
 

 

Defence Industry and Markets Task Force 
 

Non-Paper 
 
The aim of this non-paper is to summarise the Commission's view of the current situation 
facing Europe's defence industry and to identify possible ways forward. For this to work it is 
essential to have the views and feedback of key stakeholders. This is the purpose of both the 
analysis and the proposals and questions below - to be discussed at the industry hearing of 6 
June 2012.  Once the outcome of the Hearing has been assessed the Task Force plans to 
discuss any emerging proposals with Member States.   

 
I. The Context 

 
The end of the Cold War has changed the nature of the security threats that Member States 
face rather than doing away with them. New and complex security challenges have emerged 
which can only be addressed by professional forces which are well equipped with state-of-the-
art technology. The Libya crisis showed (again) that Europe is still lacking military 
capabilities in some critical sectors, although the European Defence Technological and 
Industrial Base (EDTIB) could deliver most of the technologies and materiel we would need. 
 
These capability gaps are clearly a direct consequence of budget constraints. These constraints 
are unlikely to disappear anytime soon. Public debt and the consolidation of state finances are 
the most important challenges in Europe now - and will certainly remain as such for the near 
future. It is therefore hardly surprising that almost all national defence budgets are under 
pressure and subject to significant cuts.  
 
A major casualty in defence budgets has been spending on Research & Technology which is 
crucial for the development of the next generation of equipment. Cuts in current military 
programmes and the apparent lack of new ones are also contributing to the erosion of the  
EDTIB which was already suffering from structural underinvestment. 
 
For the time being, many European defence companies are still doing well1, with exports to 
third countries (at least partly) compensating for shrinking home markets. Faced with the 
sharp decline in public defence spending, Europe's industry is concentrating its efforts on new 
emerging defence markets with a strong growth potential such as India and Brazil. Europe's 
industry is also strengthening its presence in highly dynamic related business segments such 
as electronics, security, space, and civil aviation. This indicates that European defence 
industries are, in many areas, still at the cutting edge of technology and globally competitive.  

                                                            

1 In 2010 turnover and employment in the Land and Naval defence sectors increased (no separate figures 
available for the air defence sector) – ASD: Facts & Figures 2010 



 

 

However, these strengths are the result of investments made many years ago and as such 
Europe is now reaping the benefits of that forward thinking. 
 

 
 
II. The Challenges 

 
The drive to increase exports will be undermined as the lack of major new programmes is 
gradually reducing the range of high-end technology products that are still fairly competitive. 
Furthermore, as the US defence budget also faces significant cutbacks, competition from US 
companies looking for new business opportunities outside their home market is set to grow 
(and be boosted by US reform of export controls making it easier to do so). With European 
defence markets declining or at best stagnant, however, incentives to invest in European 
mergers and acquisitions are likely to diminish with the lack of new orders and the 
attractiveness of investing in buoyant third markets. Lacking new programmes, the defence 
industry is likely to reduce its investment in Europe or to pull out of certain sectors altogether.  
 
Investing in emerging third countries may prove to be a more sustainable way of maintaining 
turnover but it may also generate a loss of technology and IPRs due to heavy offset 
requirements that often include local establishment and content requirements. Moving 
production and transferring technology is becoming a minimum requirement for many major 
export orders – all of which may lead to cutbacks in factories and employment in Europe and 
threaten the long-term competitiveness of the EDTIB. 
 
In the long run, competitiveness on world markets can only be maintained on the basis of a 
truly European home market in which EU companies can operate freely in all Member States 
and benefit from a demand side which is consolidated at the European level. For the time 
being, however, the European defence market remains fragmented and lacks efficiency. 
Member States continue to allocate the bulk of their defence spending to manpower rather 
than procurement of new equipment and forward-oriented research. Furthermore, there is 
a lack of harmonisation of military requirements and most procurement remains national. As a 
result, production volumes remain small and economies of scale rare. 
 
Under these conditions, Europe risks losing the industrial and technological capabilities that 
are necessary to develop and produce what it needs for its security. At stake is as such, not 
only Europe's competitiveness in a globalised world but also its long-term security of 
supply, which is in turn crucial to its strategic autonomy and ability to act at international 
level. Increasing or even maintaining key strategic defence assets in times of scarce financial 
resources will therefore be a major - if not the main - challenge in this policy domain.  
 
 
 
 



 

 

Question: 
 

• Do you broadly share this analysis of the current economic climate and the 
challenges facing Europe's defence industry? 

 
 

III. The Commission's contribution 
 
If spending more is difficult, spending better becomes even more important. In the context of 
the on-going structural reforms of armed forces and military organisations as is happening 
in other sectors of Europe's economy and society; there should be more consolidation of 
demand and better cooperation via pooling, sharing and role specialisation; better exploitation 
of civil-military synergies; and more efficient market structures.  
 
Most of these issues lie within the responsibility of Member States and intergovernmental 
institutions and bodies, starting with the European Defence Agency (EDA).  
 
However, the Commission, for its part, can use its legislative, financial and administrative 
tools to encourage, support and push forward the necessary transformation process. The most 
prominent examples of this are the two Directives on defence procurement and defence 
transfers adopted in 2009, which form today the regulatory backbone of a European 
Defence Equipment Market. And President Barroso, in his State of the Union speech of 
September 2011, committed the Commission within its competences to do all it could to 
develop the single market and industrial base in the European defence sector. 
 
In order to look into these issues, the Commission set up a Defence Task Force with the 
mandate of exploring ways to move beyond the current state of play and energise the EU-
wide debate over the future of the European defence sector.  The Task Force is still in its early 
stages, but three priority areas have emerged: (a) Internal Market; (b) Industrial Policy; and 
(c) Research & Innovation. 
 
III.a. Internal Market 
In the area of the internal market the Commission's focus is on ensuring the effective and 
timely transposition as well as implementation of legislation.   
 
With respect to the defence transfer Directive, the Commission will promote in particular the 
use of General Licences, which is particularly important for the sake of industrial 
competitiveness and security of supply among Member States.  The Commission will analyse 
and compare the scope of general licences published by Member States to assess 
convergences in the Member States' approach.  
 
With respect to the defence procurement Directive, the Commission will work to ensure that 
certain exclusions, such as government-to-government sales, are applied in a way that is 



 

 

consistent with the objectives of the directive and does not impinge on its effectiveness. It will 
also continue to work towards the phasing out of offsets, following the revision of national 
offset regulations and Member States' procurement practice in particular in the area of 
subcontracting. The Commission will also establish an effective market monitoring 
mechanism (in order to ensure the correct application of the Directive) and gather the data 
required to report to Parliament in 2017 on the impact the Directive has had.   
 
Finally, the Commission will explore whether and to what extent it can contribute, through its 
regulatory power, to the Union's long-term security of supply. This may lead to an initiative 
on the control of defence industrial capabilities. 
 
Questions: 
 

• What is, at this stage, your judgement on the way Member States use the licencing 
system introduced by the defence transfers Directive (2009/43/EC)? 
 

• What are the main issues of interest or concern for industry with regard to the 
implementation of the Defence Procurement Directive? 

 
• In particular, what is your opinion on the US Foreign Military Sales (FMS) 

Programme and its possible impact on Europe's defence market and industry?  
 

• How important are ownership and control of defence industrial capabilities from 
your point of view for Europe's long-term security of supply? Are these issues 
sufficiently dealt with in the EU and if not, what are the shortcomings of the current 
system?   

 
• What else should the Commission do to ensure compliance with EU law, further 

streamline the regulatory framework and improve security of supply of defence 
products?  

 
 
III.b. Industrial Policy 
It is widely accepted that the present evolution of defence markets is leading to overcapacity 
and acceleration of restructuring processes in the European industry. No EU Member State 
can afford to maintain a full-spectrum defence industrial base. Perhaps more importantly, no 
one has a strategic need to do so, given that most military operations are undertaken by 
coalitions either within NATO or the Common Security and Defence Policy (CSDP). 
 
Industrial restructuring in Europe is not only unavoidable: it is already under way. It is 
essential that national approaches in this policy area be developed, as much as possible, 
within a European framework by taking full account of its social impact (including the 
possible use of EU Structural Funds and the European Globalisation Adjustment Fund within 



 

 

the limits of the rules governing them). Such an approach should be based on the principle of 
inter-dependence and the concept of European centres of excellence and tailored to the 
three main industrial sectors (naval, land and aviation). Cooperation and specialisation are 
the only ways to maintain and strengthen essential capabilities and technologies and to secure 
supply in the medium and long term. The Commission will work, together with the EDA and 
all relevant stakeholders, towards the development of such a common European approach to 
the restructuring of the defence industry. 
 
Another critical dimension is the impact of defence cuts on SMEs, as SMEs are an important 
source of employment and innovation in all sectors: defence is no exception. However, with 
the existing fragmentation of defence markets, SMEs find it particularly difficult to access 
markets in other Member States. The Commission plans to explore – once again in 
cooperation with the EDA - what more could be done to support SMEs in this sector, such as: 
improving access to information on potential business opportunities; identifying and 
promoting best practice in Member States; and developing networks of clusters at European 
level and to support SMEs in expanding their businesses outside the European Union where 
appropriate.  
 
Questions: 
 

• What role should the Commission have in the development of an efficient and 
future-oriented common defence industrial policy in line with "Europe 2020", i.a. 
through the promotion of European 'centres of excellence'? 

 
• What should the Commission do to support SMEs working in the defence sector? Is 

there any national best practice that could serve as a model for a proactive 
European approach to supporting SMEs? 

 
• What critical skills are Europe in danger of losing or, indeed, have already lost? 

What kind of action could be put in place at a European level to address these 
issues? 

 
• What should be the main focus/foci of a high level European debate on the future of 

the European defence industry?  
 
 
III.c. Research & Innovation 
 
It is worth exploring what can be done to limit the impact of the cuts in funding for defence 
R&D, which is a crucial element of industrial competiveness. The main objective is to 
develop greater synergies between dual technologies funded through the different 
Commission’s research programmes and the defence research agenda of the EDA.  
 
The cooperation between the Commission and the EDA is already close in this area and 
recently made easier by the European Framework Cooperation (EFC). The EFC is 



 

 

designed to maximise complementarity and synergy between the Commission's civil 
security research programme, the EDA co-ordinated defence-related research, and the space 
research of the European Space Agency. The first concrete results of the EFC came in 
September 2011 when a letter of coordination was signed on Chemical, biological, 
radiological, and nuclear (CBRN) protection.  
 
The Commission and the EDA are building on this promising start by looking at what other 
areas could be brought within the EFC. Perhaps the most obvious area is cyber security as 
one of the few where Member States have kept, or even increased, their budgets. Other areas 
could include Unmanned Aircraft Systems (UAS), advanced materials, future and 
emerging technologies and critical space technologies. The Commission would also like to 
explore how best to make use of the specific Intellectual Property Rights (IPRs) and exchange 
of information articulated in its 'Horizon 2020' proposal. These should make it easier to 
exchange research results with the EDA and the Member States. 
 
Finally, the Commission is exploring the possibility of mandating the European 
standardisation organisations to develop standards that could be used in both civil and 
defence technologies in areas where the technology is the same and the application quite 
similar (i.e. hybrid standards).  
 
Questions: 
 

• What are, in your opinion, the most appropriate/promising areas (be it technology 
or missions) where R&D synergies should be envisaged in the future? 

 
• What, in your views, should be the next priority areas, following CBRN, that can be 

brought into the European Framework Cooperation?. 
 

• What are, in your view, the most appropriate/promising areas for mandating the 
development of hybrid standards? 

 
 

IV. Looking ahead 
 
For most of the above-mentioned issues immediate action is possible – and arguably desirable 
- and targeted initiatives can be launched in the short term.  
 
Other issues may need further reflection and deserve a broader strategic debate. The Task 
Force also intends to look into these issues.  
 
The Defence Task Force would like to inquire for example whether truly European solutions 
can be a more efficient alternative for consolidating the demand side of the European 
defence market than the current purely intergovernmental pooling and sharing initiatives.  



 

 

 
Another question is to explore how other EU policies, which are at first glance not related to 
defence, can contribute to strengthening the defence sector.  
 
Last but not least, the Defence Task Force may also look at the Commission's own 
organisation and assess whether the current setting is well-suited to deal with defence matters.  
 
In this context, we would like to get your view on the following issues – as well as on any 
additional ones you may consider relevant. 
 
 
Questions: 
 

 
• Should the EU explore possibilities to develop "common assets" which would be 

owned by EU-related bodies but made available to the Member States (following the 
Galileo-model and/or NATO's Airborne Warning and Control System (AWACS))? 
If so, in what sectors (e.g. tanker aircraft) and through which modalities?  

 
• What role will environmental, energy and resource efficiency energy policies play in 

the defence sector in the future (e.g. fuel and energy efficiency, renewable energy, 
critical raw materials etc.)? Can they be used as drivers for innovation (e.g. new 
engines) and/or cost savings (e.g. EDA's "Go Green "project)? If so, how can other 
EU policies and objectives (20/20/20) be linked up with defence? 

 
 
 
 
 


