside a myriad of regional
powers like Brazil and Iran, the need of a strond militarily capable European Union has
never been greater, despite of the fact that tigepof the individual power of its Member
States - even UK and France - is in a steady atkeéitive decline. Also the European's
influence in Washington has been reduced, duedaytbwing Asian-Pacific orientation of
the US, but also because of the widening gulf evgrdbetween the two sides of the Atlantic.

The drive to enhance European Military Cdjigds was in part responsible for the St. Malo
Agreement between UK and France in 1998, whosenaimto provide for a greater level of
European military cooperation with NATO. The actoahditions may now be right for UK
and France — and not only! - to take European Refémtegration onto a new plane, opening
large the door for all Member States fulfilling theposed set of requirements to be
accomplished by the members of EU Defence Forces.

The French Presidency already suggestedtigabf its main priorities under its Presidency
of the European Council (1.7 — 31.12.2008) willtbedrive forward the European Security
and Defence Policy, first of all by redrafting ttél into force 2003 documerit

9

Compiled in 2003 by Robert Cooper and Javier Salana
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TYPE OF DEVELOPED SYSTEM EUROPE USA
LAND SYSTEMS
Main battle tank 4 1
Armored Infantry Fighting Vehicle 16 3
155 min howitzer 3 1
AIR SYSTEMS
Fighter-strike 7 5
Ground attack - trainer 6 1
Attack helicopter 7 5
Anti-ship missile 9 3
Air-air missile 8 4
SEA SYSTEMS
Frigate 11 1
Anti-submarine torpedo 9 2
Diesel submarine 7 0
Nuclear-powered submarine 2 1
TOTAL 89 27

TABLE 1: Duplication of R&D activities and programmestire EU Member States

Research Cost Expected Output
Aircraft (Billion Euro) (Units)
Eurofighter 19.48 620
Gripen 1.84 204
Rafale 8.61 294
JSF (US) 19.34 3003

TABLE 2:

INT/406 - R/ICESE 827/2008 EN/o
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European - US Defence Expenditure — General (FY 26D

Europe 1 ustt
Total Defence Expenditure €201 Bn € 491 Bn
Defence Expenditure as a % of GDP 1.78% 4.7%
Defence Expenditure Per Capita €412 €1 640

TABLE 3: Comparison between EU and USA in the area of mxefé=xpenditures - General

European - US Defence Expenditure — Reform (FY 2006

Soldier

Europe usS
Military Personnel *2 1940 112 1 384 968
Civil Personnel 484 827 699 520
Defence Spent per Soldier €103 602 € 354 898
Investment (Equipment Procurement and R&D) per € 20 002 €102 489

TABLE 4: Comparison between EU and USA in the area of mefé&xpenditures - Reform

10
Europe means 26 EDA participating Member States Nlorway.

11
Euro/US Dollar exchange rate is based on average f@62@te of 1,2556.

12

Authorised strengths of all active military persel includes non-MoD/DoD personnel in uniform wten operate under

military command and can be deployed outside natiterritory
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Annex 1

The Road Map of the Euro-Armaments R&D Programme
- Concept / Stages Postulation -

1. EDA: e Using the EDA CAPTECH database, selecting and natinig theEDA Independent
Experts Group (IEG) of 27 people (27 EU MS — Denmark + Norway)one
independent, non-governmental expert from eachtogun

2. |IEG: e Setting up the list of the Armaments included icaegory of "Euro-Armaments” to be
commonly developed and to become operational wahieU MS Armed Forces;
¢ Defining theTechnical and Operational RequiremefMoOR);

EDA: e Sending the proposed List of Euro-Armaments and'®R to the Military Joint Staffs
of all Member States for evaluation and comments;

3. EDA: e Receiving the comments and the requests of eactiédiaring their own interest to
participate (or not) on a specific Euro-Armamergjgct, counting the needs and
establishing the final hierarchy and the time dcihe of the Euro-Armaments to be
developed,

IEG: e Modifying initial TOR according with the amendments received from the MS

4. EDA: e Selecting the priorities of the Euro-Armaments adow with the existing budget;

5. EDA: e Establishing the national optional part of the fio@l contributions for each Euro-
Armaments project, according with the Member Statggession of interest;

6. IEG: e Preparing the Tender Documents;

EDA: e Launching the tender procedure to select the Iategr company/JV in charge to
elaborate the technical documentation and to dpwvle Project Demonstrator - for
each type of Euro-Armament project;

IEG: e Technical and Operational Evaluation of the biddiffgrs;

7. IEG: e Field test and evaluation of the Demonstrator, teefaking any final decision to start
the industrial production according with the MemBgaites firm orders;

8. IEG: e Preparing the Tender Documents;
EDA: e As proprietary on the intellectual rights of the@ject and of the Demonstrator, the
Agency will select the System Manufacturing Integrdoy tender procedure.
IEG: e Technical and operational evaluation of the biddiffgrs.
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ABBREVIATIONS

1. ESDP:European Security and Defence Policy

2. EDTIB: EuropearDefence Technological and Industrial Base
3. EDEM: European Defence and Equipment Market

4. R&D: Research and Development

5. MS: Member State(s)

6. TDE: Total Defence Expenditure

7. DU: Dual — Use (Goods)

8. EDA: European Defence Agency

9. EDA - SBMF: EDA Steering Board in Ministerial Format

10. US DoD: US Department of Defence

11. US DARPA: US Defence Advanced Research Projects Agency
12. CFIUS: Committee on Foreign Investments in the UnitedeSta
13. IEG: Independent Experts Group

14. TOR: Technical and Operational Requirements
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