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Executive Summary

The Working Paper delves into the European Union's defense sector's evolution and current challen-
ges, underscoring the urgency for strategic autonomy and technological sovereignty. It provides a his-
torical backdrop of EU defense initiatives, highlighting the significant influence of recent geopolitical
shifts, notably the conflict in Ukraine, on the EU's defense strategies and industrial landscape. The
fragmentation of the European defense market, rising equipment costs, and hefty R&D expenses un-
dermining competitiveness and innovation are identified as key challenges. The author focuses on the
war in Ukraine as a catalyst for a consolidated defense equipment market and a surge in military ex-
penditures and defense investments among EU nations. He scrutinizes EU's measures to foster inno-
vation and integration in the defense market while grappling with national protectionism and diver-
gent member state interests. Conclusively, the report advocates for an autonomous European defense
capability as crucial for tackling both longstanding and emerging crises and threats. It underscores the
imperative of a harmonized defense approach within the EU, highlighting its significance for the regi-

on's stability and security.

Zusammenfassung

Das Arbeitspapier befasst sich mit der Entwicklung des Verteidigungssektors der Europaischen Union
und den aktuellen Herausforderungen und unterstreicht die Dringlichkeit von strategischer Autonomie
und technologischer Souveranitat. Es liefert einen historischen Hintergrund der EU-Verteidigungsiniti-
ativen und hebt den bedeutenden Einfluss der jingsten geopolitischen Veranderungen, insbesondere
des Konflikts in der Ukraine, auf die Verteidigungsstrategien und die industrielle Landschaft der EU
hervor. Die Fragmentierung des europaischen Verteidigungsmarktes, steigende Ausriistungskosten
und hohe F&E-Ausgaben, die die Wettbewerbsfahigkeit und Innovation untergraben, werden als zent-
rale Herausforderungen genannt. Der Autor konzentriert sich auf den Krieg in der Ukraine als Kataly-
sator fiir einen konsolidierten Markt fiir Verteidigungsgliter und einen Anstieg der Militarausgaben
und Verteidigungsinvestitionen in den EU-Ldndern. Er untersucht die MaRnahmen der EU zur Forde-
rung von Innovation und Integration auf dem Verteidigungsmarkt und setzt sich gleichzeitig mit natio-
nalem Protektionismus und divergierenden Interessen der Mitgliedstaaten auseinander. AbschlieRend
pladiert der Bericht flir eine autonome europdische Verteidigungsfahigkeit, die fiir die Bewaltigung
sowohl langanhaltender als auch neuer Krisen und Bedrohungen von entscheidender Bedeutung ist.
Er unterstreicht die Notwendigkeit eines harmonisierten Verteidigungsansatzes innerhalb der EU und

hebt dessen Bedeutung flir die Stabilitat und Sicherheit der Region hervor.



Abbreviations

CARD Coordinated Annual Review

CSDP EU’s Common Security and Defence Policy

DEFIS European Commission’s Directorate-General for the Defence Industry and Space
EDA European Defence Agency

EDF European Defence Fund

EDIS European Defence Industrial Strategy

EDTIB European Defence Technological and Industrial Base

EDTIC European defense technological and industrial complex

EPF European Peace Facility

ESSI: European Sky Shield air defence programme

EUGS 2016 European Union Gobal Strategy

GDP Gross Domestic Product

HR/VP EU High Representative Josep Borrell, Vice-President of the Commission
PESCO Permanent Structured Cooperation

R&D Research and Development on Defence

R&T Research and Technology

SMEs medium-sized enterprises

TEU Treaty on European Union

TFEU Treaty on the Functioning of the European Union (the so-called “Lisbon Treaty”)
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“Europe will be forged in crises and will be the
sum of the solutions adopted for these crises"

Jean Monnet

Introduction

Forged out of the ashes of the Second World War, the EU has always seen itself as a peace project.
However, the idea of collective EU defense has been around since the abortive European Defense
Community of 1952. “The history of European integration is full of plans and initiatives to strengthen
the EU’s security and defence policy. Most have come and gone.” (Strategic Compass, 2022, 7).

The changing geopolitical context and dramatic security erosion since Russia’s annexation of Crimea in
2014 have called for the EU to shoulder a greater share of responsibility for its own security and to act
autonomously —that is, without being dependent on other countries — in strategically important policy
areas, from defence policy to the economy, and the capacity to uphold democratic values. Yet, until
recently, the continent was still lacking the shared vision and organizational structures required to turn
its oft-cited and much debated goal of ‘strategic autonomy’ into a reality. The defense realm remains
exempted from the common market by virtue of article 346 TFEU,* which allows Member States to

shield their defence industries.

The war on Ukraine, the most serious security crisis in Europe in decades, brought the debate back to
hard realities and the need to react with concrete, practical action. Europe has to assume greater

responsibility for its defence, and defence starts with industry.

The European defense industrial ecosystem — the so-called European defense technological and in-
dustrial complex (EDTIC) or, more trivially, the military-industrial complex - comprises a number of
large multinational companies (27 of them being listed among the top 100 arms companies, such as
Thales (France), Rheinmetall (Germany), Saab (Sweden) or Fincantieri (Italy) — Béraud-Sudreau et al.,
2022, 5 & 9, Annex 1), mid-caps and over 2 000 small and medium-sized enterprises (SMEs). Defence

industry is EU’s economy one of the main contributors with a turnover of €100 billion/year and more

1“1, The provisions of the Treaties shall not preclude the application of the following rules:

(a) no Member State shall be obliged to supply information the disclosure of which it considers contrary to the
essential interests of its security;

(b) any Member State may take such measures as it considers necessary for the protection of the essential inte-
rests of its security which are connected with the production of or trade in arms, munitions and war material;
such measures shall not adversely affect the conditions of competition in the internal market regarding products
which are not intended for specifically military purposes.”



than 360,000 highly skilled jobs (Balyuk, 2021). Each Euro invested in defence generates a return of

€1.6 through skilled employment, research and technology and exports (Hartley, 2023, 2).

After decades of neglect and underinvestment, the current “tectonic shift in European history” (Stra-
tegic Compass, 2022, 14) has highlighted Europe’s defense economy as a driving force for the region’s
pursuit of strategic autonomy and technical sovereignty. “A sustainable, innovative and competitive
European defence industry is essential for Europe’s strategic autonomy and for a credible CSDP.”
(EUGS, 45). Defence technologies and capability development contribute to the Union’s broader ex-
ternal action, including its ability to deploy CSDP missions and operations and to operationalize Article
42(7), its mutual defence clause (Engberg, 2021, 11). A robust and cohesive defence industrial base
stimulates EU’s resilience and economic influence and allows the Union to compete with its peers and
adversaries in a multilateral world. The EU’s Strategic Compass, endorsed in March 2022 by Member
States, marked a quantum leap forward in the shared ambition to make the EU stronger and more
capable in the field of security and defence and identified the need to invest more and better, based
on current and future threats and challenges (Strategic Compass, 2022, 12 & 43). The war in Ukraine
has also made the costs of “non-Europe” in the defence field (Briani, 2013) in terms of duplication,

fragmentation, more visible, hence unacceptable.?

Still, a common industry and market of defense remains difficult to achieve. The defence sector is cha-
racterised by increasing costs of defence equipment and by high research and development (R&D)
costs that limit the launch of new defence programmes and have a direct impact on the competitiven-
ess and innovation capacity of the European defence technological and industrial base (EDTIB). Until
recently, stagnating European defense budget (as of 2017, all Western and East- Central European
countries spent a lower share of their GDP on defence than at the end of the Cold War) made it difficult
to overlook defence economics as a driver of European defence policy.® Europe’s defence firms are
criticised for being ‘too small’ and unable to achieve the scale and learning economies available to
their U.S. rivals (Hartley, 2023, 3, table 2). U.K.’s Brexit presented another challenge and further raised
the uncertainties surrounding the outlook of the European arms industry (Kleczka, Buts & Jegers, 2020,

145-148; Oleksiejuk, 2020).

2 Keith Hartley estimates the costs of what he calls ‘Non-Europe in defence’ at some €26 bn to €130 bn (Hartley,
2023, 2).

3 Meanwhile, strategic competitors such as Russia and China have increased their defence budgets by almost 300
% and 600 % respectively over the last decade, compared to an approximate 20 % increase collectively by EU
Member States in the same period (Clapp, 2023, 2). See figure 1 hereafter.



Figure 1: EU’s defence budget compared to the U.S., Russia and China
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The strongest “headwind” faced by the European arms industry might be fragmentation and national
protectionism (Kleczka, Buts & Jegers, 2020, 130-139). Using fragmentation as an “Ariadne's thread”,
this paper will start by addressing the EU’s longstanding challenge in bridging the diverse interests and
priorities of its member states (I). We will then examine how the war in Ukraine has been both a sig-
nificant opportunity for European manufacturers and a stark reminder of the need for a unified market
for defense equipment (II). We will address EU’s institutional effort in support of innovation, compet-
itiveness and resilience of the EU defence industry and to reduce the fragmentation of the defence
equipment market (ll1). We will follow the progressive framing of an EU Defence Union, fueled by the
forthcoming ‘European Defence Industrial Strategy’ to be issued early 2024 (1V). Finally, we will take a

brief look at Austria’s specific situation (V).

| The European defense industry before 2022: a patchwork of national indust-

ries and interests

The defence sector is probably the one where “member states’ difficulties to think of themselves as
Europeans” (Mauro, Simon & Xavier, 2021, 49) are the most visible. They have differing interests —
with some, like France, stressing the importance of ‘buying European’ and others, like Sweden, Poland
or the Netherlands, keen to maintain close industrial and security links with the U.S. They tend to adopt

a protectionist attitude vis-a-vis market of defense goods and services. The EU defence landscape,
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therefore, has long been characterized by severe fragmentation and overprotection by exemptions to
the Single Market regulations for reasons of ‘national security’. An ideal pan-European defence market
is in reality substituted by 27 markets fenced off with regulatory barriers aimed at protecting national

defence industries.

This has led to procurement incoherence, uncoordinated defence investment, intra-EU competition,
costly duplication of military capabilities, and low level of standardization, which curb growth margins
for the European industry (before the war, around 80 % of defence procurement and 90 % of research
and technology were run on a national basis — Kostova Karaboytcheva, 2021, 1). The problems are
reflected in the differences between Europe and the U.S., leading to 154 types of weapons in the EU
compared with 27 in the U.S. (Hartley, 2023, 2). In 2017, the European countries were operating 13
different systems of self-propelled guns/howitzers (calibre 2100 mm), while the U.S. operated one
only; and 16 different main battle tanks & assault guns, vs. 2 in the U.S. (Kleczka, Buts & Jegers, 2020,
135, table 2).

Figure 2: Main families of armament systems developed in Europe and in the United States
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Source: Olsson, 2021, 1, Fig. 1

Figures speak for themselves. Joint defence spending in the EU stood at only 18 % in 2022, which is
almost double the 2020 figure (11%), but well below the 35% benchmark agreed by member states
under the European Defence Agency framework (EDA, 2022, 6). Most major military equipment

contracts have continued to be awarded without an EU-wide tender.



Figure 3: Investment in defense programme
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Source: EDA, 2022, 6, illustration 3

The United States has played an ambivalent role in the direction of European defence. Since the be-
ginning of the 20™ century, but especially since World War I, Europe has grown more dependent on
the United States for its security guarantees. While pressuring European allies to increase their defense
spending and contribute to the transatlantic Alliance on an equal basis, the American government has
used its influence to deter the EU from developing defense ambitions for fear that strengthening its
defensive position would devalue the power of NATO, negatively affect its own strategic ambitions
and create competition for the U.S. defense industry. As a result, the EU is hesitant to bring forth pro-
jects without the full support of its most important ally (Alvarez-Couceiro, 2023; Bergmann, Lamond

& Cicarelli, 2021 ; Kunz, 2020).

As aresult, “the creation of a true EDTIB remains a chimera, caught in the crossfire between traditional
national playgrounds, diverging interests of suppliers and suspicion both within the EU and between
the EU and the US.” (Azzoni, 2022). The European Strategic Shield Initiative (ESSI) — or ‘missile shield’
—, launched by Germany in October 2022, is a case in point. This multibillion programme that would
rely on U.S. and Israeli technology and compete with the development of a French-Italian air defence
system, might fail to be developed as a truly European project, with important European partners,

above all France and Italy, currently unwilling to follow Germany’s lead (Arnold & Arnold, 2023).
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Il The war momentum

Already characterised by an unstable situation in Europe’s neighbouring regions for many years and a
complex and challenging environment, the Union’s geopolitical context has changed dramatically in
light of the Russia’s military aggression against Ukraine. The return of territorial conflict and high-in-

tensity warfare on European soil requires Member States to rethink their defence plans and capacities.

Russia’s war of aggression against Ukraine has been a stark reminder of the need for a unified market
for defense equipment (Lannoo, 2023). Given that context, both European citizens and their political
leaders share the view that more has to be done collectively. At their informal meeting in Versailles in
March 2022, the EU Heads of States decided to “take more responsibility for our security and take
further decisive steps towards building our European sovereignty, reducing our dependencies and de-
signing a new growth and investment model for 2030” and to “bolster European defence capabilities”.
They agreed to: (a) increase substantially defence expenditures, with a significant share for invest-
ment, focusing on identified strategic shortfalls, and with defence capabilities developed in a collabo-
rative way within the European Union; b) develop further incentives to stimulate Member States’ col-
laborative investments in joint projects and joint procurement of defence capabilities; c) invest further
in the capabilities necessary to conduct the full range of missions and operations, including by investing
in strategic enablers such as cybersecurity and space-based connectivity; d) foster synergies between
civilian, defence and space research and innovation, and invest in critical and emerging technologies
and innovation for security and defence; e) take measures to strengthen and develop our defence
industry, including SMEs, and strengthen the European defence industrial and technological base (Ver-

sailles Declaration, 3-5).

The war in Ukraine has prompted European nations to carry out a “titanic expansion” in military spen-
ding (Cohen, 2023). In his government declaration of 27 February 2022, German Chancellor Olaf Scholz
spoke of a turning point in time (Zeitenwende) due to this war and announced a special fund of €100
billion to strengthen the country’s defense capabilities (Rohl, Bardt & Engels, 2023). The combined
annual defence budgets of EU Member States are expected to grow to €290 billion by 2025 (vs. €214
billion in 2021) (Clapp, 2023, 2). In 2022 only, total defense expenditure of the 27 Member States
amounted to €240 billion (so a real terms growth by more than 6% compared to 2021), representing

1.5% of the gross domestic product (GDP)* and continuing the positive trend of eight consecutive years

4 As a comparison, the U.S.” defence expenditure averaged 3.5% of the GDP in the past three years (EDA, Defense
Data 2022, 5).
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of growth.> A record €58 billion, or 24.2% of Member States’ total defence expenditure, was allocated

to defense investments (€ 52 Billion in 2021, so a robust growth of 5.9%) (EDA, 2022 b, 3-5).

€240 Dbillion

Total Defence Expenditure
of the 27 EU Member States

The NATO steered growth-path of defence expenditure towards 2% of GDP comes in sight.

Figure 4: Total defence expenditures and 2% of GDP guideline (in constant 2022 prices)
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Source: EDA, 2022 b, 4, Fig. 1

Amid full-scale war in Europe, the European defence industry’s vital role has become increasingly ap-

parent. This sector generated a turnover of €135.3 billion in 2022, reflecting a 10.0% increase com-

> Account taken of Denmark which, after having dropped its CSDP “opt-out” in June 2022 after a positive refe-
rendum, has been included for the first time into the EU (EDA)’s statistics.
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pared to the preceding year. Over the same period, the European defence industry experienced a sub-
stantial increase in employment, with the total number of jobs reaching 516,000 (4.4% increase com-
pared to 2021). (ASD, 2023, 22). The war in Ukraine has created significant opportunities for European

manufacturers to fill the void.

Figure 5
Turnover Defence 2022 Employment Defence 2022
——Aeronautics €56.4bn T Land & Naval 323,000
42% share +4.9% yoy, 63% share
——Naval €31.6bn
23% share —— Military Aeronautics
193,000
Land €47.3bn +3.6% yoy, 37% share
35% share
€135.3bn 516,000
+10% yoy +4.4% Yoy

Source: ASD, 2023, 21

It makes no doubt that the 2022 shift signifies a strategic hedging approach by European countries to
ensure continuity in their military readiness and to foster greater autonomy in critical areas of defense
technology and capability (Melville, Darling & Bisaccio, 2023). However, the war has propelled a few

structural problems to the critical edge.

The risk is high that, due to urgency, decisions could be taken in isolation without considering their
medium to long-term impact on the EU defence landscape. The ambitious EDINA (European Defense
in a New Age) survey processed by the German DGAP and Friedrich Neumann Foundation (FNF) could
not identify clear areas of potential cooperation, despite the dramatic shift in the European security
landscape generated by Russia’s full-scale invasion of Ukraine (Helmonds, Molling & Winter, 2023, 10).
On the contrary, Member States might be tempted to favor individual, non-EU off-the-shelf procure-
ments over long-term investments into R&D. There is a trend of leaning towards non-EU suppliers,
further bolstered by the conflict, which entails the risk of increasing fragmentation and non-EU de-
pendencies (EDA, 2022, para. 11). In 2022, Poland signed agreements with South Korea to purchase
1,000 K2 tanks, 672 K9 self-propelled howitzers, and 48 FA-50 light combat aircraft (Glowacki, 2022);
and Germany bought over $8 billion worth of F-35 aircraft to the U.S. (Machi, 2022; Meichtry, Mac-

Donald & Bisserbe, 2023).6 Most States in Central and Eastern Europe are still heavily dependent on

6 The U.S. accounted for 65 per cent of total arms imports by European NATO states and the NATO organization
itself in 2018-22 (Wezeman, Gadon & Wezeman, 2023, 11). Replacing the military equipment transferred to
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the United States for their defense equipment. All in all, purchases of defence equipment from EU
manufacturers only amounted to €21 billion since the beginning of the war, or about 22% of the mar-
ket; acquisitions from outside the EU account for 78% of EU countries’ 2022-2023 commitments, with
the U.S. alone representing 63% of this share (Maulny, 2023, 2 & 17). Which is “laying the ground for
tomorrow’s problems,” French President Emmanuel Macron warned at GLOBSEC’s Bratislava meeting
(Macron, 2023). Urgent expenditures, in particular in stock repletion and renewal, could ultimately
lead to competition and division between Member States (Angelet, 2022, 2; Helmonds, Mélling & Win-

ter, 2023, 10).

The war-time demand has put European firms at risk (Gridneff, 2022). The European industry cannot
ramp-up production without a long-term prospect of sustained demand for Europe’s Armed Forces
(Angelet, 2022). Defense companies want contracts before committing to expensive expansions
(Kayali, Bayer & Posaner, 2023). France is a case in point: the French industry remains reluctant to
increase production capacities, as no new procurement programs were announced that would have
made industry confident that higher production capacity would pay off (Helmonds, Mélling & Winter,
2023, 9).

Paradoxically, “Russia’s war against Ukraine has exposed the existence of not one single Europe, but

IM

several.”, the German DGAP and Friedrich Neumann Foundation (FNF) lucidly assessed (Helmonds,
Molling & Winter, 2023, 4). The EU’s unprecedented effort has also sent mixed messages regarding its
strategic autonomy: on the one hand, there are undoubted indications that EU’s strategic autonomy
is “quietly” been put into practice (Dugit-Gros, 2023). On the other hand, due to urgent decisions to
be taken, “European strategic autonomy is losing momentum and importance. Even France, a traditi-
onal supporter of EU defense efforts, is now paying more attention to NATO as the backbone of its
security.” (Helmonds, Moélling & Winter, 2023, 5). “Is true strategic autonomy dead or has it just been
put on the shelf for a few more years?”, the representative of the Financial Times provocatively asked

EU Council President Charles Michel during the joint press conference following the signature of the

third EU-NATO joint declaration on 10 January 2023 (Simonet, 2023 b, 7-8).

Ukraine by the United States’ NATO allies could lead to roughly $21.7 billion in foreign military sales (FMS) or
direct commercial sales for American industry (Brobst & Bowman, 2023).
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Il A substantial, yet insufficient institutional support

Faced with the Russian war of aggression against Ukraine, the Commission and the High Representa-
tive have reacted with new initiatives and industrial policy instruments to ensure that the EDTIB adapts
to the new strategic context and is able to deliver what Member States and Ukraine need the most,
while turning Europe into an independent military player. The four-year old Directorate-General for
the Defence Industry and Space (DEFIS), established in 2019 as a symbol of the enhanced and trans-
formed role of the European Commission in the area of European security and defence cooperation
(Hakansson, 2021), has helped to unify these issues under a single umbrella.

III

Complementing existing tools such as PESCO,” three of these institutional “pushes” deserve special

consideration.

The European Defence Fund (EDF). Of all European defence initiatives launched since 2016, the EDF is
so far one of the most promising initiative in terms of generating the industrial basis for Europe to
achieve strategic autonomy in defence in the future (Mauro, Simon & Xavier, 2021, 62). The idea of
mobilising the budget of the E to nurture the competitiveness of Europe’s defence industry and sup-
port collaborative defence R&D was mentioned for the first time by President of the European Com-
mission Jean-Claude Juncker in his 2016 State of the Union speech (Juncker, 2016). Definitely establis-
hed by the European Parliament on 29 April 2021, with a budget of €7,2 billion for the period 2021-
2027, the EDF is the EU's key instrument to help reduce the fragmentation of investments in European
defence capability development. Coined as a “game changer” (lanakiev, 2019), it enhances industrial
competitiveness, interoperability innovation, cooperation and SMEs involvement throughout Europe.
The Commission has proposed to increase its funding by €1,5 billion as part of the mid-term review of

the Multiannual Financial Framework.

7 The CSDP-hosted Permanent Structured Cooperation, established in 2017, is a subset of Member States that
agree to increase their cooperation on a more advanced and integrated basis, also pledging to simplify and stan-
dardize their military infrastructure. Long seen as a “Sleeping Beauty” (Juncker, 2017; Barigazzi, 2021), this frame-
work currently gathers 68 projects (see https://www.pesco.europa.eu), but still faces a series of obstacles and

debates that may lead to question its validity and future (Cézar Murillo, 2023).
15
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Figure 6: The EDF’s main objectives

European Defence Fund :
The EU defence R&D programme

collaborative
and cross-
border

participation of
SMEs and other
actors

competitiveness
and innovation
capacity

disruptive
echnologies,

Build

reducing partnerships

fragmentation

maximising
the outcome

(K

close

i Europe's
defence security
technological and defence mﬂ::‘:::;ic
gaps initiatives SR oy

Source: European Commission, 2023 d

e The Act in Support of Ammunition Production (ASAP) was adopted in record time, on 20 July
2023, to swiftly support the 'supply' side of the market directly, with a focus on increasing the
production of ammunition and missiles, allowing the European defence industry to better support
Ukraine and Member States’ armed forces (EU Commission, 2023 b). This €500 million programme

complements the support provided through the European Peace Facility (EPF).

e Adopted on 26 October 2023, the European Defence Industry Reinforcement through Common
Procurement Regulation (EDIRPA) is a €300 Million industrial policy instrument aiming at reinfor-
cing defence industrial capabilities by supporting Member States' cooperation on common procu-
rement of the most urgent and critical defence products, hence contributing to build an open and

competitive European defence equipment market.

A lot has been done since Juncker’s speech in 2016, but a lot remains on the agenda. The abovemen-
tioned initiatives are welcome, but have had little impact on the structure of the European defence
market so far (Maulny, 2023, 3) and are not sufficient on their own to strengthen the continent’s EDTIB.
The Commission piecemeal approach lacks coherence and synergies. “No improved coherence of the
EU defence landscape has yet been observed.”, the European Defence Agency noted in 2022 (EDA,
2022, para. 3). “As crucial pieces of a puzzle are being laid on the table, no one seems to have designed

the puzzle. Building blocks are put on the ground, but who designs the building?” (Angelet, 2022, 4).
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Bureaucratic hurdles and slowness delay new EU instruments to facilitate joint procurement and fun-
ding, even under fast-track modalities (Kayali, Bayer & Posaner, 2023). There is still “a discrepancy
between Europe’s urgent needs and the common policies intended to have a long term impact on the
European Defence Technological and Industrial Base (EDTIB)” (Maulny, 2023, 18). In 2023, the EU de-
fence landscape remains fragmented, with cooperation remaining the exception rather than the norm.
To get European Member States to cooperate on a more regular and frictionless basis requires more
than financial incentives, especially when they are relatively limited in nature and non-transformative

(Antinozzi, 2023).

Figure 7: Ramping-up EU’s collaborative approach to defence capability building
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IV The “next chapter”: a “fully-fledged European Defence Union”®

Almost fifteen years after the Commission first tried to regulate defence procurement with the 2009
‘defence procurement directive’,® there is still no single European defence market. Member-states
continue to sidestep the framework by invoking Article 346 TFEU, which allows any government “to

take such measures as it considers necessary for the protection of the essential interests of its

& European Defense Agency (2023 a). President von der Leyen unveils plans for defence strategy at EDA con-
ference. https://eda.europa.eu/news-and-events/news/2023/11/30/president-von-der-leyen-unveils-plans-
for-defence-industrial-strategy-at-eda-conference.

° Directive 2009/81/EC of the European Parliament and of the Council of 13 July 2009 on the coordination of
procedures for the award of certain works contracts, supply contracts and service contracts by contracting au-
thorities or entities in the fields of defence and security (https://eur-lex.europa.eu/legal-con-
tent/EN/TXT/?uri=celex%3A32009L0081). One of the very first attempts of the EU Commission to improve Eu-
rope’s military capabilities, the 2009 Directive extended the goal of European integration to defense markets by
establishing a common framework for defense procurements across the Member States.
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security”. How can this “Janus-faced situation” whereby the European industrial field is characterised
by the simultaneous presence of inter-state competition and European cooperation (Antinozzi, 2023)

be turned into a common endeavor?

“We must move past recovery and towards winning the future by building a true European defence
capability.” (Borrell, 2022). It is now time for the EU to evolve from emergency response to the building
of the EU's long-term ability to enhance its defence readiness. The EDTIB must be more than the sum
of national capabilities: it must be de-fragmented. There is a need for a coherent EU defense lands-

cape, with simplified procedures and increased information sharing, and laid out along three axes:

Long-term previsibility is key. Future military capabilities need investment now. Defence planning is
therefore an important way of measuring the depth of the EU’s defence cooperation and integration
(Engberg, 2021, 25). Only a common long-term (pluriannual) capability outlook for the EU defence
landscape in accordance with the common strategic vision provided by the Strategic Compass will al-
low Member States to coordinate defence planning at EU level in the next planning horizon. Such well-
structured, coordinated and more capability-driven strategy should “take on board the needs of armed
forces and governments (the so-called ‘end users’).” (Fiott, 2019 a, 4) and improve coherence with
Member States’ mid- to long-term defence- and procurement planning (Mauro, Simon & Xavier, 2021,

54).

The right projects should be prioritized, making use of the collaborative opportunities identified by
CARD, in particular those assessed as ‘most promising’, ‘most pressing’ or ‘most needed’ (EDA 2022,
para. 29 f), PESCO or other collaborative frameworks, also considering potential support from the EDF.
CARD’s six “focus areas” are eco-systems of projects and activities connecting capability development,
innovation including R&T, and the industrial dimension. Their implementation has the potential to de-
liver a significant impact on Member States’ capability profiles, the overall coherence of the EU de-

fence landscape, mitigating fragmentation, and a positive effect on the competitiveness of the EDTIB.

Research and Development is fundamental for both industrial competitiveness and the security of
the EU. Coupled with uncoordinated defence investment, the insufficient level of R&D / R&T invest-
ments poses a challenge to the coherence of the European defence landscape, increasing the risk of
fragmentation. European collaborative defence R&T expenditure reached €237 million in 2022, a €24
million decrease from 2021 to 2022 (EDA, 2022 b, 3 & 15). "This, we cannot afford.", HR/VP Borrell

made clear at the EDA annual conference in 2023. To foster technological sovereignty, the EU must
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invest in defence innovation, as the HR/VP strongly emphasized (Borrell, 2021; Benaich, 2023), and
prioritize coherent and persistent investments in selected key technologies (Pie, 2020, 2).
What Raluca Csernatoni calls “the alignment of planets” in the sky of the European defence (Cserna-

toni, 2021, 3f) could be achieved through three different and parallel processes:

A European Defence Industrial Strategy (EDIS). As announced in President von der Leyen's State of
the European Union 2023, it is now time to engage in a strategic reflection to return to a more struc-
tural, long-term approach (Von der Leyen, 2023). On 27 October 2023, the Commission and the High-
Representative launched a comprehensive stakeholder engagement process to inform the new EDIS.
The strategy will give further impulse to developing Member States' defence capabilities, underpinned
by a modern and resilient European defence technological and industrial base, establishing a strategic
framework for the coming years. This will not only allow Member States to restock and acquire new
defence equipment but also strengthen the EU as a security and defence actor in the long-term, in line
with the ambition set out in the Strategic Compass. On the basis of this comprehensive consultation,

the aim is to present EDIS in early 2024 (EU Commission, 2023 c).

A European Defence Union. The aim of creating a Defence Union is inscribed in the Lisbon Treaty.
Article 2(4) TFEU allocates the EU competence “to define and implement a common foreign and
security policy, including the progressive framing of a common defence policy”. Article 42(2) TEU spe-
cifies that “this will lead to a common defence, when the European Council, acting unanimously, so
decides.” This provision includes a commitment to progress in the direction of common defence, even
if its exact structure and timing is left open (Leino Sandberg & Ojanen, 2022). This is why the EU should
strive towards a fully-fledged ‘European Defence Union’ (EDA, 2023 a). An ambitious investigation
conducted by the Bruegel Institute suggests that creating a EU-wide genuine defence union would
probably be welcomed by Western Europeans (Burgoon B., Van Der Duin D. & Nicoli F., 2023, 19). A
limited Treaty review would probably be required to abolish defence’s exemption as contained in Ar-

ticle 346 TFEU (Lannoo, 2023).

More NATO-EU coordination. The third joint EU-NATO declaration, signed on 10 January 2023, “recog-
nise(s) the value of a stronger and more capable European defence that contributes positively to global
and transatlantic security and is complementary to, and interoperable with NATO” (Simonet, 2023 b).
Ensuring that European funding programmes are synchronised and complementary to NATO and the

Alliance’s 2022 Strategic Concept (Besch, 2019; Simonet, 2023 a) should benefit to both institutions.
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V A word on Austria

Bound to neutrality by the 1955 Austrian State Treaty and its constitution, Austria, together with Fin-
land, Sweden and Ireland, imposed the formulation of Article 42 TEU which specifies that the EU’s
defence policy “shall not prejudice the specific character of the security and defence policy of certain
Member States”. Until 24 February 2022, Austria was severely judged by experts for its inability to
fulfil its defence commitments and its limited ambitions (Gressel, 2021). Total defense expenditure
in Austria represented €3.3 Billion in 2021; the country’s total defense investments €398.9 Million.
Defense spending represented 0.8 per cent of Austria’s GDP, the fourth lowest percentage after Ire-
land (0.2%), Malta (0.4%) and Luxembourg (0.6%). Austria featured among the ten Member States
which saw their defense expenditures decreasing from 2021 to 2022 (- 0.5%). Its defense investment
rate was the EU’s lowest in 2022 (9.5%)° (EDA, 2022 b, 4 & 10). Austria’s participation in PESCO has
been rather limited, exception made of the Austrian-lead project CBRN Surveillance as a Service (CBRN
SaaS) which aims to provide a rapidly deployable 24/7 chemical, biological, radiological and nuclear

(CBRN) surveillance capability.

Austria, though, might have learned from the return of war in Europe. Its nominal defense budget

increase has been particularly steep between 2022 and 2023, above 20% (Maulny, 2023, 2 & 5).*!

Fiqure 8

Evolution of defence budgets Evolution of defence investments .
Inflation

Budget 2022
2022° Evolution | Evolution Invest. Invest. Evolution | Evolution
. Budget 2023 . .
excluding (Nominal (Real 2022 2023 (Nominal (Real
extensions values) values) | (Billion €) | (Billion €) values values)
(Billion €)

(Billion €)

Austria 271 . +12.26% +49.73%

Source: Maulny, 2023, 6, Table 1

10To keep the same references, Ireland was at 10,7%, Luxembourg at the record of 53.5% and Malta at 13.2%.
1 Interestingly, beside Austria, only the Baltic states, Finland and Sweden, a region strongly concerned by Russia’s

hostility, have registered such strong increase of 20% or more (Maulny, 2023, 5).
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With Sweden’s and Finland’s accession to NATO, Austria finds itself isolated. NATO and the EU will be
more closely aligned in terms of their membership: 23 over 27 EU members will be NATO members;
96% of the EU population will live in a NATO country. Of the four remaining non-NATO EU countries,
Austria will be the only one located not at the EU’s northern or southern periphery, but in Europe’s
very geographical heart. As a neutral country, Austria will see its influence diminish; in particular, the
WEP-5 group (the five Western European partners Austria, Finland, Ireland, Sweden and Switzerland),
which had an active and fruitful cooperation and regularly liaised with the Atlantic Alliance, will lose

two prominent members.

Although this project might not be considered the best example of intra-European collaboration (see
above p. 10), Austria’s participation in the Germany-led ESSI might signal Vienna’s willingness to in-
crease its engagement into EU defence (Alipour, 2023). Whereas it is true that the future of EDTIB will
be driven by the Western European states with large industries and countries that can invest significa-
ntly in future defense procurement and innovation, the benefits of a strong EDTIB are also relevant for
smaller countries with a more limited and/or highly specialised industrial capacity. Having internatio-
nally competitive European companies ensures that smaller countries like Austria have multiple pro-
curement options, rather than facing a monopoly supplier situation from a third country. A strong
EDTIB gives those countries the option to join European cooperative development programmes. This
enables them to gain a degree of access to sensitive technical and operational aspects of the capability
and to technological know-how that would not be available via an off-the-shelf procurement. Such
partnering arrangements also provide smaller countries with important security of supply benefits that
result from the mutual dependence intrinsic to cooperative programmes and with priority access to

additional production lots at the same economic conditions (Pie, 2023, 2).

Therefore, Austria might be well-advised to keep a close eye at the ongoing “shift” in the EU defence.
The ongoing update of its 2013 security strategy, amid increasing threats and ongoing Russian aggres-
sion against Ukraine, will demonstrate whether the country's enhanced security, independence, and

freedom go through the nascent European Defence Union.
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Conclusion

The impact of the conflict in Ukraine on the European economy is likely to be more than just a flash in
the pan. Among many converging predictions, experts from McKenzie believe that, even if Russia had
not heightened security concerns by invading Ukraine, European defense spending would have risen
from €296 billion in 2021 to €337 billion in 2026—an increase of 14 percent. In their low scenario,
which factors in the invasion’s impact on defense funding, spending increases by 53 percent over the
same period to reach €453 billion. In their high scenario, which assumes a bold defense funding
response, spending increases 65 percent from 2021 through 2026, reaching €488 billion (Cavendish et
al., 2022). The endorsement of the main ground combat system (MGCS, a main battle tank accompa-
nied by robots and artificial intelligence, aiming to replace the fleets of Leclerc and Leopard tanks) by
the French and German Defence Ministers, in September 2023 (Abboud & Pfeifer, 2023), soothes the

ESSI rebuff and ends 2023 on a promising note.

“Call it a European Defence Union, Strategic Autonomy, Common Defence, or even European Army,
the concept remains the same: Europe desperately needs an autonomous capacity at least to solve
crises in its neighbourhood that impact it directly or indirectly (e.g. Syria) and, to all extent possible,

to take an active part in its own defence, be it against old or new threats.” (Mauro, 2020)
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