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Útdráttur 

Markmið rannsóknarinnar er að rýna ítarlega evrópska vopnageirann ofan í kjölinn og meta 

hvers vegna Evrópusambandið er að reyna að breyta þar viðteknum venjum í framleiðslu og 

viðskiptum.  Alhliða yfirlit yfir geirann svo og tengdar stefnur Evrópusambandsins verða 

skoðaðar í því skyni.  

Allt frá því að innri markaður Evrópusambandsins varð til hafa vopn og aðrar tengdar vörur 

verið formlega undanskildar lögum og reglugerðum markaðarins. Aftur á móti hafa 

fjölmargar skýrslur sýnt fram á það að vopnageirinn er hægt og sígandi að verða 

ósamkeppnishæfari. Því er þörf á aukinni samþættingu vilji Evrópusambandsríkin viðhalda 

iðnaðarframleiðslu  og tæknikunnáttu innanlands í geiranum. 

Tiltæk gögn rannsóknarinnar sýna að evrópski geirinn einkennist af mörgum ólíkum stefnum 

ríkjanna í sambandinu. Þetta leiðir m.a. til skorts á samkeppni, ýmiss konar óhagkvæmni svo 

og aukins kostnaðar. 

Meginniðurstöður rannsóknarinnar eru þær að viðleitni Evrópusambandsins að fella 

vopnamarkaðinn undir svipaðar reglur og þekkjast á innri markaðinum grefur ekki undan 

hlutverki þess sem alþjóðlegs friðarbandalags. Regluvæddur og opinn markaður ætti að leiða 

til aukinnar gagnrýni og bættari viðskiptahátta í geiranum. Þó gætir hér nokkurs tvískinnungs. 

Hræsnin liggur í því hvernig aðildarríkin sniðganga sameiginleg viðmið Evrópusambandsins í 

því hvernig þau haga útflutningi sínum. 
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Abstract 

The goal of the research is to analyse the European defence sector and assess why the 

European Union is striving to change well-established procedures for defence production and 

trade. To that end a comprehensive overview of the sector, and of relevant EU policies, will 

be provided. 

Since the creation of the European single market armaments and other defence-related 

products have been formally excluded from its rules and regulations. However, many reports 

have concluded that the European defence market is becoming increasingly uncompetitive 

and greater integration is necessary if European states want to maintain national production as 

well as their technological and industrial base. 

The data the research has presented shows that European sector is characterised by different 

national polices. This results in lack of competition, various inefficiencies and increased costs. 

The main finding is that the EU’s efforts to bring the defence market towards rules more 

similar to the single market need not undermine its role as an international peace promoter. A 

regulated and open market should bring closer scrutiny and better business practices in the 

sector. The element of hypocrisy lies in the way member states circumvent EU norms in their 

national export policies. 
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1. Introduction 

In 2013 the Commission of the European Union (EU) published the Communication 

‘Towards a more competitive and efficient defence and security sector’, with the aim of 

strengthening the European defence sector by mobilising all relevant EU policies.1 A year 

later, in 2014, the Commission established a road-map for the activities set out in the 

Communication in a report called, most impressively, ‘A New Deal for European Defence’. 

Both documents were based on the Defence and Security Procurement Directive adopted by 

the Council of Ministers in 2009, which provided for the first time a framework for effective 

and competitive cross-border defence procurement within the EU.2 

Since the creation of the European single market, however, armaments and other defence 

related products have been formally excluded from its rules and regulations. Article 346 

(previously Article 296) of the EU’s Lisbon Treaty states that ‘any member state may takes 

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

which are connected with the production of or trade in arms, munitions and war related 

material’.3  Thus, in the European economic sector, there does not exist an internal market for 

defence products and they are excluded from three (out of four) of the cornerstones of the 

single market, namely its ‘freedoms’ – the free movement of goods, services and capital. The 

effect has been felt in higher production costs and various market inefficiencies (duplication, 

limited competitiveness towards the rest of the world, and more). 

Actions like those by the Commission reported above, and other approaches to rationalizing 

defence production in the context of the EU’s Common Security and Defence Policy (CSDP) 

and European Defence Agency (EDA), have been developed in recent years to work around 

these Treaty obstacles and address their practical disadvantages. Yet at the same time, EU 

actions in promoting a common market for (lethal) arms and other defence products may 

seem incompatible to many and may even risk compromising its international political 

legitimacy. The EU is widely regarded as a successful ‘peace project’ and was even awarded 

the prestigious Nobel Peace Prize in 2012. On that occasion, the Norwegian Nobel Committee 
                                                 
1 European Commission (a), 2013: 7 
2 The Commission’s interest in the European defence market/industry is not new. Already in 2003, the 
Commission published the Communication ‘Towards the establishment of a European Defence Equipment 
Market (EDEM)’. In 2004, a Green Paper on defence procurement was published, followed in 2006 by an 
interpretative Communication on the application of Article 296 of the Treaty in the field of defence procurement. 
In 2007, the Commission set out ‘A strategy for a stronger and more competitive European defence industry’. 
See http://ec.europa.eu/enterprise/sectors/defence/index.en.htm. The ideas in these documents paved the way for 
the 2009 Directive on simplifying terms and conditions of transfers of defence-related products within the 
Community. 
3 European Union (a), 2007 
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praised the EU’s ‘most important result: the successful struggle for peace and reconciliation 

and for democracy and human rights. ...EU has helped to transform most of Europe from a 

continent of war to a continent of peace.’4 More generally, the EU is often portrayed as a 

‘civilian power’ that favours persuasion over coercion and primarily uses it’s economic and 

aid policies to promote international peace and security. 

With a deepened role of EU in defence issues in recent years, including the creation of so-

called Battle-groups for intervention in 2004 and enhanced provisions on defence in the 

Lisbon Treaty (signed in 2007, entered into force 2009), many questions arise about the logic 

and implications of its future role in the field. Is the EU now aiming to compete militarily 

with world powers, as member states’ individual power and military power declines, by 

increasing its collective civilian and military capability through the CSDP? Are EU efforts in 

establishing a common defence market a step to further defence integration or, as it mainly 

has been seen thus far, economic integration and commercial advantage? These are legitimate 

questions and the answers may point to even larger ones for the future. Still today, the EU 

does not have any role in member states’ territorial defence – which is handled by NATO, and 

by the non-allied nations for themselves, and it uses intergovernmental means rather than the 

integrative ‘Community Method’ in making security and defence policy. But is that starting to 

change, and if so, as the result of which driving factors? 

The history of European integration has been in many ways driven by competing interests of 

its member states, how to balance and contain sovereign states in the interest for the common 

good of the Union. Cooperation in realms of security and defence has been very challenging, 

to say the least. Member states are very reluctant to open up their defence markets to normal 

market procedures, such as free competition for tenders, and because of political reasons such 

as worries about national security, strategic concerns, employment issues and so forth. 

However, the fact is that European integration began when six European countries created a 

common market for coal and steel, which are vital resources in armaments production, to 

ensure that nothing like the industrial built-up to World War II could ever happen again. 

In this dissertation I will focus on the current set of apparently complicated EU policies 

towards the defence market/s, and ask how they correlate with the EU’s supposed role as a 

normative ‘peace union’ and a security actor. Furthermore, I will analyze the defence 

industry, the European defence market in general, European defence budgets and European 

                                                 
4 The Norwegian Nobel Committee, 2012 
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defence exports, and discuss what related issues and their outcome may mean for the EU, for 

Europe as a whole, and for the wider world. 

1.1 Research Question and Methodology 

In this dissertation, I will try to answer the following research question: 

Can the EU work for a stronger European defence industry without undermining its role as 

an international peace promoter? 

A qualitative research method will be used to analyse the European defence market and 

policies of the EU and member states related to defence and security. My research will mainly 

be based on available literature that is to be found online and in particular from the EU and 

affiliated institutions, such as EU’s Institute for Security Studies (EUISS), and from the 

Stockholm Peace Research Institute (SIPRI). Quantitative data (statistics) from reputable 

sources will be used to built up an accurate factual picture of Europe’s defence industry and 

practices in comparison to other leading military powers. 

The following hypothesis will be used: 

Hypothesis 1: If the European defence market wants to remain competitive it has to  

  undergo changes and increased industry consolidation is necessary. 

Hypothesis 2: Governments’ defence cuts have made new investments in the defence industry 

  more difficult and can be problematic if European countries want to maintain 

  their industrial base and sovereign military capability. 

1.2 Structure of the Dissertation 

The dissertation is divided into seven chapters (including this one). In Chapter 2, I will 

explain three theoretical approaches, two of them European integration theories, which – 

together with liberal intergovernmentalism – I will use in my assessment. In Chapter 3, an 

overview will be provided of the defence industry in general, on the transformation of the 

industry after the Cold War and its increasing globalization, and on how military affairs have 

changed, as well changes in the global security environment. The chapter will end by 

explaining the current world picture regarding defence budgets with anticipated changes. In 

Chapter 4, more detailed research will be presented on the structure of the European defence 

market and industry with focus on Europe’s different sectors and major defence companies, 

EU/European defence institutions and defence exports,. In Chapter 5, the EU’s CSDP will be 
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analysed and the relationship will be explored between the defence market and the capabilities 

required for civilian and military missions. In Chapter 6, turning to the EU’s claimed and 

actual ‘peace’ role, an overview will be provided of how the EU and member states control 

defence exports and contribute to non-proliferation and disarmament, and how these aims 

interrelate to EU handling of the recently concluded Arms Trade Treaty and the Arab Spring. 

In Chapter 7, an explanation and summary of results will be presented together with the 

analytical conclusions. 

1.3 Key Concepts 

1.3.1 Defence Market 

The definition of the word ‘market’ is ‘a place where products are bought and sold’ bringing 

buyers and sellers of products and services together.5 In the defence market, the products are 

weapons and other defence related products and services are military and security services.  

In SIPRI’s definitions of arms-producing and military services companies, ‘arms sales are 

defined as sales of military goods and services to military customers, including sales for 

domestic procurement and sales for export.’6 However, there exists no agreed definition of 

what constitutes an arms sale. Using the SIPRI definition, a small country like Iceland that has 

no defence industry, for example, issued nearly one hundred arms export licences in 2013.7  

In this dissertation, the following definition by SIPRI will be used: 

i) Military goods and services are those that are designed specifically for 

military purposes and the technologies related to such goods and services. 

Military goods are military-specific equipment and do not include general-

purpose goods, such as oil, electricity, office computers, uniforms and 

boots.8 

ii) Military services are also military-specific. They include technical 

services, such as information technology, maintenance, repair and 

overhaul, and operational support; services related to the operation of the 

armed forces, such as intelligence, training, logistics and facilities 

management; and armed security in conflict zones. They do not include the 

                                                 
5 Merriam-Webster, 2014 
6 Stockholm International Peace Research Institute (Sources and methods) 
7 According to Pétur Þorsteinsson, Iceland Ministry of Foreign Affairs 
8 Stockholm International Peace Research Institute (Sources and methods) 



  

17 
 

peacetime provision of purely civilian services, such as health care, 

cleaning, catering and transportation, but supply services to operationally 

deployed forces are included.9 

In the defence market, defence companies supply governments with products that provide 

them hard security. The nature of the products and the buyers are specific to the defence 

market but as other markets it follows the ruled of demand and supply – and even more so 

now when it is been largely privatized.10 However, the defence market is more closed off than 

other markets; trade information is usually not disclosed to all participants, often citing 

national security consideration over economic arguments. In essence, in the defence market, 

the relationship between buyers and sellers is subject to special preconditions. The market can 

to a large extent be defined as a model for imperfect markets.11 

1.3.2 National Security 

There is no clear definition on what national security means. It is however usually referred 

when discussing state centric relationships: state ability to maintain its political independence 

and protect its national borders from foreign interference. This interpretations is inevitably 

based on military capabilities that states poses vis-à-vis another states, alliances and power 

balances. In the post-Cold War period, the security concept has fundamentally changed and 

now includes more broader definition. In this dissertation, the more traditional explanation 

will be used, that is, states capabilities to defend their territory and exercise their sovereign 

rights as independent states.  

                                                 
9 Stockholm International Peace Research Institute (Sources and methods) 
10 Baum, 2011: 75 
11 Ibid. 
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2. Theoretical Approach 

Theories are a useful tool in international relations in order to explain the world we live in. 

Each theory has developed in a different way and by using a theory we can interpret for 

example why certain sovereign states choose cooperation, or even integration, while other 

states do not. Theories do not simply explain or predict, ‘they tell us what possibilities exist 

for human action and intervention; they define not merely our explanatory possibilities but 

also our ethical and practical horizon.’12 In this dissertation, a liberal intergovernmentalism 

theory will be used together with Moravcsik’s three-stage theoretical assumption about states’ 

behaviour: national preferences, substantive bargaining, and institutionalization; neorealism 

will be used to explore power balances; and neofunctionalism to understand economic 

integration. 

We shall ask how this framework can explain EU approach/policies towards European 

defence cooperation, and/or the lack of it, especially when it comes to defence issues. 

However, when researching matters concerning defence, realism theory must also be 

introduced as a starting point. 

2.1 Realism 

Realism has been one of the main theories of international relations after World War II. In 

many ways, realism was an answer to the failure of idealism after World War I and the 

shortcomings of the League of Nations collective security system. Although realists have 

somewhat different views on the role of the state, classical realists give particular emphasis to 

the continuities of the human condition in international relations: according to them, states 

like humans strive for power and state interest in the international system is defined from 

power. The international system is vicious, like Hobbes’ Leviathan: everyone is naturally 

willing to fight everyone else in an anarchic self-help system, where military capability and 

alliances is the foundation of state security.13 Because relations between states are insecurity-

driven, and because the anarchic structure provides few constraints on states pursuing power, 

realism emphasises the competitive and conflictual side of international relations.14 For a 

realist, war is a defining factor and crucial to the evolution of the modern state; states make 

war and war makes the state.15  Therefore, power is of the utmost importance and those states 

                                                 
12 Smith, 1996: 13 
13 Lebow, 2013: 62 
14 Buzan, 1996: 51 
15 Buzan, 1996: 60 
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that have the most power shape the system.  According to Morgenthau, the balance of power 

has contradictory implications for peace if status quo powers outnumber imperialist 

challengers in defence of the status quo, but it can also make war more likely because it is 

impossible to assess the motives and capabilities of other states.16 For Morgenthau, the only 

real revolution that has take place in the structure of international relations since the 

beginning of history was the invention of the atomic bomb,17 which meant that war between 

nuclear powers would mutual assured destruction (MAD). 

2.2 Neorealism 

For neorealists it is the anarchic structure of the system that forces states to get hold of as 

much power as they can – rather than human nature. What matters the most is relative power 

vis-à-vis other states and as such, states must have strong economy and capable military 

forces. In a world that is anarchic and decentralized, states have to help themselves. While 

larger states can built up deterrent capacity against an attack, smaller states will have to make 

alliances in order to balance the larger states. This was evident during the Cold War when 

states joined the U.S. led NATO to balance against the Soviet Union and the Warsaw Pact. 

Neorealists believe that when there are two superpowers in the world, creating a bipolar 

system, the balance of opposing forces will reduce conflicts and create stability and the world 

will be more peaceful. According to Waltz, concern with international politics as a system 

requires that attention be focused on the states that make the most difference; thus, the theory 

is inevitably based on the great powers.18 However, with competing great powers the 

likelihood of an arms race grows, creating the so-called security dilemma. When a power tries 

to increase its own physical security with a military build-up, other states or groups of states 

can feel threatened and respond with their own military build-up to improve their defensive 

strength (i.e., mutual power relations are zero-sum). Neorealists disagree on how much power 

a state should have: the main dividing line is between what are called defensive realists 

(Waltz) and offensive realists (Mearsheimer). According to the latter, every major power 

should strive to become a hegemon because that is the best way to guarantee survival.19 States 

want power and forming a balancing alliance against aggressors is difficult. Waltz, however, 

disagrees and thinks that states should not pursue the maximum power possible but strive for 

                                                 
16 Lebow, 2013: 64 
17 Lebow, 2013: 68 
18 Waltz, 1979/1986: 61 
19 Mearsheimer, 2013: 80 
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the appropriate amount of power.20 States are rational actors and they know how much power 

is enough. Other neorealists believe that there is a balance between the two views (offence-

defence), but that usually the cost of war just too high, and the best solution should be to 

balance potential aggressors in anarchic state system.  

The European integrations process of the 1950s is in many ways very neorealist. Western 

Europe (in particular France and the Federal Republic of Germany) was confronted with the 

hegemony of Soviet Union and responded by balancing against potential threat. This can be 

seen in the creation of the European Coal and Steel Community (ECSC) in 1951 and most 

directly in the initiative for a European Defence Community (EDC) in 1952, which failed. 

However, with the creation of NATO and its integrated military command structure, Western 

Europe (supported by the U.S.) could balance against Soviet Union during the Cold War. In 

similar vein, with the end of the Cold War the power of the U.S. was so great that the 

European powers were forced to create the Common Foreign and Security Policy (CFSP) and 

later the Common Security and Defence Policy (CSDP) to balance U.S. ‘hard’ power with 

Europe’s ‘soft power’. 

2.3 Neofunctionalism 

Neofunctionalism has been one of the main theories of European integration. American 

scholars wanting to form a new theory about regional integration developed it shortly after 

World War II, but it was soon recognized as being more suitable as a theory of European 

political and economic integration and less relevant in other aspects of international relations. 

Theoretically, neofunctionalism contemplates the replacement of power politics with a new 

supranational style, built around a core procedural consensus, similar to that of domestic 

political systems21 – a vision strikingly different from the realist stress on power politics in 

international relations. In many ways, neofunctionalism can be interpreted as a pluralist 

theory that is concerned about how power and influence are distributed in a political process, 

and which sees integration as the achievement of pluralistic security community.22 

Neofunctionalism is primarily credited to Ernest Haas, especially his early works, which were 

seen as an attempt to theorize the strategies of the founders of post-war Europe such as Jean 

Monnet and Robert Schumann.23 Their approach rejected the idealism of the federal 

                                                 
20 Mearsheimer, 2013: 81 
21 Rosamond, 2000: 73 
22 Rosamond, 2000: 92 (Haas, 1976: 179) 
23 Rosamond, 2000: 51 
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movement and emphasised that European integration should follow incremental and strategic 

means in an approach that has been described as technocratic and functionalist.24 According 

to Haas, the goal was to be achieved through economic processes with the idea of functional 

‘spillover’. Spillover is a process that occurs when two or more countries integrate their 

economic sectors and this leads both to integration in other sectors (economic spill-over), and 

to a demand for political integration (political spillover). This process is to be developed 

under the auspices of a supranational regulatory body and can be used to explain the transition 

from the ECSC to EC and even all the way to the EU. 

Another neofunctionalist, Leon Lindberg, defined functional spillover as ‘a situation in which 

a given action, related to a specific goal, creates a situation in which the original goal can be 

assumed only by taking further actions and so forth’.25  Haas, like Monnet, realised that the 

automatic spillover in economics required a measure of political activism and process of 

functional spillover required direction and coordination from a higher authority.26  It can be 

argued that the European Commission has been playing exactly that role in recent years in its 

efforts to direct and coordinate member states in the defence industry and trade. Haas was 

however very sceptical when it came to integration spilling over to military and defence. He 

made it clear that specific tasks had to be chosen to initiate the dynamism of integration: they 

had to be economically significant, situated in areas of functional low politics, and have 

impact on people’s daily lives, rather than big issues such as defence.27  In political economy, 

‘low politics’ and in ‘high politics’ are very different: the former field is where states are 

prepared to engage in integrative and cooperative activity, and the second describes the sphere 

where states are not prepared to compromise their sovereignty.28 

Haas also identified three background conditions that made for successful integration: 

pluralistic social structures, substantial economic and industrial development, and common 

ideological patterns among participating states.29 All of Haas’s background conditions exist in 

Western Europe, and have done so for quite some time, but peacetime defence issues have 

little impact on people’s daily lives; are considered high politics; and are usually not (in many 

societies) economically significant. Haas himself said that defence issues have ‘not displayed 

a close affinity to integration unless the issue involves the related question of saving 
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allocating resources for welfare measures’30 Indeed, in times of budget cuts and 

unemployment, defence spending faces harsh criticism in many countries and has to justify its 

raison d'être (see: guns vs. butter in Chapter 3.5). 

Overall, neofunctionalism has trouble in explaining defence integration because it has not 

given much attention to foreign and security policy. Not least, it has failed to address the 

persistence of nationalist sentiments and attachment to the centrality of the nation-state, which 

neofunctionalists sideline in their account of economic integration followed by 

politicization.31 Neofunctionalists argue that integration and spillover potential should occur 

in situations where mass interest are at stake in the specific tasks selected for the integration 

scheme, in particular where those tasks provide the solution for imperfect compromises at the 

national level.32 Neofunctionalism can thus be useful to explain changes in the handing of 

‘low politics’ but it may not, as Roger Hansen argues, say anything of substance about high 

politics or the interactions between the two.33 Hansen argued that spillover would occur at 

moments of crisis, where functional pressures reach boiling point and force further integrative 

steps to be taken.34 A famous quite from Monnet was along similar lines: ‘people only accept 

change when they are faced with necessity, and only recognize necessity when a crisis is upon 

them’. 

2.4 Intergovernmentalism 

Intergovernmentalism theory emerged in the mid-1960s as a critique of neofunctionalism and 

has since been one of the dominant theories about European integration. Although 

neofunctionalists were able to explain quite well early European integration, they faced heavy 

criticism when integration stagnated in the 1960s and early 1970s (as a result of De Gaulle’s 

attitude and the so-called ‘empty chair crisis’). Intergovernmentalists developed their own 

‘grand theory, rejecting the neofunctionalist belief about the role of the nation state in the 

integration process: according to them, states were in control and the EC was not becoming a 

state. Instead, they emphasised the central role member states play in the integration process 

and saw supranational institutions as effectively controlled by member states. 

Intergovernmentalism is influenced by international relations theories, especially neo-realism, 

with whom it shares the notion that the international system is anarchic but includes potential 
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for order and cooperation. However, intergovernmentalists are distinguished from realists 

because they are attentive to the fact that the politics of European integration takes place 

within a very specific institutional environment.35 They suggest that it may be in EU member 

states’ interest to pool their sovereignty and delegate certain powers to EU institutions: that is, 

governments seek integration as a way of solving problems they have in common.36 European 

states cooperate to make the role of the EU more effective and creditable, and in the process 

states should not be too concerned about transfer of sovereignty; they should focus rather on 

how to get the most out of the EU that is beneficial for all (or most) members of the Union. 

2.5 Liberal intergovernmentalism 

Andrew Moravcsik further developed the theory of intergovernmentalism in 1992 and he has 

been a major influence upon contemporary work in EU studies. Moravcsik’s liberal 

intergovernmentalism is influenced by the liberal tradition in that, it draws on a sustained 

critique of neofunctionalism (can be interpreted as a counter reaction to neofunctionalism 

theory) and is influenced by the developing body of neoliberal institutional work associated in 

particular with Robert Keohane.37 Keohane tries to cope with the acceleration of 

institutionalisation in world politics, arguing that contemporary international relations is more 

than a set of sovereign self-interested states clashing in line with the ‘billiard-ball’ model of 

realism, where states’ domestic affairs have very little to do with their behaviour in 

international politics.38 Liberal intergovernmentalists see the nation-states as the primary 

agents of any transformation in international politics. Therefore, research on multi-state 

entities such as the EU, is directed to the roots, articulation, representations and interaction of 

national interest.39 

If we look more closely on Moravcsik’s theory of liberal intergovernmentalism we can make 

two essential assumptions about EU politics: 

1) The states are actors. The EU can be studied by treating states as the critical actors in an 

underlying context of anarchy. Thus in the European case, states achieve their goals through 

intergovernmental negations and bargaining, rather than through centralized authority-making 

and enforcing political decisions. National security is not the dominant motivation, state 

power is not based on coercive capabilities, state preferences and identities are not uniform, 
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and interstate institutions are not insignificant. Essentially, EU member states are in control 

and continue to enjoy pre-eminent decision-making powers and political legitimacy.40 

2) The states are rational. EU member states calculate the utility of alternative courses of 

action and choose the one that maximises (or satisfies) their utility under the circumstances. 

Collective outcomes are the result of a group of individual actors acting in efficient pursuit of 

these preferences, albeit subject to the information at hand and uncertainty about the future. 

Agreement to cooperate is explained as a collective outcome of interdependent (strategic) 

rational state choices and intergovernmental negotiations.41 

In the context of EU defence and security cooperation, the Common Foreign and Security 

Policy (CFSP) established with the Maastricht Treaty (TEU) in 1993 was based purely on 

intergovernmentalism, in that member states (at the time) determined its creation, its details 

and its procedures through negotiations and bargaining. Even following the Treaty of Lisbon 

which abolished the idea of separate EU ‘pillars’ with systematic differences in governance, 

CFSP decisions still require unanimity among member states and the decision-making power 

- whether within the EDA or when deciding on CSDP missions and the creation of Battle-

groups – rests with member states. Agreement to cooperate, as explained above, is a collective 

outcome of states’ choices through intergovernmental decision-making. 

Decisions by states to cooperate can be structured in a three-stage framework (a common 

starting position for analysing international relations). First, states define preferences; second, 

they bargain their way to substantive agreements; and thirdly they create (or adjust) 

institutions to secure those outcomes in face of future uncertainty.42 The framework was 

further specified in Moravcsik’s book, The Choice for Europe, where he investigated what 

forces were behind European integration from 1955-1992. He arrived at a three-stage 

theoretical assumption about the way states’ behaviour was determined: by national 

preference formation, interstate bargaining and choice of international institutions. Liberal 

intergovernmentalism adopts one specific theory for each step, namely (i) a liberal/societal 

theory of national preference formation, (ii) a bargaining theory of international negotiations, 

and (iii) a functional theory of institutional choice.43 This specific tripartite sequence is the 
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only ordering consistent with the rationalist assumptions that underlie most major 

international relations theories.44 

According to Moravcsik: ‘European integration resulted from a series of rational choices 

made by national leaders who consistently pursued economic interests – primarily the 

commercial interest of powerful economics producers and secondarily the macroeconomic 

preferences of ruling governmental coalitions – that evolve slowly in response to structural 

incentives in the global economy.’45 Therefore, the European integration process is best 

explained as a series of rational choices made by national governments and ‘these choices 

responded to constraints and opportunities stemming from the economic interests of powerful 

domestic constituents, the relative power of each state in the international system, and the role 

of international institutions in bolstering the creditability of interstate commitment.’46 

We may now look at each step of the liberal intergovernmentalist rationalist framework of 

international cooperation. 

2.5.1 National Preferences 

In the first step governments formulate a set of national preferences, which Moravcsik defines 

‘as an ordered and weighted set of values placed in future substantive outcomes, often termed 

‘states of the world’ that might result from international political interaction.’47 National 

preferences constitute a set of policy goals but also reflect underlying national objectives 

independent of any particular international context such as expanding exports, enhancing 

security vis-à-vis a particular threat, or realizing some ideational goal.48 

State foreign policy preferences reflect the objectives of domestic groups that influence 

government decisions making, and may be ‘assumed to be stable within each position 

advanced on each issue by country in each negotiations, but not necessarily across 

negotiations, issues, or countries.’49  Thus, states’ preferences are ‘issue-specific’ and can 

vary in response to shifting pressures from domestic social groups, whose preferences are 

formed through national political institutions. However, domestic actors can also play a 

significant role in negotiation beyond the state. EU member states are traditionally seen as 
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rational unitary actors, and issues like domestic political bargaining, representation and 

diplomacy generate a consistent preference function.50  

A national preference for integration is grounded in political economy, not economics.51 It is 

usually driven by a balance between producer interest and the taxpayer, but in foreign policy 

issues may be dominated by non-economic concerns.52 According to Moravcsik, ‘any 

explanations of the preference of European governments should therefore explain not whether 

preference are positive or zero-sum but rather the mix of positive and zero sum elements in 

those preferences.’53 What makes international cooperation possible is how national 

preferences can lead to balance of common gains and distributional trade-offs, leading all 

states to gain (a non-zero sum result). 

Theories concerned with national preference have long debated the relative weight of security 

motivations (e.g. neo-realist assumption about balancing) and political economic motivations. 

This can be seen as a hierarchy where either geopolitical or economic interests sit on top. The 

geopolitical explanation assumes that security issues are the single most important explaining 

factor when it comes to international economic cooperation, and that they dominate economic 

issues. On the other hand, economic explanations assume that national preferences reflect 

issue-specific interests. The costs and benefits for powerful domestic economic groups 

dominate linkages to other concerns, whereas geopolitical interests drive purely politico-

military policies.54 According to Moravcsik, the ‘alternative theory of foreign economic 

policy…. holds that there is no hierarchy of interests; national interests tend instead to reflect 

direct, issue-specific consequences.’ 55 As he sees it, the primacy of economic interest does 

not mean that broader geopolitical ideology is insignificant; but, economic interests generally 

impose tighter constraints on policy than security concerns and the ideological visions of 

politicians and public opinions.56 When one factor has to give away, it tends to be geopolitics. 

Only when economic interests are weak, diffuse, or indeterminate can national politicians 

indulge in the temptation to consider geopolitical goals.57 For example, according to 

Moravcsik, the ‘empty chair crisis’ of the EC occurred not because of de Gaulle’s policy of 

French ‘grandeur’ or nuclear weapons, but was about the price of wheat. The French veto of 
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U.K. membership and the Fouchet Plan proposal arose primarily because of economic 

interests, in particular the search for export markets for agricultural surpluses.58 This example 

clearly illustrates how political economic interests can predominate even when least expected. 

2.5.2 Substantive Bargaining 

In the second step governments develop strategies and bargain with one another to reach 

substantive agreements that realize those national preferences more efficiently than do 

unilateral actions.59 This ‘intergovernmental’ view draws on ‘general theories of bargaining 

and negotiation to argue that relative power among states is shaped above all by asymmetrical 

interdependence, which dictates the relative value of agreement to different governments.’60 

EU member states’ conduct of negotiations is explained by two competing theories: 

supranational bargaining theory and intergovernmental bargaining theory. The supranational 

theory draws from a strand of neofunctionalism. It gives particular importance to ‘the decisive 

role of leading supranational officials in providing the political entrepreneurship needed to 

overcome inefficient bargaining and to influence distributional outcomes.’61 Information 

provided by entrepreneurs places binding restrictions on the efficiency of negotiations and 

distributional outcome for cooperation.62 The alternative theory of intergovernmental 

bargaining maintains the opposite: member states’ underlying demand for cooperation 

‘imposes a binding constraint on negotiations’ and ‘efficiency is relatively unproblematic 

because interested governments are able to act as their own political entrepreneurs.’63 In 

negotiations, member states (or the negotiators) are mainly focused on how benefits will be 

distributed, and the results are shaped by governments relative power, understood in terms of 

asymmetrical policy interdependence.64 

2.5.3 Institutionalization 

In the third step governments choose whether to delegate and pool sovereignty in international 

institutions that secure the substantive agreements they have made.65 There are three 

explanations for the delegation and pooling of sovereignty: federalist ideology, technocratic 

management and creditable commitments. Each explanation ‘generates a distinctive set of 
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predictions concerning variations along three dimensions of institutional choice: delegation 

and pooling across issues and states, domestic cleavages and discourse, and the nature of 

institutional controls over those who power is delegated.’66 

According to Moravcsik, in the first dimension (variation across issues and states) the 

explanation predicts that delegation and pooling will vary by issue and states. Delegations and 

pooling are most likely to occur in ‘issue-areas where joint gains are high and distributional 

conflicts are moderate and uncertainty about future decisions.’67 If governments are likely to 

be in conflict in specific issue-area they are likely to reserve their powers. Furthermore, if 

there are risks involved, governments are likely to hold on to their unanimity rights.68 Thus, 

pooling and delegations are most likely to be found in limited domains and specific issue-

areas.69 In the second dimensions (domestic cleavages and discourse), the positions taken by 

domestic groups will be the same as their substantive interests. The strongest supporters of 

delegation will be those who benefit the most from future compliance with common rules.70 

In the third dimension (the identity of and institutional controls on those holding delegate or 

pool powers), the explanation predicts an inverse correlation between the scope and the extent 

of delegation.71 
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3. The Defence Industry 

The defence industry started in the late 19th century with the industrial revolution, which 

revolutionized the economy with mechanisations and mass production. At the time, the 

defence industry was markedly international in orientation and was dominated by a handful of 

large companies, all of whom did well during rearmament for World War I.72 The German 

Krupp company73 is for example believed to have been responsible for half of Imperial 

Germany’s armament production in that war. At the end of the war, the companies formed 

cartels and divided the market in the face of declining demand.74 This process continued in 

the inter-war period, until governments in the major powers became aware of the strategic 

importance of having their own defence industry and made conscious efforts to build a 

national industry with direct government involvement.75  

The modern defence industry started after World War II when major western states begun 

developing a distinct, dedicated defence industrial capacity, – as against converting civilian 

industries (automobile industry, etc) to produce battle tanks or fighter aircraft in times of war 

–, in order to respond rapidly to threats if war should break out, again, and to facilitate 

development of the new technologies the war had produced (the aerospace industry was 

especially important here). Globally, the main industrial centres were in the United States 

(U.S.), the Soviet Union and Western Europe. In U.S. a peace-time defence industry of 

significant proportions evolved for the first time in national history. In Europe, most national 

defence industries were in ruins after the war, with the notable exemption of the U.K. and 

Sweden.76 However, industrial production quickly recovered and expanded in size, scope, and 

technological sophistication with the increasing hostilities of the East-West Cold War, and to 

other parts of the world, most notably to China, India, Brazil, South Africa, and Israel. The 

ever-present threat of a serious military confrontation required a stable and enduring defence 

industry capable turning out the latest and most sophisticated machinery of death.77 

The defence industry’s role in boosting technology development in war-times is well known. 

Today, dual- or multi-use technology can spin off from the defence sector but also vice versa, 

through a many-sided research and development (R&D) process. Many important innovations 

have come from defence production, for instance in aeronautics and aerospace (airplanes, 
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aero-engines, and rockets), electronics (transistors, semiconductors), radio, computer and 

nuclear technology, and other discoveries such as the radar and penicillin. However, the 

defence industry (together with directly government-funded research) is also responsible for 

developing and producing weapons that have no other purpose than destruction and fear (e.g. 

chemical, biological, radiological and nuclear weapons), and/or are designed to inflict harm 

and death (guns and explosives). It is, strictly, not possible to prove that war – and the defence 

industry – has increased the progress of science and technology overall, since other industries 

could just as well develop new technologies, especially in modern times when the line 

between civilian and military technology is getting blurrier.  

If defence research efforts enjoy an advantage in breaking new frontiers, the reason lies rather 

in the fact that the defence industry is a very lucrative (and secretive) business sector. It has 

shown itself relatively insensitive to price increases (it is notorious for cost over-runs) and to 

many other market forces that other industries have to deal with. Major defence programmes 

are also immensely complex; a major weapon programme can take 15-20 years or more to 

develop before it can be put into service. The global demand for weapons is remarkably 

constant in most if not all markets; but still today, the demand for weapons and other defence 

products tends to increase when crises occur and when the security environment deteriorates. 

The defence industry is dynamic economic sector and goes through phases of growth and 

decline, both on a historical and on a regional basis, and often not in sync with each other.78 

Essentially, there five factors today that will likely affect the global defence industry in one 

way or another.79 

• Hierarchical nature of global process of defence production. 

• Impact of defence spending upon the industry. 

• Effect of the global arms trade. 

• The process of defence-industrial globalization. 

• The emerging information technologies-based revolution in military affairs. 

One or more factors may cause future changes in the industry: what products will be 

manufactured, how the industry will be structured and organized, how it will evolve, how it 

will change and even transformed. 
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3.1 The National Defence Industry 

The national defence industry is different from other industries because of its strategic 

importance: it touches on the very essence of modern statehood such as sovereignty and 

national security. It is not something of a ‘normal industry’. It is highly political and very 

dependent on political decisions. Many states want to maintain a national defence industry not 

only to defend themselves from possible threats, but also to maintain their autonomy (the 

autonomy principle) so they can be independent on the international political stage e.g. when 

choosing to participate in international conflicts or to provide military assistance. In the 

modern context that means gaining secure access to key technologies – which in most fields 

implies having access to the U.S. defence industry – and developing the necessary industrial 

base to pursue that goal. States that export defence products may do so not only to make 

profits, but also as an effort to support their foreign and military policy goals. 

National governments are the key factor in determining the nature and functioning of each 

country’s national defence industry, as they set out rules and policies in the market as well as 

usually being the largest defence purchaser and often owning shares in the larger companies. 

For example, the shareholding structure of pan-European company Airbus Group at the end of 

2013 was as follows: France held 11.99% of the shares, Germany held 10.94% and Spain held 

4.13%.80 State ownership of the Italian company Finmeccanica was 30%, in the French 

Thales 30%, and in the Norwegian Kongsberg Gruppen 50%.81 However, direct state 

ownership of defence production is nowadays uncommon and declining in the West, and 

mainly applies to nuclear weapons and some minor items like ammunitions. In countries like 

the U.S., U.K. and France, the Department of Defence (DoD) is not so much the first producer 

as the first buyer and the first public investor. Thus, the government is the prime moving force 

in determining both the demand side of the market and much of the supply side. The 

government can influence the size of the industry, its structure, prices and profits, entry and 

exit, efficiency, ownership and level of technology.82 Government decision-making power is 

therefore paramount for the industry and market. 

3.2 The Defence Industrial Base 

A concept that is commonly used to describe states’ national defence industries is the Defence 

Industrial Base (DIB) – more commonly used today with the word ‘technology’ included 
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(Defence Technology Industrial Base or DTIB) – reflecting the importance of technologically 

in defence production. There is no simple definition of what constitutes a DTIB, but many of 

the world’s advanced economies have a national DTIB in the sense that they have a ‘sector or 

groups of industries that are dependent to some degree on defence spending and upon which 

the state is dependent for some degree of self-sufficiency in the production of the means of 

defence and war.’83 The DTIB plays an important industrial role in many advanced industrial 

economies, both in economic and in strategic terms. 

The major companies in the DTIB are often easily identifiable, but trying to analyse the full 

extent of the DTIB leads to considerable conceptual and practical problems, as reflected in a 

range of different theoretical and empirical approaches.84 The complexity of the DTIB exists 

at the level of the many different weapons being produced, from small arms to complex 

weapons systems; and at the level of the companies making up the DTIB, which vary widely 

in their function, products and services, as well as in their dependency on defence production 

and their importance to the DTIB. Some large diversified companies may consider their 

defence production as very slight or small but may still be vital producers of particular 

weapons systems, while other smaller companies (including components manufacturers) may 

be dependent on orders for defence products without being important suppliers.85 Also, there 

exist companies that exclusively provide services for the security and defence sectors, ranging 

from private military companies (PMCs) that can play armed combat roles, to private security 

companies (PSCs) that provide relevant civilian or multi-use services for the military, or 

operate only in the civilian and domestic sphere (corporate security). Further, there are many 

companies doing business in the defence market that produce nothing but incidental supplies 

(services, vehicles, clothing, etc for the military) which would not be regarded as part of the 

DTIB per se. 

With the increased technological sophistication of modern weapons – which comes with a big 

price tag – the difficulty of maintaining a national DTIB is increasing for many governments. 

The defence industry, like other industries, has become steadily more globalized, making it 

even more complicated to define what constitutes a national DTIB since foreign suppliers 

must increasingly be included. The U.S. and Russia may still be relatively close to self-

sufficiency in defence production – although dependent on some foreign components86 – but 

                                                 
83 Dunne, 1995: 401 
84 Ibid. 
85 Dunne, 1995: 402 
86 For example, U.S. dependency on semiconductors produced in Japan. 



  

33 
 

the U.K. and indeed all other second-rank Western states are certainly not, even if France 

continues to make great efforts for an independent DTIB. In the Western world, many states 

are highly dependent on the powerful U.S. defence industry, while the next generation of 

‘rising powers’ including China and India make major defence purchases from abroad. 

The DTIB combines a wide range of sectors. The main sectors are the following (in 

alphabetic order): 

• Aerospace (aircrafts, helicopters, missiles, drones) 

• Armaments (explosives, ammunitions) 

• Electronics (radar, sonar, avionics) 

• Land (tanks, protected vehicles) 

• Naval (aircraft carriers, destroyers, submarines)  

• Services (private military and security companies) 

With so many different sectors, the DTIB has a wide-ranging effect on the rest of the 

economy. Companies that produce fighter aircrafts (e.g. Airbus and Boeing) are also the 

world’s largest producers of civilian aircraft and satellites; companies that produce military 

helicopters (e.g. Finmeccanica/AgustaWestland) also produce helicopters for civilian use; 

common household/workplace electronics such as PCs and printers (Hewlett Packard) and air 

conditioning (Honeywell) also come from companies that are major defence producers. 

3.3 The Military-Industrial Complex 

While many studies focus on the efficiency of the defence industry in manufacturing arms and 

other defence products, others see it not only as a passive supplier, but an important 

participant exercising great influence or even decisive power over the level of defence 

spending and government decision-making.87 The expression Military-Industrial Complex 

(MIC) was coined to express this aspect of the industry. First used by former U.S. president 

Dwight Eisenhower in 1961 in his farewell speech, it pinpoints the close relationship that can 

develop between the defence industry (major prime contractors), the military, the government 

(defence departments) and politicians. With increased collaboration between those who 

determine weapons purchases (government/state legislators), those who produce arms (the 

defence industry) and those who use them (the military), a process may developed where the 

business grows out of all proportion, with weapons and other defence related products being 
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manufactured that exceed any rational purpose for them in terms of national security. For 

example, the late 19th-century naval arms race between Britain, France and Germany was 

fuelled by each country’s MIC. A recent similar example was a decision in 2013 by the U.S. 

Congress to force the U.S. Army to buy tanks that the Army said it did not need or want, but 

which the industry wants to keep building.88 This decision is estimated to cost the U.S. 

taxpayer $3 billion. It demonstrates how national politics (local employment issues etc) and 

the defence industry can influence and shape government decision-making beyond the logic 

of providing means for territorial defence or, indeed, for military operations abroad. 

A similar concept defined by Adams (1981) is that of the Iron Triangle. In his book, the 

author explains how the defence industry – in this case, in the U.S. – has become a de facto 

participant in the policy-making process between state legislators and the bureaucracy, 

leading to increased defence spending. The distinction between public and the private sphere 

starts to disappear as the defence industry begins to take over a share of government authority, 

which in time leads to the creation of a new community of interest.89 In time, control of this 

community (the Iron Triangle) spins out of control; the three participants exert great effort to 

keep it isolated and protected from outside criticism, and eventually they become unheeding 

victims of their own isolation, convinced that they are not acting only in their own interest but 

in the public interest.90 

3.4 Transformation of the Defence Industry after the Cold War 

The end of the Cold War left the defence industries at a major turning point. A completely 

different security environment and widespread cuts in national defence budgets (about a third 

globally between 1989 and 1996) resulted in a major decline in demand, making defence 

markets increasingly competitive. The development had already begun in the 1980s but the 

end of the Cold War accelerated the process, and the resulting intensive market concentration 

(especially from 1993-1998) transformed the global defence industries. 

The Cold War had created a relatively stable understanding between the defence industry and 

its largest customer, the government, and unlike other industries it remained national. The 

threat perception at the time was quite clear and so demand and supply were relatively steady 

and predictable. When this broke down, most countries found it hard to make a convincing 

case for maintaining an expensive DTIB. These changes left a number of strategic options 
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open to companies: they could convert their plans to civil production, diversify to produce 

additional products or other defence products, cooperate with other companies, or increase 

defence specialization.91 Another option was to find new foreign markets and preserve 

existing industrial capacities by relying on exports. National governments supported and 

encouraged the search for orders abroad, and defence exports became heavily subsidized 

through different means (both directly and indirectly). This led to increased competition 

among defence companies but could only delay the inevitable consolidation within the 

industry.92 Governments were constrained to protect and promote their national DTIB for 

policy reasons, but also by the nature of the financial systems within which they operated.93  

Although Western governments responded to this changed reality differently, such changes 

led overall, in time, to a profound restructuring and downsizing of the defence industry and to 

changes in the relationship between defence companies and the government.94 Governments 

had to decide whether to allow mergers and acquisitions in the defence industry that would 

reduce competition and, in particular, whether to allow mergers and acquisitions that involved 

foreign companies.95 The emphasis shifted from the need to maintain complete production 

facilities to the possibility of maintaining strategic autonomy through preserving the necessary 

minimum of technological capabilities to produce advanced weapons systems.96 No longer 

was it assumed that in future warfare a large arsenal of conventional weapons would defeat an 

enemy; what would matter would be high-tech precision weapons. Another major challenge 

facing the defence companies was the shift in technology as civilian technology became 

increasingly important. From the end of World War II to the 1980s, military technology had 

tended to be ahead of civil technology in terms of exploring new frontiers; by the 1990s, 

however, in many areas (particularly electronics), military technology lagged behind civil 

technology, and military technology was often obsolete before it came into service.97 

The restructuring of the defence industry was nowhere as clear as in the U.S. In 1993, the 

Clinton administration summoned heads of the largest defence companies to what has been 

called the ‘Last Supper’: a meeting were they were ordered to consolidate or (basically) go 

out of business. Because of declining defence budgets, many companies would not have 

survived the downsizing in isolation and the government wanted to avoid surplus capacity and 
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bankruptcies in the sector. As a result, the number of separate businesses plunged in many 

sectors of the defence industry during the 1990s; by the end of the decade, there were five 

large defence companies as compared with 33 separate businesses in 1990.98 The U.S. 

defence industry, however, remained unique (and still is) among other nations’ defence 

industries in its comprehensive nature and across-the-board technological prowess. Other 

states after the Cold War faced ‘structural disarmament’ as they could no longer afford to 

produce a comprehensive range of their own weapons systems, given the fixed costs of 

replacing conventional military capability with modern systems comparable to those of the 

U.S. (a problem for other states that aspire to a military capacity of global significance).99  

The national defence industries of Western Europe underwent similar consolidations, but the 

process was more complicated because it involved mergers and acquisitions between the 

national defence industries of sovereign states. In the 1998 Letter of Intent Framework 

Agreement Treaty, the necessary measures  were created to facilitate the restructuring of the 

six major defence industries in Europe: France, Germany, the U.K., Italy, Spain and Sweden, 

respectively. The agreement was an inter-governmental treaty made outside the EU, but in 

collaboration with the European Commission. There was also an interaction between the 

industry and European armaments institutions at the time: Western European Armament 

Organization (WEAO) and Western European Armament Group (WEAG). The Treaty was to 

facilitate co-operation for mergers and acquisitions, opening up of defence markets and other 

procedures (see Chapter 4.2.1). 

While the U.S. saw a decline in number of its firms figuring in SIPRI’s list of the top 100 

arms producing and military service companies – from 49 in 1990 to 39 in 2003 – Western 

Europe’s decline was only from 40 to 36 firms in the same period, reflecting the very different 

nature of the industry and the restructuring experience in the U.S. and Europe.100 Further, 

while in 1990 the world’s five largest defence companies accounted for 33% of total sales in 

SIPRI’s top 100 list, in 2003 that figure had increased to 45%; the pattern of concentration in 

total sales was very similar to that in defence sales, which may reflect increasing 

specialization in defence sales by the major companies.101 

The rate of defence industrial concentration is, however, still very low compared to other 

high-tech industries. Even more concentration would probably have been seen among major 
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producers – as in other civil industries such as pharmaceuticals, and civil aircraft – if national 

governments had not worked against the further growth of inter-state companies in order to 

protect their national DTIB.102 Overall, the post-Cold War developments created several large 

defence companies like Lockheed Martin, Boeing and Northrop Grumman in the U.S. BAE 

Systems and Rolls-Royce in the U.K.; and the Thales Group in France. The same period saw 

the creation of a major pan-European defence company, which later would become Airbus 

Group (EADS), through the merger of major companies, especially in France and Germany. 

3.4.1 Changes in the Global Security Environment 

The East-West confrontation of the Cold War created a system where two superpowers, the 

U.S. and Soviet Union, and their allies in the military organizations of NATO and the Warsaw 

Pact tried to counter threats that they perceived as stemming from each other by a heavy 

military build-up of both conventional and nuclear weapons designed to deter an attack. There 

was no armed conflict in Europe, so the system can be perceived as being successful, but 

conflicts broke out in other regions and when they did, often had indirect East-West 

involvement through so-called proxy wars. In the interests of gaining the most 

advanced/sophisticated military technology both blocs financed, protected and promoted their 

defence industry. For example in 1988, the Soviet Union’s defence expenditure was $371 

billion or 15.8% of GDP and the U.S.’s was $558 billion or 5.7% of GDP. Combined, they 

represented a staggering $929 billion or 57.5% of world’s total defence spending at that 

time.103 

The relationship between the two blocs, however, started to change rapidly in the late 1980s 

when the Warsaw Pact abandoned its offensive military doctrine and began negotiations with 

NATO.104 Under the auspices of the Conference on Security and Co-operation in Europe 

(CSCE, now the Organization for Security and Co-operation in Europe: OSCE), negotiations 

were carried out among the 23 member states of NATO and the Warsaw Pact in order 

enhance military security and stability on the continent. That process culminated in the 1990 

Conventional Armed Forces in Europe Treaty (CFE Treaty).105 The Treaty laid down 

commitments by both East and West to reduce their conventional military forces in Europe 

and lower the level of major armament holdings. With the ‘beginning of the end’ of the Cold 
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War, and with resolution of many conflicts around the world, there seemed to be a chance that 

the enormous material and creative resources that had been previously tied to military 

activities could soon be dedicated to social development and conflict resolution.106 

With the end of the Cold War and the bipolar international system, which had put enormous 

pressure on the state system in Europe and other regions, a security vacuum opened and 

national developments could unfold that had been suppressed before. In Europe, most notably, 

these included the disintegration of the Soviet Union into 15 independent states, the break-up 

of Czechoslovakia into two states and the reunification of Germany (whereby in practice, the 

Federal Republic of Germany absorbed the German Democratic Republic). While those major 

geopolitical transformations occurred mostly peacefully, the disintegration of Yugoslavia was 

very violent. The events in the former Yugoslavia spurred European governments to take 

more active responsibility for the security environment on the continent and, not least, to learn 

that they should and could not rely too much on the U.S. when dealing with an unstable 

situation and/or when conflicts broke out in neighbouring states. The Kosovo conflict made it 

clear that European armed forces lacked sophisticated equipment to fight alongside the U.S. 

Consequently, by the mid-1990s, the EU’s Common Foreign and Security Policy was 

established as one of three pillars under the Maastricht Treaty (TEU) and the EU and Western 

European Union (WEU) was empowered to perform tasks in military crisis management, with 

Western European Armament Organization (WEAO) was established in 1996 to facilitate 

cooperation in defence production.107 

During the same period, a new cycle of violent conflicts began in other regions, starting with 

the first Gulf War in 1990, and by 1994 more armed conflicts were active worldwide than any 

time since end of World War II.108 From Rwanda and Somalia to Bosnia and the Caucasus, 

and with increasing intra-state wars rather inter-state, the world was far from being as 

peaceful as many hoped it would be after the Cold War. In terms of military-technical 

priorities, the increasing demand for ‘peace-making’ (rather than peace-keeping) international 

missions shifted the focus from static territorial defence to those assets and techniques most 

relevant for rapid, flexible, long-range interventions and for operating in multinational and/or 

multi-sectoral (civil-military) frameworks.  
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The terrorist attacks on New York and Washington in 2001, on the home soil of the world’s 

most powerful country, created a sense of insecurity, shifted the U.S. strategic focus almost 

overnight, and led the U.S. on to a path of unilateralism marked by preventive war (Bush 

Doctrine) and the doctrine of a Global War on Terror. U.S. actions were reinforced by the 

rapid progress of its defence industry since the 1980s, which was strengthened with a higher 

defence budget.109 The invasion of Afghanistan was launched in a security environment 

where other Western democracies sympathised greatly with the U.S., but in time, Afghanistan 

proved to be much more difficult to handle than many expected. The 2003 invasions of Iraq 

led to a split between NATO allies: France and Germany strongly opposed the U.S.-led 

invasion that the U.K. joined and Italy and Spain supported. The terrorist attacks of 2004 and 

2007 in Madrid and London were also a serious blow to the European security architecture. 

One of the consequences of all these changes in the global security environment has been that 

defence production has undergone further shifts in order to enable more flexible, responsive 

and mobile force structures and to serve the needs of internal or transnational as well as 

external security. Many traditional defence products were absolutely irrelevant for dealing 

with new challenges such as terrorism. 

3.4.2 The Revolution in Military Affairs 

With the development of new technologies and concepts in production, the defence industry 

has fundamentally changed under pressure of three inter-related factors: i) production 

processes, ii) increasing financial requirements leading to higher defence budgets, and iii) 

shifting perceptions of conflict and warfare.110  

The changes that occurred in production led to more optimization of resources (‘lean 

manufacturing’), with the goal of cutting all other costs on the production line other than 

those directly creating value for the customer. Defence production came under increasing 

pressure to catch up with civil producers as demand decreased and cuts were made in defence 

budgets after the Cold War, resulting in new production processes that integrated the latest 

civil developments (especially in IT) and were able to produce better quality products and 

high-tech weapons.111 These changes contributed to the creation of a new DTIB by the early 

2000s. Instead of large-scale national producers, defence production shifted to a looser 

network of companies of different types, sizes and natures that cooperated and competed with 
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each other in different groups, partnerships etc..112 The new production system was able to 

produce a wide variety of products, i.a. because defence contractors did not have to be 

industrial producers, and companies in other sectors (IT, finance, and communications) had 

much easier access to enter the defence industry and related markets.113 

On the other side, the nature of the new technologies involved has led to increasing financial 

demands as high-tech weapon systems take a long time to develop (R&D) and are extremely 

expensive. For example, there is no other weapon system as sophisticated as a fighter aircraft. 

Such aircraft are very expensive, take a long time to develop and contain more technology 

than any other weapon platforms or programmes, including many so-called sovereign 

technologies. The fifth generation of fighter aircraft that the U.S. DoD is currently developing 

– the multi-role F-35 Joint Strike Fighter – is estimated to cost around $400 billion in 

development and is the most expensive project in the history of the U.S. military. The total 

cost of the programme during its 55-year lifespan is expected to be $1.5 trillion – the 

equivalent of Australia’s GDP (nominal) in 2013.114 Such expensive weapon systems mean 

that that only a few states have the financial resources and technological expertise to embark 

on such ambitious projects alone, leading to higher defence budgets for those who must 

purchase the products from others, and – not least – stimulating multi-state collaborative 

projects in order to cut expenses. 

Threat perceptions in the 21st century and ideas about how warfare is organized, in an 

environment where technology can have a huge impact, have also shaped and changed the 

defence industry and its products through a range of factors:115 

• The changing nature of warfare, which makes ‘conventional’ weapons less decisive. 

Major threats to Western states will include ‘asymmetric’ conflict involving failed 

states, terrorist groups, cyber attacks, damage from climate change, etc. This will 

demand a different type of response with implications for the weapon systems 

required. 

• The rate of obsolescence of many major weapon systems: for example fighter aircrafts 

that are coming to the end of their life. 

• The new security environment and the new types of military missions it requires. 

Organizations like NATO and the EU will be increasingly be deployed in crisis 
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management and peacekeeping around the world. This changes both the nature and the 

structure of the military and the weapon systems they will use, as well as the 

combinations of countries likely to be involved (new issues of ‘interoperability’). 

• New technologies developed as a result of U.S. War on Terror. This has been 

increasingly evident in recent years with the boom in the use of military drones. Other 

surveillance and communication technologies are in development. 

• Increased outsourcing of traditional military and security roles to the private sector 

(PMCs and PSCs). The development has led to the creation of a new ‘mercenaries-

like’ branch of the defence sector, especially evident in the U.S. and the U.K. 

The revolution in military affairs has made it much less risky for the intervening power when 

military force is used abroad, both for the military and for civilians. High-precision weapons 

can be operated far away from conflict zones, thus limiting the danger for soldiers and 

civilians nearby. The most (in-) famous product that has made a huge impact is the type of 

military drone (also known as an unmanned aerial vehicle, UAV) that has been used 

extensively, by the U.S. and Israel in particular, in military operations in recent years.  

Many believe that the revolution in military affairs will drastically change the nature of 

combat – a recent example being the focus on ‘network-centric’ warfare – and the way in 

which wars will be fought, managed and organized. This is already evident in the growing 

importance of communication technology, but also microelectronics and miniaturization. 

However, the military revolution raises many serious ethical and legal questions about 

military conduct, notably through the loss of direct human control over lethal strikes; it also 

raises larger questions about state conduct/actions and warfare in 21st century. 

3.4.3 Globalization of Defence Industries 

Like other industries, the defence industry has reaped the benefits of globalization in a 

number of ways, while remaining exempt from World Trade Organization (WTO) rules 

concerning free trade and government subsidies. The large industrial economies and major 

powers are the largest exports of defence products, while developing states are top recipients. 

While globalization of defence industries has proceeded more slowly than in other industries 

(mainly because of government protectionism), the industry has dramatically become more 

international in orientation since the Cold War.  

Globalization has led to a major shift away from traditional, single-state patterns for 

production towards more transnational development and production, seen by a growing 
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number of arms-producing states as perhaps the only affordable measure to maintain an 

economically and technologically competitive industry (DTIB).116 Companies have had to 

cope not only with government equipment cuts, but with rising R&D costs which together 

with global competition led to an increased focus on exports. Free movement of capital, 

technology and labour have enabled defence companies to create global production networks 

in order to enter new markets and take advantage of economies of scale, making use of cost 

and tax reduction.117 A number of industrial changes have resulted, such as new kinds of 

industrial linkages (international subcontracting, joint ventures and cross-border mergers and 

acquisition) and increasing reliance on dual-use technologies (with military effectiveness a 

direct consequence of how well defence establishments can leverage commercial 

technologies).118 The globalization process has also been driven by governments trying to 

maintain competition in national markets by seeking offers for key contracts from alternative 

outside suppliers, and striving to meet the demands of emerging technologies associated with 

the revolution in military affairs.119 

Globalization of defence industries raises questions both about national security concerns and 

the future of self-sufficiency in production, and about the military and commercial effect of 

global technology diffusion and proliferation.120 Globalization will have consequences not 

only for national defence production but also for national defence policy, domestic economic 

growth and development and international relations.121 

3.5 World Defence Spending 

When analysing national defence spending the ‘guns versus butter’ debate is often referred to: 

namely the fact that governments are faced with a trade-off between defence spending and 

social spending. Right-wing governments are often assumed to be more inclined to increase 

defence spending, and left-wing governments to decrease spending. However, research has 

shown that in advanced industrial democracies in the post-World War II period, government 

ideology interacts with the security environment when deciding levels of defence spending.122 

For example, in former imperial countries like France and the U.K., the aim (accepted by 

most parties) of staying able to intervene world-wide clearly shapes their ideology and thus 
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defence spending. Defence spending may have positive effect on economic growth in 

developed countries up to a certain level, owing to technology transfers to the civilian sector, 

lower shares of imports, and its impact on employment (particular high skilled jobs), regional 

economies and the externality effects through linkages with the rest of the economy.123 A 

more accurate conclusion in advanced industrial economies would be that that ‘guns yield 

butter’, and a left-right conceptualization of outcomes in defence spending is problematic. 124 

Other non-material effects of defence spending may also be worth noticing, such as the public 

perception of being ‘secure ‘which can lead to public well-being but also to more economic 

activity and (internal/external) investment.  

At the same time, defence spending may have negative impact on growth and development as 

less funding is available in other public investments such as healthcare, education and 

infrastructure projects (the peace dividend). The defence industry can take high-skilled jobs 

away from other sectors.  Last but not least important is the fact that the defence industry is 

producing expensive products that are protected from competition, and defence companies 

have developed extremely close ties with the government – their largest buyer.  The result can 

be an inefficient productive sector that draws skilled labour and investment from the rest of 

the economy, reduces the space for civil technologies development and reduces industrial 

efficiency and competiveness.125 All this may have a damaging impact on the rest of the 

economy, even if it does not lead (as happens even in some democratic countries) to illegal 

and wasteful corruption. 

3.5.1 Trends in World Defence Spending 

In the 1980s, world defence spending increased considerably, notably with the Reagan 

Administration in the U.S. and with the Soviet Union devoting between 15-17% of their 

respective nominal GDP to defence. That process peaked in 1987 and started to decline as the 

Cold War came to an end, and Russia and other successor states of the Soviet Union cut their 

defence budgets dramatically. Around 1998 defence spending began increasing again, and 

was boosted with the U.S. War on Terror and invasions of Afghanistan and Iraq that started in 

2001-2003. With the U.S. withdrawal from Iraq in 2011 and with the international financial 

crisis, which resulted in heavy cuts in most Western defence budgets, world defence spending 

has been declining modestly since 2012. At the same time, many non-Western states have 
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been increasing their defence spending, especially in the East Asia/Asia-Pacific regions. 

Interestingly enough, as a result, total world defence spending is now higher than at its Cold 

War peak in the 1980s. 

 

Chart 1. World Defence Spending (1988-2012) 

 

In constant 2011 prices and exchange rates. Source Stockholm International Peace Research Institute Military 
Expenditure Database (2014). 

 

3.5.2 Current World Defence Spending 

In 2012, world defence spending totalled 1.756 trillion USD, equivalent to 2.5% of total 

world GDP and a decrease by 0.5% in real terms from the previous year – the first decrease 

since 1998.126 In 2013, this trend continued with a 1.9% fall in real terms in global defence 

spending, but as a share of global GDP, it remained stable at around 2.4%.127 The reduction is 

a result of cuts in Western defence budgets, which may indicate the beginning of a shift in 

balance of world defence spending away from the West.128 However, the West/NATO still 

accounts for a clear majority of world defence spending (about 80%), with five NATO 

members in the top ten defence spenders of 2012, totalling $881.5 billion in expenditure. The 
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U.S. is by far the highest spender ($682 billion), followed by the UK ($60.8 billion) and 

France ($58.9 billion). If combined, the defence expenditure of the four European countries in 

the top ten would be the second highest in the world ($199.5 billion) after the U.S., and the 

same applies for the EU’s member states combined ($275 billion). 

The world’s ten largest defence budgets (see Table 1) constitute 74.5% of the world total, or 

$1300 billion. When comparing states’ defence budgets annual numbers can vary 

considerably if, for example, a payment for an expensive weapons programme falls due. 

Western defence budgets are however normally more consistent than those of non-Western 

states. 

 

Table 1. Development of the World’s Largest Defence Budgets (1992-2012) 

 

Country 

2012 

spending in 

b. USD ¹ 

2012 

spending as 

a share of 

GDP (%) 

2002 

spending in 

b. USD ² 

1992 

spending 

in b. USD ² 

1 USA 682 4.4 446 489 

- EU 28 combined ( 275 ) ( 1.4 ) - - 

2 China 166* 2.0* 52.8 25.3 

3 Russia 90.7* 4.4* 40.1 72.2 

4 U.K. 60.8 2.5 53.2 55.6 

5 Japan 59.3 1.0 60.7 52.5 

6 France 58.9 2.3 62.8 68.8 

7 Saudi Arabia 56.7 8.9 25.6 22.1 

8 India 46.1 2.5 28.5 16.8 

9 Germany 45.8* 1.4* 50.1 64.7 

10 Italy 34.0* 1.7 43.5 36.3 

 total / average 1300 3.1 863.3 903.3 

 world total / average 1745 2.5 1215 1208 

*SIPRI estimation.  ¹ in current 2012 USD  ² in 2011 prices and exchange rates. 
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The U.S. defence budget still spends far more on defence than any other state and accounts 

for 39% of the world total, but its share of total spending has been in decline. The recent drop 

in U.S. defence spending (7.8% in real terms in 2013) is a clear indication that the defence 

industry is adjusting to a post-war situation after the wars in Afghanistan and Iraq, as well as 

reflecting the current Obama Administration’s policy (2011 Budget Control Act) under which 

defence spending has been cut by more than 1% of GDP. In Russia defence spending has 

increased, a trend that started in 1999 after the country recovered from the 1998 financial 

crisis, and which has continued with a major rearmament programme launched in 2012.129 

China’s defence spending has been growing at a double-digit rate for the last two decades; a 

development that Chinese officials have explained as a normal modernization after years of 

stagnation. Many Western military experts, however, have criticised the lack of transparency 

in Chinese defence spending and claimed that it is much higher than official government 

numbers – a calculation that also depends greatly on whether Chinese currency spending is 

converted at a normal currency exchange rate or in terms of purchasing power parity (PPP). 

3.5.3 Future Changes in World Defence Spending 

It is fair to predict that China’s defence spending will continue to increase in coming years 

and the gap between China’s defence spending and other states130 – except the U.S. – is likely 

to widen. Growing tensions between China and Japan, together with changes in Japan’s 

pacifist policy131, could increase Japan’s (world 3rd largest economy) defence spending 

beyond the 1% of GDP that has been its self-imposed limit since World War II. Another 

major power in Asia, India, has been importing great amounts of weapons from abroad in 

recent years (with many Western states rushing into the new lucrative market) and that trend 

is likely to continue while shifting in nature to reflect India’s own growing defence industry. 

Russia’s defence budget is expected to grow considerably in the near future, although there 

are questions about the ability of its often old-fashioned defence industry and its force 

structure to effectively absorb the new resources.  Other powers that are likely to increase 

their defence spending and production (along with establishing a more solid national DTIB) 

include South Korea, Brazil, Indonesia and Turkey. In the Western world, the U.S. will 

continue have the largest defence budget but states like Australia and Canada are likely to 

spend more and to develop further their DTIB.  
                                                 
129 Russia’s 2011-20 armaments plan is due to cost $700 billion but there are doubts whether the plan can be 
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Regionally, there has been rapid acceleration of defence spending in the Middle East since 

2011 and six of the ten fastest growing markets in 2013 were in that region.132 The largest 

relative increase in 2013 was in Africa. Asia-Pacific region is the only region where there has 

been a steady rise in defence spending since 2009 and its share of world defence spending is 

expected to grow from 24% to 28% by the end of the decade, overtaking Western Europe in 

2015.133 Further defence cuts are expected in Western and Central Europe, a trend that started 

with the economic crisis of 2008.  In sum, it is expected that world defence spending will 

continue its shift Eastward, following trends in the world economy, reflecting the evolving 

strategic roles and defence policies of major powers such as China, Russia and India and 

triggering growing security concerns.  
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4. The European Defence Market 

The European defence market consists not of one but many national defence markets, all of 

which are protected by various measures taken by their respective governments for political, 

economic and strategic reasons. With a turnover of €98 billion in 2012, the defence industry 

employs about 400,000 people and generates up to another 960,000 jobs indirectly.134 Its size 

makes it a significant part of Europe’s industrial base and of the EU’s single market, despite 

the fact that it is more or less excluded from the Treaties. 

The market is the second most advanced defence market in world, after the U.S. market. It is 

global in nature and many companies export weapons and other defence-related products all 

over the world. Exports have increased in times of austerity and as a result of declining 

defence budgets (along with globalization), which have led defence companies and their 

respective governments to focus on foreign markets to compensate for reduced home markets. 

Many EU member states have seen a boom in recent years in sales outside Europe (mainly to 

the Middle East and East Asia), including major sales to authoritarian regimes. The EU has 

developed some competence in regulating defence exports (conventional defence exports and 

dual-use exports to third countries), but member states still have ultimate control over their 

own exports. They apply their own different interpretations of what constitutes a defence 

product, and of the principles for regulating trade, even while subscribing to a number of 

international agreements.135 

At the same time, concerns have persisted and even increased lately regarding the future 

development of the European defence market, both at the EU level and in some member 

states. Although not new, questions have been raised about its competitiveness and the high 

costs of maintaining a defence-technological and industrial base (DTIB). The market is highly 

fragmented and for that reasons, amongst others, the European Commission has been trying to 

eliminate the barriers that prevent EU cross-border cooperation and the establishment of a 

common European defence market. In 2007, the EU inaugurated a European Defence 

Technological and Industrial Base strategy (EDTIB). The goal of the strategy is that European 

defence markets should gradually integrate, forming a pan-European defence-technological 

and industrial base. This should improve self-sufficiency and thus the security of supply (on 

the European level), and allow a better co-ordinated and less duplicator defence market to 
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emerge, which would also serve the political objective of a more integrated European defence 

policy.136 

The reason for this new initiative lay partly in post-Cold War tensions that had been growing 

between national politics and the demands of Security of Supply (SoS) for armaments and 

other defence products. Many European states want to maintain a national production so as to 

avoid relying on other states supplying them with defence products. However, at the same 

time, global supply chains, production and markets have become more integrated. The 

transnational nature of the market is the only way that many producing states manage keep a 

functioning DTIB.137 EU member states increasingly contradict themselves by demanding a 

national DTIB while simultaneously decreasing home purchases and investments, which leads 

to the entry of national companies into the global defence market.138 The result has been that 

many large European defence companies have become global (and regional) players rather 

than national companies. 

When researching European defence markets, difficulties can arise due to the limited 

information available, which in turn reflects the business’s secretive nature. There are 

information gaps and research gaps, often for business reasons (competition issues, etc) and 

for reasons of national security. Research gaps exist because few have analysed the – often 

limited – information available, and because of definitional difficulties (e.g. how to define 

dual-use items); and there are philosophical and ideological differences.139 According to a 

leading European defence economist (Hartley, 2011), a comprehensive and up-to-date 

overview of the European defence markets seems virtually impossible. 

4.1 Industry 

The European defence industry is special in many ways. It is composed of many different 

industrial sectors, technologies and contributing actors, and thus cannot be located as one 

specific sector vis-à-vis others like chemical or engineering.140 The industry encompasses all 

industrial sectors and technologies that generate defence products and services, including 

dual-use products that can have both civilian and military purposes. This broad definition 

complicates an overall comprehensive understanding of the industry. 

                                                 
136 European Parliament (a), 2013: 1 
137 European Parliament (a), 2013: 14 
138 European Parliament (a), 2013: 8 
139 European Parliament (a), 2013: 20-21 
140 European Parliament (a), 2013: 16 
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The industry structure is hierarchical with relatively few companies – five or six major ones – 

capable of assembling complex weapon systems. Companies lower down the production 

chain, which produce specific components and subsystems, support the top tier and they are 

supported by their own suppliers and so forth.141 The lower tiers depend on how successful 

the upper tiers’ business is. States are similarly dependent on this hierarchy: lower tier 

defence companies cannot supply them with the full range of defence capabilities, with many 

small and medium-sized states dependent on foreign prime suppliers.142 

Although defence production is found all over Europe, the main industrial centres are in 

Western Europe. Production is mainly concentrated in six EU states: the U.K., France, 

Germany, Italy, Spain and Sweden.143 Those six states account for 87% of European defence 

production and the vast majority of industry turnover, procurement and R&D spending, as 

well hosting 24 major defence companies that rank in the word’s top 100 largest defence and 

military service companies.144  The concentration of production in those six states reflects 

their size, level of economic development, large defence budgets (higher equipment 

spending), and a lower import proportion and higher export proportion within their 

production.145 However, despite their large market share, the six states account for only 52% 

of defence related sales by small and medium sized companies (SMEs).146 

The industry has profited well in recent years, with revenues increasing from 2001 to 2011, 

despite cuts in defence spending and lower procurement spending.147 However, the European 

Commission has expressed its concerns about member states’ declining investments in R&D 

and the lack of new procurement programmes capable of leading to reduced competiveness 

(in globalized conditions) in the longer term.148 The Commission’s European Defence 

Technological and Industrial Base strategy (EDTIB) called for market consolidation and 

pooling and sharing of equipment, acknowledging that DTIB is no longer sustainable on a 

national basis. 

                                                 
141 European Parliament (a), 2013: 15 
142 European Parliament (a), 2013: 16 
143 With Poland’s production likely to increase in the near future 
144 Stockholm International Peace Research Institute Top 100 arms-producing and military services companies in 
the world; European Commission (a), 2013: 19 
145 European Parliamentary Research Service, 2013: 48 
146 European Commission (a), 2013: 24 
147 European Commission (a), 2013: 26 
148 European Commission (a), 2013: 31 
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There are several reasons why national defence production is considered to be inefficient and 

unsustainable:149 

• Economics: constantly increasing unit costs, loss of economies of scale and absence of 

competition among companies. 

• Defence: lower levels of technological sophistication and poor availability of 

advanced capabilities. 

• Technology: slower rates of innovation and a growing gap with leading companies 

outside the EU. 

• Industry: loss of production capacities and changing markets. 

• Security: increasing dependency on foreign suppliers. 

Furthermore, defence production is increasingly converging with civilian production and such 

mixed profiles form a significant share of the DTIB, with many defence companies 

diversifying their business portfolio to balance defence products with civilian activities in 

growth sectors (such as information technologies).150 Defence companies have integrated so 

well already that more than half (or about 62%) of the revenues of the six major defence-

production states in Europe (combined distribution) originate from sales of non-defence 

products.151 The business model of Airbus Group, for example, with only a fifth of its sales 

coming from defence products – compared with BAE Systems that almost exclusively trades 

in the latter – has proved more successful, and defence companies are likely to continue 

diversifying their defence business with other sectors of the economy. Experts believe that 

future technological advances for military capabilities will come from R&D and innovation in 

the civil sector, thus encouraging further convergence of civil and military R&D.152 

While it remains difficult to predict what the European defence industry will look like in the 

next 20 to 30 years, it is clear that the sector is changing. The industry will continue to have 

its specificities, but civil elements will become increasingly important.153 However, the 

relationship between governments and the industry is complicated: while industries 

increasingly act globally, their governments tend to think nationally. 

                                                 
149 European Parliament (a), 2013: 12 
150 European Commission (a), 2013: 29 
151 European Commission (a), 2013: 34 
152 European Commission (a), 2013: 29 
153 European Commission (c), 2013: 212 
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4.1.1 State Participation 

The European defence market shows a high level of state participation, with governments 

owning some 20% in companies – with a combined value of €84 billion – that generated more 

than €400 million in defence sales in 2012.154 In a quarter of Europe’s top defence companies, 

the state is the sole or predominant stakeholder, with majority voting rights (golden shares) 

and thus control over key strategic decisions.155 Such close links between government and 

industry exist in Eastern Europe, France, Italy and Spain.156 In the U.K., Germany and 

Sweden, state ownership is absent or negligible and has been so for a long time (with the 

exception of Germany’s ownership in Airbus Group). Government-industry relations are less 

formal in those states, but not necessarily less intense.157 Further, governments still choose 

national producers over European suppliers, with some 80% of defence contracts awarded 

nationally.158 

 

Chart 2. Shareholder Distribution in EU Defence Companies (2010) 

 

Note: Because of lack of available information, the shareholders’ distribution could be different from that 
displayed. Source European Parliament (2013). 
 

                                                 
154 Avascent, 2013 
155 Ibid. 
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157 Ibid. 
158 European Commission (a), 2013: 21 
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While the defence market underwent a considerable degree of privatisation in the 1980s and 

1990s, its transformation has been much slower than other industries (e.g. 

telecommunications and transportation), and the gradual decline in public ownership of 

European defence companies came to a sudden halt in the last decade.159 With defence cuts, 

fiscal pressures and intensifying global competition, the market could see further 

privatization, as governments  across Europe (not only in debt-ridden countries) appear more 

willing to reconsider their hold on assets that are losing value rapidly or offer little prospect 

for future return.160 This process may however run into numerous political obstacles.  

There are essentially four reasons for defence-producing states in the EU wanting to keep 

their grip on their defence industries:161 

• They see their national independence and the security of supply as requiring the 

retention of a national defence industry. 

• States think about national security differently and demand different things from their 

industry. This has resulted in a European industrial landscape that varies greatly from 

state to state with little coherence or compatibility. 

• States disagree on what role governments should play in managing the defence 

industry: some see their role as a regulator, others as a shareholder, and yet others as a 

mere customer. 

• Only few European states possess a comprehensive production infrastructure of their 

own. This results in diverse procurement and market policies. The large producing 

states tend to want to maintain a broad range of national production capacities as 

possible, while non-producing states do not even necessarily purchase their defence 

products on the European market (many buy U.S. products). 

A combination of these factors leads states to choose to buy nationally-produced weapons and 

other defence products. 

Another major factor is how investments are managed in the defence industry, with most 

investments (especially for R&D and equipment) linked to weapons programmes launched by 

member states in previous decades (several weapon systems used today were launched during 

the Cold War). New programmes bear extremely high R&D costs, so governments fund the 

initial investment until the product is operational. For example, construction of the first 

                                                 
159 Avascent, 2013 
160 Ibid. 
161 European Parliament (a), 2013: 28 
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Eurofighter prototypes began in 1989, the programme was founded in 1994, and between 

2003 to 2005 the aircraft was introduced into service across the four partner nations after 

years of development and political obstacles (the multinational consortium was originally 

formed in 1983).162  This situation provides few incentives for private investment, given the 

timing and unpredictability of financial returns.163 New technological developments therefore 

rely mostly on government investment in R&D.  Moreover, production orders are relatively 

small and states often have their own specifications (e.g. aircraft capable of take-off and 

landing from an aircraft carrier), leading to limits on export potential as well as subjection to 

export controls.164 

4.1.2 Major Companies 

Defence production is concentrated in a few large companies that have grown greatly since 

the end of the Cold War. In SIPRI’s list of the top 100 arms producing and military service 

companies (2012), 32 of them were located in Europe (38 if Russia is included). The U.K. 

hosted the largest number of companies (10), followed by France (6), Germany (4) and Italy 

(3). The number of companies reflects the defence sector’s sizeable role in those national 

economies. If combined with other EU member states (Spain, Sweden, Poland and Finland), 

there are 28 major defence companies operating in the EU area, including the multinational 

Airbus Group. It is estimated that the 40 largest European defence companies constitute 

almost the entire sector and employ roughly 350,000 people.165 Furthermore, only handful of 

companies (5-6 largest) constitute half the sector and employ more than half the workers. 

 

Table 2. The Largest Defence Companies in the EU (2012) 

Rank Company Country 

Defence 

sales 

(m. USD) 

Defence 

sales as 

share of 

total sales 

(%) 

Profit 

(m. USD) 

Total 

Employ-

ment 

1 BAE Systems U.K. 26.850 95 2.599 88.200 

2 Airbus Group - 15.400 21 1.580 140.000 

                                                 
162 See http://www.eurofighter.com/about-us 
163 European Commission (a), 2013: 26 
164 Ibid. 
165 2011 estimate; European Parliament (a), 2013: 33 
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3 Finmeccanica Italy 12.530 57 -1.010 67.408 

4 Thales Group France 8.880 49 752 68.325 

5 Safran France 5.300 30 127 62.558 

6 Rolls-Royce U.K. 5.010 26 2.265 42.800 

7 DCNS France 3.580 95 210 13.183 

8 Babcock Int. Group U.K. 3.190 62 356 - 

9 Rheinmetall Germany 3.000 50 244 21.767 

10 Saab Group Sweden 2.910 82 227 13.968 

If Russian companies were included they would rank number 5, 7 and 8, respectively. This excludes BAE 
Systems Inc. (subsidiary of BAE Systems in the U.S.); MBDA (subsidiary of BAE Systems, Airbus Group, 
Finmeccanica and others); Eurocopter Group (now Airbus Helicopters); CASA (subsidiary of Airbus Group) and 
AgustaWestland (subsidiary of Finmeccanica). Source: Stockholm International Peace Research Institute Top 
100 arms-producing and military services companies in the world (2014). 
 

If we look in more detail at what type of products the ten biggest defence companies 

manufacture, they cover a tri-service range (air, land and sea) and various sub-sectors. Most 

companies manufacture aerospace products: Airbus Group, BAE Systems, Finmeccanica, 

Rolls-Royce (exclusively aerospace), Safran and Saab Group. However, the three biggest 

companies – BAE Systems, Airbus Group and Finmeccanica – have a highly diversified 

business portfolio and production in all sectors. Other companies’ profiles are more 

specialized: Thales Group working primarily in electronics, Rheinmetall primarily in the land 

sector, and DCNS solely in the naval sector (the only company on the list where state 

ownership exceeds 50%). Babcock International Group is the only company that is primarily 

service-oriented. 

All the largest defence companies are considered to be prime contractors, with the five largest 

especially important in this respect. They are also called system integrators (i.e. managing the 

whole production cycle, from start to finish), and can put together complex weapons systems 

integrating different defence areas. Despite being considered national champions they are now 

global rather than national companies, with large parts of their turnover generated from sales 

outside Europe, an international ownership, and a presence on every continent.166  

                                                 
166 In comparison, in the U.S. there are five prime contractors (in order by size: Lockheed Martin, Boeing, 
Northrop Grumman, General Dynamics and Raytheon). 
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BAE Systems is by far the largest amongst defence companies in Europe, the vast majority of 

its revenue is generated from defence sales, and its business operations are in many diverse 

sectors: aerospace, land and naval and electronics. The company has substantial business in 

the U.S. – the only non-U.S. company to do so167 – as well as being the U.K.’s largest 

manufacturer. It is the only company in Europe to have consistently been in the top 5 of the 

SIPRI 100 list and in 2012 it was the world’s 3rd largest company in terms of sales (see also 

Chapter 4.1.4.1 about Airbus Group). 

Other well-established companies that are not amongst Europe’s 10 largest, but in SIPRI’s top 

100 list, are ThyssenKrupp in Germany (in the naval sector but with defence revenues a minor 

part of its business) and Dassault Aviation (aerospace) in France. The list also includes 

companies based in other EU member states that are considered nationally important (national 

champions) in their respective home countries. They include Spain’s Navantia (state-owned 

shipbuilding company); Poland’s Polish Defence Holding168 (formerly Bumar Group, a state-

owned multi-purpose defence company) and Finland’s Patria (majority state-owned company 

in aerospace, electronics etc). Three European companies in non-EU states are on the list: 

Norway’s Kongsberg Gruppen, Switzerland’s RUAG. Other large defence companies in the 

wider Europe come from Russia (6), Ukraine (1) and Turkey (1). 

Revenues of the 21 largest publicly traded companies in the defence sector increased by 58% 

from 2001 to 2011 (from €58 billion to €91 billion), despite decreasing global defence 

spending and at a higher rate than European defence procurement.169 However, in the same 

period, European based revenues of the major defence companies decreased by 10%, with 

defence sales accounting for 61% of total sales in 2011 while other sales (39%) were based on 

civilian products.170 This trend continued in 2012 with a 3% decrease (in real terms) in sales 

for the 30 largest defence companies in Western Europe.171  For comparison, the trend in the 

U.S. defence market has been the reverse: revenues of major U.S. defence companies have 

increased. This development in the European defence market confirms that companies have 

started to focus more on export markets and diversification of their business portfolios, most 

likely as a result of cuts in European defence budgets. 

                                                 
167 Airbus Helicopters market share in the U.S. is about 50%. 
168 Most of Poland’s defence industry has been consolidated around Polish Defence Holding. 
169 European Commission (a), 2013: 26 
170 European Commission (a), 2013: 26-29 
171 Stockholm International Peace Research Institute (d), 2014: 208 
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It is worth mentioning that SMEs have an important role in the defence market as well. Not 

only do many of them act as subcontractors (second- or third-tier) to the major companies 

(prime contractors), but many focus on specialized technologies and ‘niche production’. The 

European defence industry also includes some of world largest producers of small arms and 

light weapons (SALW), companies such as Heckler & Koch (Germany), Glock (Austria) and 

FN Herstal (Belgium).172 

It is estimated there are about 1,320 SMEs operating in the defence market and they account 

for 11-17% of total defence sales in the EU.173 It is however difficult, if not impossible, to 

produce accurate figures on the total number of companies.  

4.1.3 Sectors 

The main sectors of the European defence industry are the aerospace sector, land sector, naval 

sector and the electronic sector. The aerospace and electronics sectors tend to have more 

globalised supply chains than other sectors and a much stronger dual-use element than other 

sectors of the defence industry. The naval sector and the land sector are very dependent on 

defence sales. They are defined largely along national boundaries, which correspond to the 

differences in size and technological complexity of the programmes.174 Another difference 

between the sectors is the share of their total sales that companies devote to R&D, with the 

aerospace sector receiving the largest share (12%), the naval sector second (10%) and land 

sector third (6%)175 (no data are available for the electronics sector). 

4.1.3.1 Aerospace Sector 

The aerospace sector is the biggest, representing around 50% of European defence production 

with a turnover of €49 billion in 2013, of which 40-45% was generated from exports.176 The 

sector dependency on defence sales is on average 50% (ranging from 25-95%) in the EU.177 

The sector employs around 200,000 thousand people, of whom 109,000 are in the U.K. which 

is home to the largest aerospace industry in Europe with 17% global market share (second 

only to the U.S.).178 Along with the U.K., the sector is mainly concentrated in France and 

Italy. It comprises many important global companies, including five prime contractors: Airbus 
                                                 
172 For example, FN Herstal supplies firearms to over 100 armed forces worldwide, pistols manufactured by 
Glock are the most commonly used pistols by the U.S. law enforcement agencies and Heckler & Koch is one of 
the world’s largest producers of military rifles (after the Russian AK-47). 
173 European Commission (a), 2013: 23 
174 Ibid. 
175 European Commission (a), 2013: 29 
176 Aerospace and Defence Industries Association of Europe, 2013 
177 European Parliament (a), 2013: 35 
178 Hough & Ward, 2014: 3 
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Group, BAE Systems, Finmeccanica, Dassault Aviations and Saab Group. The overall level 

of specialization in the sector is low with only Airbus Group (91%) and Dassault Aviation 

(100%) concentrating their military activity to the sector.179 Saab Group and BAE Systems 

focus exclusively on military aircraft. 

The sector generates a large variety of products in most categories of aircraft and helicopters, 

as well as missiles, satellites and other high technology products. It has a long history of 

integration and collaborative projects, involving the sharing of R&D costs and the pooling of 

production orders between partner countries, due to the high (and rising) costs of modern 

aerospace projects.180 Some of these collaborative programmes have led to the formation of 

truly integrated European defence companies such as MBDA which develops and 

manufacture missiles (U.K., France, Germany and Italy) and Airbus Group which is the 

second largest aerospace company in the world (France, Germany and Spain). There are many 

well-known and expensive weapon programmes produced in the sector: notably, three types 

of advanced fighter aircraft – the Eurofighter Typhoon which is a collaboration between BAE 

Systems, Airbus Group and Finmeccanica (U.K., Germany, Italy and Spain); the Dassault 

Rafale (France); and the Saab Gripen (Sweden). In addition, many European states are 

funding the F-35 Joint Strike Fighter with the U.S. The Airbus Group’s A400M military 

transport/logistical aircraft, a consortium between seven states, is another example of an 

extensive European collaborative project in the sector.181 

In the aerospace sector the processes of consolidation have led to the creation of 

European/multinational companies (Airbus Group, MBDA, Thales Group), largely in 

response to competition from the U.S. defence market.182 The failed attempt to merge two of 

Europe’s largest aerospace companies, Airbus Group and BAE Systems, in 2012 would have 

created a company valued at $45 billion and could have made large cost savings (especially in 

R&D) a reality: for example, executives thought they could reduce by up to a quarter the cost 

of producing the Eurofighter.183 

The Eurofighter illustrate well the enormous costs and complexities – especially cross-border 

– of development and production of modern weapon programmes. It is Europe's largest and 

                                                 
179 European Parliament (a), 2013: 35 
180 European Commission (a), 2013: 3 
181 Launched within OCCAR between the U.K., France, Germany, Spain, Belgium, Luxemburg and Turkey 
182 Many governments have bought F-16 fighter aircrafts and are funding the Joint Strike Fighter aircraft 
programme together with the U.S.: U.K. (Tier 1 partner); Italy and the Netherlands (Tier 2 partners); Denmark 
and Norway (Tier 3 partners). 
183 The Economist, 2013 
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most expensive military-defence collaboration programme, first launched in the early 1980s 

when there was a movement away from national projects in aerospace towards inter-state 

collaborations. Initially, France was a partner nation in developing the aircraft but soon left 

the project and started its own independent programme creating the Rafale aircraft. The 

Eurofighter programme supported around 100,000 jobs in 2013 (many highly skilled and 

transferable to other industries), directly and indirectly in over 400 European companies, with 

technology spin-offs valued at €7.2 billion.184  Total production of the Eurofighter is expected 

to be around 600 aircraft, with a large share going to the four partner nations (around 300 are 

expected to be delivered to the U.K. and German air forces) and to European NATO allies 

and neutral states, in addition to Oman and a large delivery to Saudi Arabia. The export 

market is shared between the partners: for example, the U.K. is responsible for the sale of the 

Eurofighter to Saudi Arabia, Italy for marketing to Libya, and Germany for marketing to 

India.185 The French defence industry, however, has been unsuccessful in selling its Rafale 

aircraft (India has been a long-term potential buyer), thus illustrating the problem of 

duplication of costs in the European defence market.186 

In comparison with the U.S. sector, there are five major aerospace companies in Europe 

(prime contractors) and three in the U.S. The European sector continues to be characterised by 

many relatively small companies, a lack of efficiency, overcapacity and capability gaps.187 

The average U.S. aerospace company is 22 times larger than the similar aerospace company 

in Europe, indicating that there are considerable opportunities in Europe for creating much 

larger companies.188 

4.1.3.2 Land Sector 

The second biggest sector is the land sector, with a turnover of around €30 billion and 

believed to employ around 130,000 thousand people.189 However, other research has shown 

much lower employment numbers, with direct employment for nine prime EU companies 

totalling some 42,000.190 The sector dependency on defence sales is on average 80% (ranging 

from 32-96%) in the EU.191 The sector is mainly concentrated in France, Germany and the 

                                                 
184 European Commission (a), 2013: 4 
185 A similar set-up existed for the Eurofighter predecessor, the Tornado; Duquet, 2014: 54 
186 Costs associated with operating fighter aircrafts are also very high. For example, the Rafale burns 0.5 ton of 
fuel in take-off and the cost of flying a Eurofighter for one hour is around €4.800. 
187 The capability gap is evident in lack of strategic bombers etc., European Commission (a), 2013: 19 
188 Ibid. 
189 Aerospace and Defence Industries Association of Europe, 2013 
190 The reason is maybe that EDA member Turkey and other non-EU members were included. 
191 European Commission (a), 2013: 4 
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U.K. The main companies are BAE Systems, Rheinmetall, Krauss Maffei Wegmann and 

Nexter Systems, with the two latter companies planning to merge in early 2015. The overall 

level of specialization in the sector is high, with many companies focusing on land systems 

while larger companies are more diversified in their activities.192 

The sector produces battle tanks, armoured vehicles and other land-related products, as well 

as artillery and ammunitions. The sector is highly nationalized, with consolidation after the 

Cold War mainly taking place within states – the planned Franco-German merger explained 

above would be a breakthrough in that respect. This has resulted in an industry structure 

where many relatively small companies specialize in the same areas and similar platform 

design.193 Despite its national character and the lack of competition in Europe, many 

companies in the sector have been successful exporters. In comparison with the aerospace 

sector, land systems production is less technologically progressive; its systems are less R&D-

intensive; and it has not developed collaborative projects similar to the aerospace sector, 

although some  joint ventures and collaborative research do exist with third parties.194 BAE 

System accounts for a large share of sales in the sector (about 40%), but products like 

Rheinmetall’s Leopard 2 battle tank have proved to be very successful export worldwide in 

recent years, while at the same time stirring controversy in Germany where it is 

manufactured. 

In the land sector, the process of consolidation has largely taken place along national lines. In 

the U.K., it has been reduced from five prime contractors to one (BAE Systems)195 and in 

Germany companies have been reduced from seven to two (Rheinmetall and Krauss-Maffei 

Wegmann). Consolidation has been less intense in other countries (France, Italy), reflecting 

only the smaller size of the national sector. 

In comparison with the U.S. sector, European firms are smaller and more dependent on 

defence sales, resulting in more products but smaller output.196 For example, in Europe there 

are currently four main battle tanks in operation (U.S. has one), and 16 armoured fighting 

vehicles (U.S. has three), and there is just one main cooperative programme within the EU.197 

                                                 
192 European Parliament (a), 2013: 39 
193 European Parliament (a), 2013: 41 
194 The only bilateral project that has survived through the production phase is the Dutch-German Boxer; 
European Commission (a), 2013: 4 
195 European Commission (a), 2013: 18 
196 European Commission (a), 2013: 4 
197 The German-Dutch Boxer MRAV, Gilli, 2012 
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4.1.3.3 Naval Sector 

The third largest sector is the naval sector, with a turnover of around €17 billion and 

employing around 80,000 thousand people.198 The sector’s dependency on defence sales is on 

average 73% (ranging from 37-100%) in the EU, but would be considerably lower if the 

ThyssenKrupp company is not included.199 The sector is also more dependent on other sectors 

of the defence industry and the level of state ownership is very high. The sector is mainly 

concentrated in the U.K., France, Germany, Italy and Spain, with Poland likely to have a 

larger naval industry in the near future. There are five main European shipyards, with many 

other smaller producers and support services spread across the EU.200  

The sector designs and builds various kinds of ships, submarines and other naval-related 

products. France and the U.K. are leaders in the sector with their ability to design and support 

such complex weapons systems as nuclear-powered submarines and aircraft carriers (Italy and 

Spain can also produce conventional aircraft carriers).201 The sector’s biggest project in recent 

years has been the construction of the biggest warships ever built in the U.K.: two Queen 

Elizabeth-class aircraft carriers, as an industrial partnership between BAE Systems (prime 

contractor) and Thales Group. The project will cost £6.2 billion (€7.9 billion), a major 

increase from the original contract signed in 2007 when the estimate was £3 billion (€3.8 

billion). During construction the project has employed around 10,000 people across the 

U.K..202 This is an example of the sometimes-huge costs of ambitious defence projects and, 

not least, of how they often end up costing the taxpayer much more than expected in the early 

stages of the programme – indeed, this has become more like the rule rather than the 

exception.  Other examples include France’s construction of two Mistral-type warships worth 

€1.4 billion (total cost, without armaments), which were supposed to be sold to Russia: 

however, this sale has been very controversial and has not been finalized. 

In the naval sector, as with land systems, consolidation has largely proceeded along national 

lines. Despite some national restructuring around ‘national champions’ (U.K., France, Italy 

and Germany) the naval sector remains highly fragmented with a large number of relatively 

small firms and excess capacity (there are eleven suppliers of frigates in the EU while there is 

only one supplier in the U.S.).203 There has only been one significant transnational merger in 

                                                 
198 Aerospace and Defence Industries Association of Europe, 2013 
199 European Parliament (a), 2013: 35 
200 European Commission (a), 2013: 4 
201 European Parliament (a), 2013: 45 
202 Wyatt/BBC (a), 2014 
203 European Commission (a), 2013: 19 
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the sector, radically restructuring German shipbuilding.204 Further consolidation, however, 

can be problematic due to strong competitions between companies in exports markets and 

because of difficulties securing political support as the nature of the sector is very labour-

intensive.205 However, the sector (now) benefits from lower production costs per unit and 

fewer R&D pressures and has demonstrated its competitiveness with a high level of exports, 

in particular French and German exports of frigates and submarines.206 While at the same 

time the U.K. sector has witnessed lower export rates, mainly because of the high costs of its 

destroyers and a small international market for large warships (states that can afford them 

want to build such ships themselves).207 

In comparison with the U.S. sector, the number of major companies in the sector again stands 

out: there are five major companies in the European sector, but only two (of which only one 

specializes in shipbuilding) in the U.S., yet turnover is about five times larger than in 

Europe.208 The sector is also facing ever-growing competition from outside Europe, especially 

from South Korea. 

4.1.3.4 Electronics Sector 

Another major sector of the defence industry is the electronics sector. The difference between 

electronics (and presenting it as a separate entity) and other sectors is that electronics are an 

integral part of all the three main sectors so far mentioned. There is limited information 

available (mainly due to lack of research) about the sector’s impact on European defence 

production. However, the sector’s dependency on defence sales is estimated to be on average 

49% (ranging from 19-95%) in the EU.209 

The sector is mainly concentrated in the U.K., France, Germany, Italy and Spain (especially 

due to the presence of the transnational Airbus Group in those states).210 There are five major 

companies in the sector: Airbus Group, BAE Systems, Finmeccanica, Safran and Thales 

Group, which are all prime contractors and have competences (except Safran) in 

electronics.211 
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The sector designs and produces air defence systems, radar, sonar, avionics, command and 

control systems and plays a crucial role as a key enabler in aerospace, land and naval weapon 

systems.212 The most important feature of the sector are its high dual-use capacity and – with 

the information technology (IT) revolution – electronics is by design the cross-cutting element 

of today’s defence industrial products.213 

In comparison with the U.S. sector there is often claimed to be a widening technology gap 

between the European and the U.S. sectors, especially when it comes to cyber-techniques. In 

addition, European companies may find it difficult to close the gap between traditional 

defence electronics production and new applications arising from the growing overlap 

(discussed above) between the civilian/security and military spheres.214 

4.1.4 Consolidation 

The European defence market has experienced several periods of consolidation of production 

capacities through acquisitions, mergers and rationalisation efforts.215 Some have created 

large multinational defence companies (Airbus Group, BAE Systems and Thales Group) and 

helped to reduce overcapacity and duplication across the sector. These developments have 

varied across sectors of the defence market, as explained above, and have primarily affected 

the aerospace and electronics sector while the land and naval sectors have not experienced 

any major consolidation, as governments and/or the companies themselves continue to block 

national or cross-border mergers and takeovers.216 No major consolidation has happened in 

recent years or – like the planned merger between BAE Systems and Airbus Group (EADS) in 

2012 –been attempted, but the merger would have offered significant industrial advantages 

and could have illustrated a new paradigm of mergers and acquisitions after the first wave of 

the 1990s.217 

For companies, size is a key in order to be internationally competitive and to be able to 

finance new developments (R&D). Few defence companies in Europe currently reach the 

critical size needed, which sets constraints on their hopes of self-financing future 

developments.218 Defence companies are dependent on states’ public defence spending, and 

when spending declines this results in over-capacity, which in turn calls for restructuring and 
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consolidation. There are two main options for the creation of a more integrated European 

defence industry: the first being consolidation among prime contractors (e.g. the merger of 

Thales Group with Finmeccanica or Airbus Group) or among existing companies that directly 

supply the prime contractors (first-tier manufacturers).219 The second way to promote a more 

integrated European defence industry could be on a sector-by-sector basis, with the merger of 

the leading companies in each business area.220 

Lastly, the growing importance of the transatlantic market for governments and industry could 

lead to transatlantic consolidation (most EU members and European states are NATO 

members). However, many political problems are foreseeable, making such development 

unlikely except perhaps for further cooperation between the U.S. and the U.K., although the 

U.S. and European companies do have some experience of cooperation on joint 

programmes.221 

However, consolidation in the defence industry is unlikely ever to be complete or indeed to 

deliver its full potential: states will be too concerned to preserve their privileged positions, 

both economically and politically/strategically. With inter-state consolidation, companies 

would have to face new challenges: for instance, spreading production facilities across the 

continent can pose numerous problems and increase costs for transportation among other 

things. At present, Airbus Group produces the Eurofighter in four EU member states with 

each having its own final production line. 

4.1.4.1 Airbus Group 

Despite complex production processes, Airbus Group is in many ways a model for future 

European market consolidation and cooperation. In the late 1960s, the US held four-fifths of 

the world’s commercial aircraft market and Europe’s aircraft industry appeared to be in 

terminal decline: yet within 25 years, Airbus controlled half of the global commercial aircraft 

market.222 Airbus’s success lies in its political roots, with partner nations recognizing that the 

only way to compete internationally was to consolidate national industries on a European 

regional basis.223 The tricky part was deciding where to produce the aircraft, which was 

solved by having production facilities in each state. The A400M military transport aircraft 

production process is similar to the Airbus A380 civilian aircraft. The aircraft is assembled in 
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Spain but different parts are manufactured at sites in France, Germany, Spain and Turkey, 

demonstrating that production problems such as those mentioned above are not impossible to 

solve.  

The European Roundtable of Industrialists (ERI) group believes that Europe is most likely to 

succeed if it operates as a region, to achieve this – according to the ERI chairman – the EU 

must renews its political determination to complete the single market.224 The European 

defence market is more special than other industries, with its links to sovereignty and national 

security, but the same logic applies here too. If companies want to remain competitive they 

must, like Airbus, do so through pan-European endeavours, bringing the benefits of 

economies of scale among others. If the Airbus partner nations had pursued purely national 

objectives, their domestic industries would have succumbed to global rivals.225 

4.1.5 Fragmentation 

These and other pressures have led EU member states and the European Commission (these 

being the two prime actors in the regulatory field of European defence markets), and the 

defence industry itself, to seek (regulatory) solutions for tackling the apparent market 

inefficiency.226 An extra motive is that a well-functioning European defence market/DTIB 

should also support the material requirements of operations and other tasks that the EU’s 

Common Security and Defence Policy (CSDP) is assigned to perform. 

With no binding EU framework governing defence production and with states pursing their 

own polices in the field, the result is a highly fragmented European defence market, with 82% 

of defence equipment in the EU being procured on a purely national basis in 2012.227 The 

fragmentation of the market leads to expensive duplications, protectionist procurement 

practices and other market inefficiencies at all levels (demand, supply, standardization and 

other regulatory frameworks).228 This is especially evident in the naval and land system 

sector, with more consolidation trends visible in the aerospace sector (but still very 

fragmented). Consequently, overcapacities and duplications occur, as illustrated by the 

number of platforms and production systems in use across the EU – more than three times as 

many as are found in similar sectors in the U.S.229 With more production than the European 
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market can absorb – together with declining defence budgets – the defence companies strive 

to compensate reduced sales with exports.230 

However, the global defence market is itself increasingly becoming more globalized and 

competitive, while European states are reluctant to overcome the fragmentation of their 

national policies. At the same time, many subcontractors (second- or third-tier) have become 

increasingly transnational. Therefore, supply chains for many products and weapon systems 

lead out of the producer state and possibly out of the EU, thus undermining national security 

considerations.231 

4.2 Defence Market Cooperation and Reform 

European cooperation in armaments and other defence production has usually taken place 

through intergovernmental ad-hoc programmes outside the EU framework. The armaments 

domain has resisted most attempts to apply EU regulation.232 Cooperation is less driven by 

security policy considerations, and more by national industrial consideration and policies 

related to technology innovation and structural development.233 

The diverse EU of 28 member states, all with different national defence-market policies, 

makes it difficult to reach a common approach on market reforms, and even more to move 

towards a single defence market in Europe. In most member states the market is still highly 

protected and governments will rather buy nationally (in-house) manufactured products when 

they can, thereby supporting their own DTIB, rather than importing – although it can mean 

higher costs and lower-quality products. In addition, many non-producing states will rather 

buy U.S. defence products than European ones (for numerous reasons) and are reluctant to 

recognise the importance of a more coherent European defence market. Government 

shareholdings in many defence companies further reflect the complex legacy of this sector, 

where traditional thinking combines the sovereign state concept of production with the 

protection of workers and specific constituencies.234 

The necessity for reforms in Europe’s defence market is generally acknowledged and there is 

a growing consensus that at least certain functions of armaments policy should be brought 
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into the EU framework.235  It has been estimated that a single European defence market could 

save EU member states up to 20% of their procurement funds (Hartley, 2003). With around 

€30 billion of armaments spending annually, a single market could save member states up to 

€6 billion a year.236 A single European defence market would also mean greater intra-state 

cooperation which would allow large economies of scale and increased industrial competition, 

leading to lower costs for European governments (particularly for more advanced 

equipment).237 However, many problems exist at the political level where the biggest defence 

producing states disagree on, for example, procurement, security of supply, industrial 

strategies and the involvement of the European Commission.238 Defence production remains 

sovereign national policy and states are reluctant to hand over control to international 

organizations. While a common armaments policy makes economic sense, states worry about 

losing their industrial base and, therefore, the ability to defend themselves.239 

Despite many weaknesses, European cooperation has reduced costs and made programmes 

(weapons systems etc) accessible to states that otherwise would have found it difficult or very 

expensive to engage, especially if they had tried to develop them alone. However, it has not 

changed the fundamental weakness of Europe’s defence market: market fragmentation, which 

results in costly duplications and other market inefficiencies. This could possible change, to 

some extent, with the further growth of costs associated with maintaining a national DTIB; 

with declining defence budgets; growing international competition, and the European 

Commission’s new approach to creating a more united market through export facilitation and 

other standardizing regulations. With the EU ‘defence package’ of 2009, a step was taken 

towards an internal (supranational) EU defence market. However, the Commission still has to 

provide evidence of the strict interpretation of Treaty Article 346. Furthermore, the European 

defence market is or should be an important foundation and resource for the CSDP: it should 

be able to produce the required capabilities for CSDP including especially the items most 

crucial for common systems and interoperability. Without a functioning European defence 

market/DTIB, CSDP would lack both the required capabilities at an affordable price, and the 

certainty of being able to acquire and use them independently when needed.240 
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Two principles enshrine the intergovernmental approach of European defence cooperation: 

Article 346 (see Chapter 4.2.5.1) and the Juste retour principle.241 The Juste retour principle 

is a rule that member states have institutionalized and is based on the idea of ‘fair returns’. I.e. 

that national work-share should equal the national financial investment.242 For example, if a 

state invests 50% in a multinational defence project, that state will receive 50% of the 

contracts under the project budget. This can however pose numerous problems in 

multinational cooperation, especially when a participating state lacks the technology and 

industrial facilities offered by the larger participants – and this applies to most small and 

medium-sized states in the EU. 

4.2.1 Earlier Initiatives 

Armaments cooperation in Europe has a long tradition. In the post-World War II environment, 

a plan was made (the Pleven Plan) to create a supranational European Defence Community 

(EDC) which would have included a European army with a common budget. The French 

National Assembly (lower house of Parliament) however rejected the plan in 1954, when the 

government of the Federal Republic of Germany had already approved it. After the failure of 

the EDC, defence issues were excluded from the European integration process for more than 

40 years. The first defence production cooperation programmes were launched in the 1960s 

and their number increased considerably over the following decades, though limited mainly to 

aerospace and the electronic sectors.243 

The NATO Eurogroup was established in 1968 as an informal meeting of European NATO 

members (except France, Portugal and Iceland) to discuss defence programmes and studies. 

Its successor, the Independent European Programme Group (IEPG) was established in 1976. 

Under pressure to develop a more ambitious and systematic approach towards cooperation, 

the IEPG was transformed in 1992, establishing the Western European Armament Group 

(WEAG) in association with - but with a different membership structure from - the Western 

European Union (WEU).244 This cooperation was deepened in 1996 with the creation of the 

Western European Armament Organization (WEAO) focusing on R&D aspects. 
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4.2.2 OCCAR 

The four major defence-producing states245 created in 1996 the Organization for Joint 

Armaments Cooperation (Organisation Conjointe de Coopération en matière d'Armement, 

OCCAR) open to European participants. The organization was developed from an earlier 

Franco-German cooperation structure and was a result of dissatisfaction with the rate of 

progress within WEU. Its role was to further cooperation among like-minded members as it 

was felt that more could be achieved in a smaller group than in the EU or WEU as a whole. 

Later two more states joined,246 and together with six partner states, the ‘OCCAR community’ 

now consists of 12 states in total.247  However, it is possible to participate in a project without 

being a member or partner. 

OCCAR serves as management organization for multilateral procurement projects and is 

constructed through five founding principles248 with the aim of strengthening the 

competiveness of the European DTIB by renouncing the juste retour principle in favour of a 

global balance of work over several programmes and years.249 This is to be achieved with 

cost-effective programmes based on contracts following a standard competition process and 

with collaborative programmes as a basic rule.250 In contrast to the pan-European approach of 

the WEAG/WEAO, OCCAR reflects the interest of a group of countries seeking industrial 

cooperation through smaller multilateral initiatives.251 There have been some important 

industrial programmes developed through OCCAR such as the A400M aircraft (with non-

members Turkey and Luxembourg) and the Tiger helicopter, both of which Airbus 

Group/Helicopters manufactures.  

OCCAR is not officially attached to the EU or NATO – though it has made security 

agreements with both – or any other defence organization, but it has built a relationship with 

NATO’s Support Organisation and the EDA. OCCAR is one of several initiatives towards a 

European armaments policy outside the EU framework, and more importantly outside the 

single market.252 Whereas defence procurement is influenced by the CSDP through the EDA, 

OCCAR is a separate international organization. It does not aim to establish a liberalised 
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defence market between its members, either on intergovernmental basis like EDA or on a 

supranational basis.253 

4.2.3 Letter of Intent 

The Letter of Intent (LoI) is a framework that the six major defence-producing states254 

created in 1998, designed to facilitate the restructuring of the defence industry in Europe and 

cooperation in procurement projects. The six areas identified in the LoI as of common interest 

to its member states were security of supply, export procedures, protection of classified 

information and standardisations of military requirement.255 In a Framework Agreement later 

concluded, a step was taken towards creating a political and legal framework for cross-border 

industrial restructuring.256 However, this did not have a major impact on intra-state 

regulations, partly because it only aimed to help transnational companies to operate across 

borders, not to establish a common market amongst signatories.257 

4.2.4 European Defence Agency 

The European Defence Agency (EDA) is a more recent creation of the EU (Council of 

Ministers) in the field of defence capabilities development, research, acquisition and 

armaments, with the aim of encouraging the convergence of national procurement 

procedures.258  The EDA was set up partly as a consequence of WEU’s dismembering and the 

transfer of its practical roles to the EU, and partly of specific proposals developed during the 

EU constitution exercise.259 

The EDA is open to all EU members and now includes 27 EU member states plus Switzerland 

and Serbia – all EU states except Denmark and all European NATO member states except 

Denmark and Iceland – making it the largest European organization for multilateral 

procurement projects. The EDA’s rationale is to repair one of the EU’s most serious deficits 

in the defence sphere: the missing link between defence production in the EU and CDSP 

capability development, which has been institutionally and conceptually fragmented and 

under the control of individual member states.260 The EDA is supposed to facilitate the 

creation and improvement of member states’ military capabilities needed for future CSDP 
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operations. With the Capability Development Plan (CDP) of 2008, EDA members have set 

priorities for their shared defence ambitions (currently grouped under four capabilities 

programmes),261 and set long-term goals in areas that are considered in need of 

improvements, such as intelligence, surveillance and reconnaissance, strategic and tactical 

airlift management and multinational logistics support.262 These goals were set to support 

CSDP assets specified in the ‘Headline Goal’. 

The Code of Conduct adopted by the EDA in 2006 is important in this respect as it set the aim 

of opening up national defence markets (particularly the procurement market) so that 

companies could compete at will for defence contracts (over €1 billion) throughout Europe, 

which should also improve Europe’s DTIB. Never before had so many states open up their 

defence markets to each other. However, the Code can be criticised for not ensuring fair 

competition, as it does not provide the necessary instruments to guarantee a level playing field 

between state-owned and private companies.263 

Furthermore, EDA has cooperated with OCCAR on an ad hoc basis on several projects as 

they fulfil complementary roles (and could possibly merge in the near future). EDA activities 

are however considered to be ‘upstream’ in launching cooperative procurement while 

OCCAR operated ‘downstream’. While the EDA covers most (if not all) issues relevant to 

improve EU and member states defence capabilities’ – defence production, capability 

development, markets, research, R&D, etc. – the organization is as yet far from completing 

the goals it was mend to achieve: its progress has been limited and member states have 

seldom chosen to use the EDA in their defence-industrial plans.264 

With such institutional diversity in the European armaments market: overlapping 

memberships and responsibilities, intergovernmental and ad hoc approaches, creating  more 

coherent (single) European defence market structures seems difficult to achieve and, 

furthermore, these complex set of institutional and industrial arrangements have oft led to 

delays and cost overruns.265 
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4.2.5 European Commission 

EU member states have deliberately excluded the production and trade in defence products 

and services from the European integration process. Article 346 of the EU’s Lisbon Treaty, 

picking up a provision originally from the Treaty of Rome, allows member states to derogate 

from the rules of the Treaty (notably on competition and free trade) if they can demonstrate 

that their essential security interests are at stake. As a result, member states have not 

transferred sovereignty to EU institutions nor have they organized national policies around 

other member states defence production.266  However, in its role as regulator of the single 

market, the European Commission has repeatedly expressed a desire to become more closely 

involved with the European defence market.267 It has launched several Communications 

(beginning in 1996) and Directives in an attempt to adapt the market towards more ‘normal’ 

market structures. The Commission has also developed competence in areas related to other 

parts of the defence production cycle: the regulation of dual-use exports to third countries 

(since 1994) and a Code of Conduct on Conventional Arms Exports (since 1998) with binding 

criteria on members export licensing decisions (see Chapter 6.2). 

4.2.5.1 Article 346 

Article 346 states that a member state ‘may take measures as it considers necessary... for the 

protection of essential security interest... connected with the production or trade of military 

items’.268 The mention of the ‘essential security interests’ allow member states not to open an 

international call for tender, thus not to disclose any potentially sensitive information and 

turning instead to a trusted company.269 This has often led to a disagreement between the 

Commission and member states on the exact scope of the Article. However, member states 

have to justify their exemption of a procurement contract and the Commission may seek a 

European Court of Justice (ECJ) judgement to resolve their differences (which it has often 

happened).270 Another problem that can arise is, for example, that defence companies may 

receive state aid, although they may have substantial business in the civilian sector (a 

development that has increased after the Cold War) and thus fall under the regulatory powers 

of the single market but can use the derogation clause to ignore single market procedures. 
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According to Mölling (2008), Article 346 is vague and difficult to interpret, both legally and 

politically, making it a major obstacle to a more smoothly functioning European defence 

market.271 The wording of the Article has not changed in 50 years and member states are 

reluctant to give up their broad interpretation of the Article.272 

• The Article is a fundamental exception in EU law because its allows a member state to 

derogate from the whole Treaty in circumstances where the application of the Treaty 

would undermine that member state’s security. 

• Thus, the Article also plays a key role as a balancing mechanism between the interest 

of the Union and the 'essential security interest' of the member states (like a safety net 

for members), which together make interpretation of the article a sensitive issue. 

With no common EU or legal definition of what 'essential security interest' of a member state 

really means (and given the sensitive nature of defence), the major defence-producing states 

in the Union have been in favour of a broad interpretation of Article 346 and reluctant to give 

much new regulatory power to the Commission.273 According to their argument, almost all 

goods used for defence purposes fall under the 'essential security interest' of member states, 

with some states even directly relating this to a member’s sovereignty.274  

Article 346 will likely remain open to interpretations, not least because member states’ 

national security interests are different and based on different types of threats. In practice, it 

has enabled national defence industries to remain intact and shielded from international 

competition, keeping goods and knowledge at home, as well as protecting many highly 

specialised jobs. On the other hand, the Article has prevented the birth of a true single defence 

market for about 50 years.275 

4.2.5.2 Defence Directive 

The European Commission issued two Directives in 2009, part of so-called ‘Defence 

Package’, which are supposed to move the European defence market closer to the conditions 

of a single market for defence products and services.  

Directive 2009/81/EC on Defence and security procurement (also called the Defence 

Directive) is to regulate the procurement of armaments and other sensitive products and 

                                                 
271 Mölling, 2008: 8 
272 Mölling, 2008: 17-18 
273 Mölling, 2008: 8 
274 Mölling, 2008: 22 
275 European Parliamentary Research Service, 2013: 51 



  

74 
 

applies to all defence procurement above a certain threshold and subject to Article 346.276 The 

Directive requires more competition in member states defence procurement. However, 

implementation of the Directive in all member states was not accomplished until 2013 and 

therefore its impact on defence markets is difficult to assess. Directive 2009/43/EC on intra-

EU transfers of defence products is to refrain many export control procedures for items 

exchanged between states in the course of cooperative defence production. Both Directives 

are to strengthen the European DTIB and increase member states cooperation. 

4.2.6 Future Developments 

In spite of the traditional reluctance of member states, there is a growing awareness that the 

EU might be an appropriate framework to achieve greater coherence and a more consistent 

policy in the defence market, in particular for four reasons:277 

• The development of EU’s Common Security and Defence Policy (CSDP), which 

creates a more positive climate for considering a EU policy in defence production and 

trade. There is a logical link between CSDP, military capabilities and defence 

production. From an operational and a financial point of view, it makes sense to 

procure the same means together for the execution of a common military crisis 

management policy.  

• Post-Cold War security challenges have led to a growing convergence of military 

concepts and capability needs in Europe, at least when it comes to overseas 

intervention missions. This is reflected in the ‘Petersberg Tasks’ defined by the WEU 

and now incorporated into EU policy, and in CSDP’s ‘Headline Goals’ which define 

(inter alia) vital common assets and hence clear priorities for defence acquisition, 

R&D and development. 

• Intra-state links and mergers of defence companies have increased the need for a 

common regulatory framework, but also eased industrial competition between 

defence-producing states. 

• The difference in defence spending between (Western) Europe and the U.S. makes 

cooperation necessary if a DTIB in key strategic areas is to be maintained in Europe. 
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4.3 Defence Spending and Its Consequences for the Market 

Defence spending is the prime factor affecting the European defence market. Despite efforts 

to adapt the market to a changing business environment, the continuing decline in defence 

budgets in most EU member states will affect companies’ competitiveness (and profits) in the 

long term.278 Defence spending in the EU declined by almost 10% in real terms (€21 billion) 

between 2006 and 2011, with a further 3% reduction between 2011 and 2012.279 If continued, 

EU member states could have lost 12% of its overall defence spending by 2017 since the start 

of the financial crisis in 2008.280 Spending on personnel (military and civilian) was cut by 

17.5% between 2006 and 2011, and by almost 3% from 2011 to 2012: such personnel costs 

account for a significant part of European defence budgets with around half of EU member 

states spending more than 60% on personnel.281  If personnel costs are excluded in measuring 

EU member states’ defence budgets, only 0.5% or less of the total national budget, on 

average, is actually spent on defence.282 The second biggest expenditure is operation and 

maintenance, which decreased by almost 3% between 2006 and 2011 and accounted for 

23.7% of total defence expenditure.283 

However, defence spending across Europe has followed varying trends, with clear cuts typical 

in Western and Central Europe but an increase in Eastern Europe.284 The biggest cuts in the 

EU have been amongst the smaller member states, with 30% cuts and above, while middle-

sized members have cut their defence budgets by around 10%.285 This indicates that smaller 

member states are less constrained when cutting their defence budgets, not least because they 

do not have a defence industry/DTIB to support. Strategically they are sheltered by larger 

neighbours with more ambitious defence planning and, furthermore, benefit in their general 

security from EU and, in most cases, NATO membership.  Defence cuts have been less 

intense in the six major defence-production states – which also include (except Sweden) the 

largest defence budgets in the EU. The reason could be that they have less room for 

manoeuvre in financial planning because of long-term defence commitments, including 

pensions. However, there have been sizeable cuts in the U.K., Germany, and in Spain which 

cut equipment spending by more than 50% between 2008 and 2011. On the other hand, 
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spending in France and Italy has remained largely unchanged.286 Defence spending by 

Sweden, which is the only non-NATO member of the of the six larger producers, has 

remained more or less unchanged since the financial crisis, with the government recently 

announcing a considerable increase (about 10%) in spending over the next ten years, citing 

the crisis in Ukraine. Poland defence spending is also growing (modestly) and some smaller 

member states. Currently, the only EU member states in NATO that meet the new Alliance 

target of 2% of GDP on defence are the U.K. (large member), Greece (middle-sized member) 

and Estonia (small member). 

In the EU overall, collaborative spending on defence equipment increased from 16% to 22% 

in 2006-2010 while the rest (78%) of equipment spending was made at the national level 

without any significant coordination between member states.287 In other words, the challenge 

is not necessarily to spend more, but to spend ‘better’ and spend better together (allowing 

economies of scale) with too much money spend on personnel and not on equipment. 

4.3.1 Research and Development (R&D) 

Research and Development (R&D) refers to all defence-industrial activities that are directed 

at developing a platform, system, item of equipment, or subparts of the same, up to the point 

where costs for production starts to be incurred.288 Research and Technology (R&T) is a 

subset of R&D and is directed at research and technology development. R&D and R&T 

spending are considered an important indicator of the technological level of an industrial 

sector: the more is spent on R&D, the more advanced capabilities will be produced.289  

EU member states cut R&D spending by 14% between 2005 and 2010.290 In 2012 there was a 

38% cut (€4.8 billion) reducing expenditure to half its 2006 value and just 2.5% of total 

defence expenditure.291 This is partly a consequence of the increasing gap between defence 

and civil R&D, with defence R&D increasingly dependent on civilian R&D as had been noted 

earlier.292 At the same time there has been some modest increase in members’ R&D 

collaborations through the EDA, but this accounts for only 12% of total EU expenditure, with 

                                                 
286 Pension costs in France are also included; European Commission (a), 2013: 6 
287 European Commission (a), 2013: 7 
288 European Commission (a), 2013: 17 
289 Ibid. 
290 European Commission (a), 2013: 7 
291 European Defence Agency (a), 2013: 4 
292 European Commission (c), 2010: 12 
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the rest and thus the bulk of all R&D still carried on at state level.293 In comparison, the U.S. 

spends seven times more on R&D than all EU member states combined. 

The key to the new technologies that have a military application is R&D. With major 

weapons systems often resulting from R&D investment made decades ago, cuts in R&D effort 

could pose numerous problems for the defence market, both in terms of its skills base (DTIB) 

and its potential to deliver new products.294 However, R&D spending is mainly concentrated 

in just two states, the U.K. and France. Together they represent 76% of total R&D spending 

(2010) and with Germany – the three largest defence-production states in Europe – they 

account for 93% of all R&D spending, both in absolute terms and relative to overall defence 

spending.295 Thus, R&D policies adopted by those states will not only have influence in their 

national markets but also will have a crucial influence on the development of the European 

market/DTIB, affect the EU’s CSDP, and determine the future capabilities of European 

military forces. 

4.4 EU Member States’ Defence Exports 

All major defence-producing states in the EU and defence companies operating in the EU 

have become dependent on defence exports. With declining defence budgets and more 

globalized defence markets, competition has increased. No longer are exports just a side 

activity: they have become crucial for industrial survival and, not least, for governments’ 

policies aimed at maintaining a national-DTIB. At the same time, the role of extra incentives 

in the trade has also increased, such as offsets (industrial participation of companies from the 

buying country in the production), technology transfers or foreign direct investments (FID).296 

While the U.S. and Russia remain by far the largest defence exporters, representing 56% of 

world total exports in 2009-2013, EU member states are also significant exporters (see Table 

2). Germany is the world’s third largest exporter, France is fifth, the U.K. is sixth, Spain is 

seventh, Italy is ninth and Sweden is eleventh.297 Together those six largest defence exporters 

                                                 
293 European Commission (a), 2013: 8 
294 European Commission (a), 2013: 29 
295 European Commission (a), 2013: 7 
296 France and Germany do not make offset agreements and have called for the practice to be abandoned (July 
2013) and the Commission believes the practice is distorting the market ; European Parliament (a), 2013: 14 
297 The Netherlands is number twelve. EFTA members Switzerland (no 14) and Norway (no 17) are major 
exporters and Belarus (no 16) is the only other European state on SIPRI’s list; Stockholm International Peace 
Research Institute Top 20 Arms Exporters, 2009-2013 
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in the EU represent 24% of the world’s total defence exports.298  Combined, EU member 

states are the world’s second-largest defence exporter, just behind the U.S, with licensed 

defence exports in 2012 reaching a total value of €39,9 billion, an increase of 6% from 

2011.299 The five largest exporters accounted for 80% of licensed EU defence exports in 

2012.300 The destination of EU defence exports has been changing with a growing share of 

exports going outside the Union, and the export ratios of EU’s six largest exporters now lie 

between 40-70%. In 2012, Germany and Italy delivered 30-40% of their exports to EU 

member states, whereas all other suppliers sold less than 20% of their exports in the European 

defence market.301 The global market can be very profitable, it is estimated that the total value 

of the trade was at least $58 billion in 2012.302 

 

Table 3. Major EU Defence Exporters (2009-2013) 

Country 

Share of 

international 

defence 

exports 

Main recipients (share of exporter’s total exports) 

1st                             2nd                           3rd 

Germany 7% U.S. (10%) Greece (8%) Israel (8%) 

France 5% China (13%)* Morocco (11%) Singapore (10%) 

U.K. 4% Saudi Arabia (42%) U.S. (18%) India (11%) 

Spain 3% Norway (21%) Australia (12%) Venezuela (8%) 

Italy 3% India (10%) U.A.E. (9%) U.S. (8%) 

Sweden 2% South Africa (20%) Thailand (14%) Pakistan (13%) 

*Mainly due to licensed production of helicopters in China. Source Stockholm International Peace Research 
Institute Arms Transfers Database (2014). 
 

Germany is the largest defence exporter in the EU, although its exports decreased by 24% in 

2009-2013 from the previous five-year period. Other EU members and European states 

                                                 
298 The U.S., U.K., France, Russia, China and Germany account for 78% of the world’s total defence exports. 
During the Cold War years of the early 1980s, the ratio was similar, with the U.S., U.K., France, Soviet Union 
and Germany accounting for 84% of the world’s total defence exports. 
299 European Council (a), 2014 
300 Ibid. 
301 European Parliament (a), 2013: 9 
302 Stockholm International Peace Research Institute (d), 2014: 251 
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received the largest share of Germany’s exports (32%) followed by Asia and Oceania (29%), 

North and South America (22%) and the Middle East (17%).303 Germany continued to be the 

largest exporter of submarines, the second largest exporter of tanks (after Russia) and a major 

exporter of armoured vehicles.304 The Merkel Administration has been seen as business-

friendly when it comes to defence-export policy, and the German defence industry is 

increasingly looking to Asia as a market for its products. 

France is the second largest defence exporter in the EU and – like Germany – its exports 

decreased by 30% in 2009-2013 from the previous five-year period. The largest share of 

France exports go to Asia and Oceania (42%) followed by Europe (19%), Africa (15%), 

Middle East (12%) and North and South America (11%).305 France’s biggest export market in 

2012 was the Middle East with defence sales worth about €1 billion. In 2007, the France 

government began taking a more active role in promoting exports from the French industry 

and in 2014 started planning for further instruments in support of its defence exports (similar 

to the U.S. Foreign Military Sales system).306 

The U.K. is third-largest largest defence exporter in the EU and – unlike France and Germany 

– its exports increased by about 5% in 2009-2013 from the previous five-year period. 

However, for the first time since 1950, the U.K. was not among the top five defence exporters 

for that period.307 BAE Systems’ sales of large quantities of the Eurofighter aircraft to Saudi 

Arabia are by far the biggest single export with sales reportedly worth up to £6 billion (€7.5 

billion) since 2010. It is hard to obtain exact figures as to the volume of defence trade as the 

Government restricts the supply of some information; however, the UK has granted export 

licences for the sale of almost £4 billion (€5 billion) worth of defence products in recent years 

(2009-2013) to Saudi Arabia.308 Other major recipients of U.K. defence sales are the U.S., 

India and Israel. The U.K. defence industry established a defence export promotion office in 

2012.  

Spain is the fourth largest defence exporter in the EU, and its main exports are naval products 

such as ships, with the state-owned shipping company Navantia – together with Airbus Group 

(aircraft) – dominating the export market. The economic crisis has not affected Spain’s 

                                                 
303 Stockholm International Peace Research Institute (c), 2014 
304 The Leopard 2 battle tank has been exported in large quantities to five states outside Europe. 
305 Stockholm International Peace Research Institute (c), 2014 
306 Stockholm International Peace Research Institute (d), 2014: 255 
307 At the same the U.K. was the largest defence importer in Europe, receiving 12% of deliveries; Stockholm 
International Peace Research Institute, 2014 
308 House of Commons Foreign Affairs Committee, 2013: 40 
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defence exports and the industry doubled its sales to the Middle East in 2011-2012, mainly 

because of increased output at Airbus Group.309 Other major recipients of Spain’s defence 

exports are Norway, Australia and South American states, although the biggest share goes to 

other EU member states. Spain established – like the U.K. – a defence export promotion 

office in 2012; its role in sales promotion was increased in 2013. 

Italy is the fifth largest defence exporter in the EU, and its main exports are manufactured by 

Finmeccanica which dominates the Italian export market. The company’s core exports are in 

the aerospace sector and it is a world leader in helicopters, with its subsidiary AgustaWestland 

producing half the profits. However, the company also exports a wide variety of defence 

products, including electronics and high technology. 

Sweden is the sixth largest defence exporter in the EU. Its main exports are – like Italy – 

manufactured by only one company, the Saab Group, which mainly exports aircraft. The 

Gripen fighter-aircraft has been a successful export with a major sale to Brazil recently 

announced (November 2014). Saab Group also exports a wide variety of other defence 

products. Sweden established a defence export promotion office in 2010. However, in 2014 a 

new government announced its closure. 

Further, the European Commission stated in July 2013 that it would look at ways EU 

institutions could support exports from defence producers in the Union. 

 

Table 4. EU Member States Defence Exports (2009-2013) 

Rank Country 

2009 

exports 

in m. 

USD 

2010 

exports 

in m. 

USD 

2011 

exports 

in m. 

USD 

2012 

exports 

in m. 

USD 

2013 

exports 

in m. 

USD 

Total 

exports 

2009-

2013 

1 Germany 2.568 2.722 1.361 1.177 972 8.800 

2 France 1.979 917 1.750 1.076 1.489 7.211 

3 U.K. 1.021 1.137 1.040 923 1.394 5.515 

4 Spain 961 277 1.437 706 605 3.986 

5 Italy 489 476 924 790 807 3.480 

                                                 
309 IHS Jane’s Defence, 2014 
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6 Sweden 427 664 700 490 505 2.786 

7 Netherlands* 485 381 533 773 302 2.474 

8 Belgium 243 8 111 22 52 436 

9 Finland 51 58 40 103 94 346 

10 Poland 75 28 8 10 131 252 

11 Romania 2 1 1 108 108 220 

12 Austria 30 36 34 10 1 111 

13 Ireland 26 25 1 25 1 78 

14 Denmark 14 8 22 23 9 76 

15 Czech Rep. 24 5 11 8 7 55 

16 Portugal 46 ND ND ND ND 46 

17 Bulgaria 16 4 2 7 6 35 

18 Slovakia ND ND ND 3 ND 3 

 Total 8.457 6.747 7.975 6.254 6.483 35.916 

* The Netherlands’ high ranking is mainly due to sales of surplus equipment of the Dutch armed forces; this can 
be attributed to sales from the mid-1990s and onwards. ND means there is no data available. Other EU member 
states are not included in the SIPRI database. Source Stockholm International Peace Research Institute Arms 
Transfers Database (2014). 

 

4.4.1 EU Defence Exports by Region 

With the increased focus of defence companies on new markets outside Europe, exports to the 

Middle East, Latin America and Asia have soared. There has been an especially strong 

increase in exports to the Middle East (especially from France, Germany and Italy) after years 

of revolutionary upheaval in the region, with one news agency describing it as ‘the Middle 

East’s new era of militarisation.’310  

The region received 35% of all EU member states exports in 2011. Total EU licensed defence 

exports increased by 22% in 2012 and were valued at €9.8 billion,311 while exports of small 

arms and light weapons (SALW) were valued at €265 million in 2012, mostly coming from 

                                                 
310 Zeidan (Al Jazeera), 2014 
311 Flemish Peace Institute, 2014 
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Belgium (40%).312 Although France, Germany, Italy, U.K. and Spain accounted for 90% of 

exports to the region in 2012, almost all defence exporters in the EU are involved either in 

exporting products of lower value (Belgium and Austria exports of SALW), or as participants 

(second- or third-tier) in the production of major weapon systems where they supply 

components.313 Leading importers (2012) have been Saudi Arabia, Oman and the United Arab 

Emirates (see Chapter 6.5). 

 
Chart 3. EU Defence Exports by Region (2011) 

. 
Source European Commission (2013). 
 

While the Middle East is far the largest external recipient of European defence products – 

receiving 35% of total EU exports in 2011, with further large sales reported in 2012-2013 – if 

intra-EU trade were included, exports among EU member states would represent 38.6% of 

total trade (2011). The volume of exports to the Middle East would then be second largest 

(21.3%), North America third (9.6%) and South Asia fourth (6.6%).  

                                                 
312 Ibid. 
313 Duquet, 2014: 71 
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5. The EU’s Common Security and Defence Policy 

The EU’s efforts to establish a more effective and coherent defence market in Europe are 

driven also in part by the Union’s ambitions to conduct operations abroad. The Common 

Security and Defence Policy (CSDP), which is an integral part of the EU’s Common Foreign 

and Security Policy (CFSP), aims to provide the EU and member states with an operational 

capacity to conduct civilian or military crisis management missions outside the Union in 

support of international peace and security. Mission objectives can include the following:314  

• Humanitarian and rescue tasks 

• Conflict prevention 

• Tasks of combat forces in crisis management 

• Joint disarmament operations 

• Military advice and assistance tasks 

• Tasks in post-conflict stabilisation 

The Council of the EU defines the objective of each mission and the general condition for its 

implementation, but may delegate the execution to a group of member states that have the 

necessary assets and capabilities.315 CSDP operational capabilities are owned by member 

states (the CSDP has no role in territorial defence) and the EDA is tasked to help these states 

improve their military capabilities to conduct CSDP missions. Deciding on a mission requires 

a complex process of decision-making that normally entails extensive, institution-based 

intergovernmental interaction.316 All missions are based on a unanimity rule between member 

states and the majority have been civilian rather than purely military in nature. The largest 

have been located in the Western Balkans, the Middle East and Eastern Europe (those three 

regions could be described as the EU’s ‘near neighbourhood’), but deployments have also 

been increasing in West and Central Africa, and there have been missions in South-East and 

Central Asia (see Appendix 1). Missions usually form a part of a EU long-term commitment 

and policy directed towards the regions or states in question. Military missions are the clearest 

example of the potential that the EU has to act collectively in defence. However, many 

analysts have pointed out that EU member states lack a shared strategic culture, which may 

undermine EU ambitions about becoming a creditable security actor. Perhaps the most 

                                                 
314 The latter three were added with the 2009 Lisbon Treaty; European Union, 2010 
315 European Union, 2010 
316 Grevi & Keohane, 2009: 19 
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important reason for member states to work collectively on CSDP is the needed restructuring 

of European defence following cuts in defence spending and maintaining a European DTIB. 

5.1 CSDP Development 

The institutions and procedures underpinning the CSDP have undergone a process of 

expansion and reform since it was established in 1999.317 The name then was the European 

Security and Defence Policy (ESDP), but in 2009 the name was changed to the current CSDP 

with the Lisbon Treaty, further reflecting the Union’s emphasis on a more common approach. 

After the Balkan Wars in the 1990s and especially the Kosovo crisis, there was frustration in a 

number of European capitals over Europe’s inability to frame a common response towards the 

crisis. The European states did not have the appropriate military equipment and the ‘heavy 

lifting’ was left to the U.S. This led the U.K. and France, the two major states in Europe’s 

security policy (Germany passively went along), to agree in their St. Malo summit declaration 

that the Union should develop a military and non-military crisis management capability 

allowing it to respond autonomously to a crisis situation. While at the time focusing on 

military crisis management, the policy gradually developed to include a civilian dimension. 

The so-called Petersberg tasks for crisis management framed by the WEU318 had already been 

incorporated into EU Treaty law with the Amsterdam Treaty of 1997, and were later extended 

in the Lisbon Treaty to the full list cited above. The 1999 Headline Goal for overall ESDP 

capabilities called for EU member states to make a minimum of 60,000 soldiers ready for use 

within 60 days for a major ESDP operation;319 its terms were updated in the 2010 Headline 

Goal. Making use of an institutional framework set up in 2000-2001 (Nice Treaty, Cologne 

and Laeken Summits), in 2003 the Union undertook its first ESDP crisis management mission 

in Bosnia and Herzegovina. From 2004 member states were asked to volunteer stand-by 

forces for ‘Battle Groups’ of around 1500 personnel, designed to spearhead various types of 

operations. In 2007, the Instrument for Stability was created to rationalize different EU 

instruments under one framework, creating scope for more synergy of EU civilian crisis 

management activities.320 

The 2009 Lisbon Treaty took several steps to further redefine and strengthen CSDP, opening 

up new possibilities both for the development of member states capabilities and in armaments 

                                                 
317 Grevi & Keohane, 2009: 19 
318 The WEU Foreign and Defence Ministers first developed the Petersberg Tasks in 1992. 
319 Grevi & Keohane, 2009: 72 
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policy. The post of the High Representative of the Union for Foreign Affairs and Security 

Policy (who is also a Vice-President of the Commission) was created, with enhanced powers 

to coordinate EU external policy and to speak on behalf of the EU in foreign matters,321 and 

the European External Action Service (EEAS) was set up. The Treaty also extended the 

concept of enhanced co-operation to CSDP and introduced the option of ‘permanent 

structured cooperation’ (PESCO), allowing a group of member states to work more closely 

together in the defence area without committing the remaining states. Also, a new ‘mutual 

defence clause’ (Article 42.7)322 and a new broad ‘solidarity clause’ (Article 222) for mutual 

assistance in civil emergencies were established in the EU’s legal framework and the previous 

‘three pillars’ structure of the Union was merged into one.323 

5.2 The European Security Strategy 

The EU’s 2003 European Security Strategy (ESS) – A Secure Europe in a Better World – 

provides the conceptual framework for CSDP operations, and was updated in 2008. The ESS 

emphasises that the Unions must become more active in pursuing its strategic objectives, 

stating that ‘this applies to the full spectrum of instruments for crisis management and conflict 

prevention at our disposal, including political, diplomatic, military and civilian, trade and 

development activities.’324 The Strategy acknowledges that with increasingly open borders, 

internal and external aspects of security are indissolubly linked and that security is a 

precondition of development.325 It defines the key security challenges facing Europe as 

including intra-state conflicts in developing countries, competition for natural resources and 

energy dependency. It singles out five threats of particular concern: terrorism, proliferation of 

weapons of mass destruction (WMD), regional conflicts, state failure and organized crime.326 

This list was later extended to include cyber and energy security and climate change. None of 

these threats can be dealt with by any European state acting alone. 

The ESS outlines which priorities the CSDP should focus on, declaring the EU’s commitment 

to build an international order based on the rule of law, multilateralism and working with 

other international organizations such as the United Nations (UN), African Union (AU) and 

                                                 
321 The post merged two positions: the High Representative for CFSP and Commissioner for External Relations, 
and symbolizes the disappearance of the pillar structure. 
322 Article 42.7 was inspired by the WEU mutual defence clause in the 1954 Modified Brussels Treaty. 
323 The mutual defence clause does not affect the security and defence policy of member states, i.e. does not 
overcome the distinction between NATO members and non-allied states. The clause states that if it is 
implemented, the former will make use of existing NATO arrangements. 
324 European Union, 2003: 11 
325 European Union, 2003: 2 
326 European Union, 2003: 3-5 
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NATO. With the increasing unwillingness of the U.S. to conduct military interventions abroad 

in pursuit of collective Western interests, and the Obama Administration’s talk of a strategic 

‘pivot’ or re-balancing towards Asia, EU member states will most surely have to do more in 

future to preserve their strategic interests and international security. With the EU assuming 

greater responsibility for its own security and that of is neighbourhood, CSDP missions are in 

many ways suitable for member states to make good their emphasis on crisis management. 

CSDP missions have demonstrated that they have been where others have not been capable or 

willing, or where a flexible and rapid response was necessary that only the EU could 

deliver.327 However, for the EU to be a credible security provider it needs the right 

capabilities and equipment for CSDP missions. 

5.3 Capabilities and the Defence Market 

CSDP is indissolubly linked with the European defence market and member states’ defence 

capabilities. Following the adaption of the ESS (the EU’s long-term goals) and building on 

the Helsinki Headline Goal (requirements for the EU’s military tools), the EU set a revised 

2010 Headline Goal for its operational capability planning to conduct CSDP missions. The 

catalyst and tool for this achievement is the EU Capability Development Plan (CDP) 

developed by the EDA (for the EU/CSDP) in 2008 and updated in 2011. The CDP is designed 

to offer a more detailed and evidence-based analysis of future capability needs and the mutual 

disclosure of national medium-to-long term planning.328 The CDP now lists 10 topics for 

specific action:329 

• Counter Improvised Explosive Device (C-IED) 

• Medical Support 

• Intelligence, Surveillance and Reconnaissance 

• Increased Availability of Helicopters 

• Cyber Defence 

• Multinational Logistic Support 

• CSDP Information Exchange 

• Strategic and Tactical Airlift Management 

• Fuel and Energy 

• Mobility Assurance 
                                                 
327 Gross, 2013: 39 
328 European Defence Agency (a), 2008 
329 European Defence Agency, 2011 
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This list, elaborating on the original and new Headline Goals, gives a clear indication of 

which items and capabilities the European defence market should focus on in support of 

CSDP operating capabilities. However, the CDP adds a further dimension by noting the need 

for interoperability in the relevant defence products and systems. Lessons learned from CSDP 

missions have highlighted the importance of standardisation and certification for the 

interoperability of the armed forces.330 This is also important for the competitiveness of the 

European defence market. In addition, using the same equipment is line with the economic 

imperative to consolidate the demand side of the European defence market.331 

For member states’ armed forces (and other staff) working together in CSDP missions, using 

the same type of equipment will most surely increase the effectiveness (synergy) of their 

action. Nevertheless, duplication across the EU persists, with no common CSDP 

standardisation and equipment mostly linked to national defence industries, which also 

requires maintenance at national level by national companies.332 However, many member 

states are used to cooperating within NATO – both in mission planning and in standardization 

of equipment – and this has improved interoperability and fostered the gradual definition and 

refining of European missions.333 Through Partnership for Peace, the option to align standards 

with NATO is also open to non-allied nations, such as Finland.  Further, CSDP missions and 

other operational experiences have shown that common acquisitions are most successful if 

they are started further ‘upstream’: in the EDA’s words, ‘attempting to harmonise technical 

requirements is difficult or impossible if the underlying thinking on conceptual requirements, 

and financial and timescale expectations, has not been converged from the outset.’334 The 

CDP also stresses (as have been mentioned before) the need invest more in defence industry 

to maintain military capability in Europe, this is apparent in the field of R&T where 

expenditure fallen to a dangerous low level and Europeans now living off from investments 

made during the Cold War.335 

Eliminating duplication is not an easy task to accomplish but the stakes are high. For example, 

in the aerospace sector, the R&D costs of the three European advanced fighter aircraft (see 

Chapter 4.1.3.1), relative to the numbers of units produced, are €10.23 billion more than the 

                                                 
330 European Parliamentary Research Service, 2013: 58 
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costs for the single equivalent in the U.S. (J.S.F.).336 Also, there is little logic today in 

maintaining some 10.000 battle tanks and some 3.000 combat aircraft in Europe.337 Thus, 

increased pooling and sharing of defence equipment (or ‘smart defence’ in NATO terms) will 

reduce costs both for national defence and for overseas missions and thus also improve the 

functioning of CSDP. The pooling and sharing initiative, part of the EU’s ‘Defence Package’, 

can be regarded as a step in that direction although there are not many cases yet of its being 

implemented. At the same time, despite duplication and excess capacity in major defence 

equipments, it has often been difficult to get the right assets needed for CSDP missions. For 

example, it took the EU six months to find 16 helicopters and 10 short transport planes for a 

peacekeeping mission in Chad, which delayed the starting of the mission.338 In addition, 

strategic air-lift has been lacking and member states have had to rely on Russian and 

Ukrainian aircraft which clearly undermines that goal of autonomous European capability 

development. The planned development of the A400M transport plane was important in this 

context. 

Looking ahead, one more likely route for the effective development of CSDP capabilities is 

for the more ambitious military member states, in particular the U.K. and France (who both 

share a more global approach towards defence and force projection), to use the PESCO 

mechanism and combine their (sovereign) forces to undertake the more challenging military 

operations. The bilateral Lancaster House Treaties agreed in 2010 are example of further 

Anglo-French cooperation. Other members are more likely to provide CSDP with ‘niche 

capabilities’ under France and U.K. leadership, and/or to and undertake the ‘softer’ aspects of 

CSDP missions (civilian etc). 

5.4 Challenges 

One of the biggest challenges for CSDP has been finding the adequate resources for it to 

perform effectively and contribute to international security.339 Serious capability shortfalls 

persist. For example, despite high personnel costs across Europe, there are not enough 

soldiers with the necessary skills for international crisis management missions. Some member 

states have not reformed their armed forces from a Cold War posture in territorial defence and 

as a result, a large proportion of EU states’ military personnel can barely be deployed on 
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missions abroad.340 Reinvigorating CSDP is necessary if the EU wants to be security 

provider, this would also mean strengthening the defence industry. 

However, improving cooperation and making the necessary investments can be a daunting 

task, with member states often more willing to talk than to match words with deeds. The 

experience in Libya and Mali points to lack of military capabilities even when it comes to 

relatively small-scale interventions.341 For example, the deployment of EU Battle Groups was 

contemplated on both occasions (apparently a Battle Group was on stand-by during the Libya 

campaign) but did not occur; and in fact these Groups have never been deployed as such – 

which shows how difficult it is for EU members to take united action in more challenging 

situations even under a UN mandate. One underlying problem is that member states’ strategic 

thinking is very different from one another. A comprehensive analysis of member states’ 

strategic polices (2012) concluded that full-out ‘strategists’ in Europe are few and widely 

scattered. The best are – unsurprisingly – France and the U.K., (‘grand strategists’), but 

Finland, Sweden, and the Czech Republic might also fit this description.342  Many states in 

East and Central Europe can be categorized as ‘localists’ whose strategic thinking usually 

draws from NATO or the U.S. (Poland, the Baltic States, Slovakia, Bulgaria, and Romania), 

with other states having various levels of strategic thinking.343 This points to the central role 

of NATO in many member states’ defence policy and the relatively low level of attention and 

resources devoted to CSDP. 

Finally, the best way for the EU to solve a crisis would be to address the causes of a crisis 

before they break out into conflict. This is where the EU can have the greatest impact – 

combining member states’ political will with EU institutions: to prevent conflict manage 

crises and promote long-term stability and development.344  The issue is not to spend more, 

but how to spend the limited resources available more wisely. The cost for Europe of not 

having a common approach in defence has been estimated as ranging from €130 billion, at the 

higher end, to at least €26 billion on a more conservative calculation. Such calculations are 

admittedly based on assumptions that are impossible to test.345 Nevertheless, if the EU were 

to operate in a more integrated manner, member states could spend significantly less than the 
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current (2012) combined defence budget of €275 billion to achieve the same level of 

effectiveness.346 
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6. Restrictive Measures 

Like the European defence market, defence exports have largely been excluded from EU 

Treaties. EU defence exports are fundamentally a competence of member states but there has 

been some process at the EU level to strengthen and harmonize member states’ arms export 

policies through the CFSP framework. This is evident in the adaption of Code of Conduct in 

1998 and its successor the Common Position in 2008 that provides common assessment 

criteria for member states export licenses. Other instruments the EU has at its disposal include 

arms embargos and information exchange. The EU is also a supporter of the UN Arms Trade 

Treaty which aims to achieve greater international responsibility and transparency in the 

global trade in weapons and other defence related products. 

However, as we have seen in Chapter 4.4, defence companies have increasingly been turning 

to exports outside the EU because of a changed market environment (defence cuts, 

globalization, competition etc). With exports, they have been able to compensate for reduced 

home markets and for many companies it has been the only way to survive. This has also been 

helpful for governments’ efforts to maintain a national industrial base (DTIB). European 

defence companies, supported by their national governments and the European Commission, 

are therefore increasingly relying on exporting their products. This development has in recent 

years come under harsh criticism in several EU member states, especially because of 

revelations about earlier exports to the Middle East and North Africa of equipment that was 

put to violent uses in the 2011 Arab Spring uprising. Critics have focused on the legality of 

these and more recent sales and on how ethical it is to export to the region, but have also 

questioned whether more should be done to improve the EU’s common approach. Critics say 

that economic interests are given too much weight in the decisions whether or not to issue 

export licences destined for the region.347 The European Parliament has also called for 

improvements in this area. In a paper published by Directorate-General for external policies 

of the Parliament (2012), one of the recommendations was that member states must 

demonstrate greater caution in their export policy for Middle Eastern and North African 

states, lest the EU should lose some of its credibility and legitimacy.348 
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6.1 EU Defence Export Policies 

Member states have traditionally pursued different defence export policies and have been 

reluctant to give up national control in this area. During the Cold War, the only real tangible 

exceptions were multilateral defence embargoes such as the prohibitions placed by Western 

states on certain hi-tech exports to the East through Council Working Group on Conventional 

Arms Exports (COCOM).349 This started to change to some extent in the early 1990s after the 

first Gulf War – when member states where painfully reminded that the equipment Iraqi 

military forces were using was in large part manufactured in Europe – and policy instruments 

were set up making members’ export policies for defence equipment more coherent. 

Apart from the Gulf War, EU efforts to harmonize national arms export policies have been 

largely motivated by four factors.350 

• Efforts to harmonize EU foreign and security policy.351 This intensified with the 

adoption of the CFSP and CSDP in the 1990s and created a legal basis for EU activity 

in the area. 

• The post-Cold War consolidation and globalization of European defence industries. 

This provided a strong economic rationale for more coordinated export policies. 

• The growing emphasis on conflict prevention after the Cold War. This led to calls for 

foreign policies to be more ethical, including arms exports. 

• In addition, there were numerous scandals uncovered during the 1980s and 1990s. 

Those scandals implicated nearly all the major European defence-producing states and 

exposed the extent to which defence companies were able to avoid national 

regulations and export to states under embargo, often with government involvement. 

The adoption of the Code of Conduct in 1998 was a major step in harmonizing member 

states’ defence exports. For the first time members committed themselves politically to a set 

of minimum standards when deciding if an export licence should be issued. Then in 2008,352 

the Code of Conduct was converted into the legally binding Common Position. However, 

member states continue to maintain final control of all aspects of defence export licensing. 

This leads to differences between member states but also in their decision-making on transfers 

to particular end-users and destinations.353 

                                                 
349 Bromley (a), 2012: 3 
350 Ibid. 
351 Initial attempts to harmonize the EU’s foreign and security policy began in the 1970s. 
352 Already agreed in 2005 but delayed partly because of debate of lifting the arms embargo on China. 
353 Bromley (a), 2012: 2 
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Other examples of harmonizing member states defence export policies include a Council Joint 

Actions (2002) on accumulation and spread of small and light weapons (SALW), and a 

Common Position (2003) on the control of arms brokering.354 The Council has also adopted a 

strategy (2003) against WMD proliferation, which includes multilateral export controls by EU 

member states on WMD-related items and technologies, and also the provision of assistance 

to third countries in improving the effectiveness of their export controls. 

6.2 The EU’s Common Position on Defence Exports 

The Common Position is supposed to define common rules governing the control of exports 

of defence products and technology, with the aim of harmonizing member states’ export 

policies in line with agreed binding minimum standards.355 The Common Position is the 

foundation of EU defence export policy and serves to ensure the consistency of EU external 

action (in accordance with Article 3 TEU).356 Within the Common Position, member states 

recognize the special responsibility of defence exporting states and seek ‘to prevent that 

military technology and equipment might be used for internal repression or international 

regression or contribute to regional instability.’357 

The Common Position provides for the first time formal guidelines – in the form of eight 

criteria – for member states’ decisions on defence export licensing. In addition to ‘physical 

exports’, export licensing systems should also cover licensed production, brokering, transit 

and transhipment and intangible transfers of software and technology.358 For example, 

Criteria 1 states that member states should respect international obligations and commitments, 

in particular sanctions adopted by the EU and United Nations Security Council, but also 

agreements on non-proliferation and other subjects.359 Criteria 2 states that member states 

should deny a licence for arms exports if human rights or international humanitarian law in 

the state of final destination are violated. Member states shall therefore: ‘deny an export 

licence if there is a clear risk that the military technology or equipment to be exported might 

be used for internal repression’360 and must ‘exercise special caution and vigilance in issuing 

licences, on a case-by-case basis and taking account of the nature of the military technology 

                                                 
354 European Council (b), 2008 
355 Ibid. 
356 For example, the EU shall contribute to peace, security and sustainable development in its relation with the 
wider world. 
357 European Council (b), 2008 
358 Bromley (a), 2012: 5 
359 European Council (b), 2008 
360 Ibid. 
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or equipment, to countries where serious violations of human rights have been established’.361 

They must ‘deny an export licence if there is a clear risk that the military technology or 

equipment to be exported might be used in the commission of serious violations of 

international humanitarian law.’362  Further, Criteria 3 states that member states shall deny an 

export licence if the equipment or technology in question would provoke or prolong armed 

conflicts or aggravate existing tensions; and Criteria 4 states that member should preserve 

regional peace, security and stability.363 

At the same time, the Common Position specifically acknowledges the right of member states 

‘to maintain a defence industry as part of their industrial base as well as their defence effort’. 

It recognizes that strengthening a European DTIB contributes to the implementation of the 

CFSP and in particular the CSDP, and ‘should therefore be accompanied by cooperation and 

convergence in the field of military technology and equipment.’364 Accordingly, member 

states can take into account the effect of exports on their economic, social, commercial and 

industrial interests, but this should not affect the application of the assessment criteria.365 

When permitting an export licence member states must assess the request for export while 

taking the criteria in EU’s Common Position into account. If the proposed export is in line 

with the Common Position, a licence can be issued; if not, then member states deny the export 

and share the information with other members. Member states can also impose stricter criteria 

for issuing licences than in the Common Position (for example, Germany claims that its 

export licence standards are stricter), and some member states have transposed the criteria 

into their own legislation.366 

One of the important aspects of the EU’s common approach is the EU Common Military 

List367, describing the military/defence equipment to which the Common Position should be 

applied. The list is regularly reviewed and similar national and international lists are taken 

into account, such as those of the Wassenaar Arrangement on Export Controls for 

Conventional Arms and Dual-Use Goods and Technologies (to which all EU members 

belong). Further, the defence export report published annually by the EU, starting in 2004, is 

an important step towards achieving greater transparency in member states’ exports. Although 

                                                 
361 European Council (b), 2008 
362 Ibid. 
363 Ibid. 
364 Ibid. 
365 Duquet, 2014: 8 
366 Duquet, 2014: 9 
367 Council adopted the Common Military List in 2000 
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not binding, member states are asked to submit data on the financial value of both arms export 

licences and actual arms exports, broken down by destination and categories of the EU 

Common Military List.368 The report compiled from this information provides a 

comprehensive overview of defence exports from the Union, showing how many export 

licences member states have granted and denied to customers. The body responsible for 

following up the Common Position is the EU Council Working Party on Conventional Arms 

Exports (COARM). The core activities of COARM are updating the User’s Guide, managing 

a denial notification database and compiling the annual report.369 In the COARM working 

group are representatives of national licensing administrations, which have regular meetings 

to discuss their national export control policies and the implementation of the Common 

Position. COARM thus plays a crucial role in the challenge of harmonizing the different 

national arms export control policies.370 

The EU has also spent time and money on trying to improve other states’ export control 

policies, for instance by holding regional seminars (in East Europe, the Balkans, North Africa 

and Middle East) to promote the principles of the Common Position and help states to develop 

their enforcement capacity. The EU has been actively working with other institutions such as 

the UN (globally) and the OSCE (regionally) on curbing the illicit trade in SALW. 

In sum, the EU Common Position commits member states to apply the criteria when issuing 

defence export licences; the EU Military List further sets controls on what defence products 

cannot be exported; and, member states take part in further mechanisms for consultation and 

information exchange.371 However, although member states have committed themselves to 

take into account the Common Position’s criteria, the final decision on each export lies with 

individual governments and it is they who judge whether the Common Position should apply 

when granting an export licence. Thus, the Common Position essentially leaves the 

competence and responsibilities for defence export control with the member states.372 The 

consequence is a fragmented implementation of EU defence export policy. For example, in 

Duquet’s (2014) research on the subject, he found that export policies are fundamentally 

shaped by national factors rather than by an agenda of European harmonization.373 The export 

control systems and practices of the member states he studied (France, Germany, Belgium and 
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the Netherlands) are a result – along with national factors – of considerations of security and 

stability, foreign policy objectives, ethical criteria such as human rights and conflict 

prevention, and economic interests.374 The smaller defence producing member states in the 

EU (second-tier/all except the six largest) are the only ones that stress the importance of a 

more common approach to defence exports. Duquet’s conclusion is that economic interests 

seem to prevail over a restrictive interpretation of the Common Position criteria.375 

Information about member states’ defence exports is also lacking, with all the major EU 

exporters failing to provide sufficient data. In the Council Fifteenth Annual Report on Control 

of Exports of Military Technology and Equipment for 2012, Germany and the U.K. did not 

provide data on their exports and France and Italy did not provide figures on specific 

categories of weapon systems sold; therefore we do not know what they are actually 

exporting. 

6.3 WMD and Inhumane Weapons 

The EU’s efforts for restraint in the conventional arms trade are paralleled by its policies 

against the proliferation of Weapons of Mass Destruction and its support for bans or 

limitations on other ‘inhumane’ weapons.  WMD threats were highlighted as a major concern 

for CFSP in the European Security Strategy of 2003 and the same year saw the adoption of a 

detailed EU strategy and action plan for non-proliferation. This has led among other things to 

the creation of the EU Non-Proliferation Consortium, a network of independent think-tanks 

working in support of the EU strategy. For many years the EU has taken measures to reinforce 

the Convention on Biological and Toxin Weapons Convention (BTWC) and the Chemical 

Weapons Convention (CWC) and to support the latter’s executive arm, the OPCW. The 

European Commission is a member of the Australia Group and observer in the Nuclear 

Suppliers Group and Zangger Committee, all of which contribute to international non-

proliferation efforts through specialized export controls; all member states belong to these and 

to the Missile Transfer Control Regime (MTCR). 

In more recent developments, the EU has supported the International Atomic Energy Agency 

(IAEA), working with it both on general safeguards for the civil nuclear industry, and on 

negotiations (led initially by three EU member states and the High Representative) aimed at 

curtailing Iran’s nuclear programme. As for inhumane conventional weapons, in 2014 the 

Ottawa Convention banning landmines was renewed and the EU has been its strongest 
                                                 
374 Ibid. 
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supporter and leading donor, with a contribution to mine clearance of over €500 million since 

2009. The EU has also been trying to gather support among member states regarding 

implementation of the recent ban on cluster munitions (Dublin Convention), but with mixed 

reactions (Finland). For example the U.K., once a major producer, announced in 2013 the 

complete destruction of its relevant arsenal, and other major EU producers have ratified the 

Treaty. Other recent humanitarian efforts include a Directive (2013) on falsified medicines for 

human use. 

6.4 The Arab Spring 

The ‘Arab Spring’ has become synonymous with events that unfolded in the spring/autumn of 

2011 in North Africa and the Middle East. A process that started in Tunisia, with a young man 

setting himself on fire in protest at the government’s increasing food prices, it soon spread to 

neighbouring Arab states: Algeria, Libya, Egypt, Syria, Bahrain and Yemen. Other states saw 

incidental protests. Although the causes of the protests were different in each state, they were 

all directed at government authorities. Many protesters wanted to bring democracy to their 

respective home countries but to this date, the only significant democratic development has 

been in Tunisia. 

The uprising drew sharp attention in Europe to defence exports to the region and EU control 

policies, exposing in particular how differently member states assess their commitments under 

the Common Position. Just one arms embargo (Libya in February 2011) and one set of 

sanctions (Syria in May 2011)  were imposed – on states known for human rights abuses – but 

no restrictions were placed on any other state. France apparently broke the embargo on Libya 

in 2011. In addition, several member states have continued to ease restriction on defence 

export policies to the region or have further eroded their traditionally restrictive defence 

export policy for the region.376 Thus, the common EU approach can be described as highly 

hypocritical. Non-governmental organizations (NGOs), national parliamentarians and the 

European Parliament have all criticised the continued or rising exports from various EU 

countries. Such concerns were fuelled by revelations (some broadcasted live on TV) that 

European defence products were used by repress democratic protests calling for more 

political, economic and social rights – including some products that had been transferred just 

months or weeks earlier.377 
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The Arab region continues to be the largest external export market for defence companies 

operating in the EU, absorbing around a quarter of all such exports (see Chart 2). On the basis 

of the criteria in the EU Common Position, member states have considered majority of 

defence export licences for the Middle East and North Africa as unproblematic. In 2012, 

member states approved approximately 4,500 export licences with a total value of more than 

€10 billion, with the five largest producing states in the EU accounting for 90% of sales.378 

However, other member states such as Belgium are large manufactures of SALW, the export 

of which contributes to instability and the further aggravation of conflicts; they also supply 

components (second- or third-tier etc) in weapons systems that larger states produce. 

 

Chart 4. EU Licensed Defence Exports to the Arab World (2009-2012) 

 

Licenced exports to other states in region include (in million EUR): Qatar (943), Lybia (694), Iraq (642), Other 
(299), Jordan (285), Bahrain (206). (total 3,069 million EUR rounded). Source European Council (COARM) 
(2014). 
 

According to COARM sources, the value of licensed exports to the region has doubled 

between 2007 and 2012. There was a drop during the Arab Spring (2011) but exports soon 

increased and by the end of the year they were higher than before the uprising. Although the 

number of denials of export licences (2012) to the region increased, they are still is 
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proportionally low, on average 2-3% of total licenses.379 Many member states also suspend or 

froze existing export licenses following the protests across the region – the U.K. and France 

revoked many licenses that had been granted, Germany suspended issuing of new licences 

and so did other EU states, with Italy responding more slowly – but this was done only 

temporarily, and those states affected were often not important customers (COARM reports 

and most national reports do not provide licence suspensions).380 It should also be noted that 

the EU’s equipment lists for export control purposes - the EU Military List and Dual-Use List 

– do not cover surveillance and monitoring products, which governments used extensively 

against protestors during the Arab Spring. 

The defence export practices of member states cannot alone explain why the proportion of EU 

licensed exports to this region has increased from 16% in 2007 to 25% in 2012.381 Other 

factors also have an effect: for example, Saudi Arabia has been boosting its defence budget in 

recent years (a process that started before the Arab Spring), and other Gulf states have also 

been spending more (e.g. U.A.E. and Oman). The high value of exports to those states 

(especially Saudi Arabia) also reflects that fact that they have large oil revenues that can pay 

for expensive weapon systems (e.g. aircraft, tanks, and missile systems). This development 

can also be seen to some extent as a reaction to the perceived threat from Iran. 

According to Duquet (2014), there is little evidence to suggest that the events of the Arab 

Spring have led to fundamentally more restrictive European arms export policies (with the 

exception of Libya) or to greater harmonization of member states’ export control policies. 

Member states, indeed, took measures to halt transfers to states affected by the Arab Spring 

but they were mostly temporary. Exports continued to other states in the region, many of 

whom were taking forceful measures to suppress demonstrators at home. However, there has 

been increased pressure on European governments from parliamentarians, resulting in more 

transparency and improvement on the legal framework of some member states. 382 

There is clear evidence that European-made weapons and other defence related products were 

used by authorities against protesters during the Arab Spring. Many member states have 

argued that the Arab Spring was impossible to predict, and therefore they cannot be accused 

for being slow in curtailing their exports to the region. However, human rights issues have 

long been a concern in the region and should have been included in governments’ 
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deliberations when the licences were initially issued. The EU, in its efforts to promote peace 

and development (which the Common Position clearly states as aims), should ideally develop 

a common export policy towards the region. Failing this, member states should adhere to the 

principles they have committed themselves to – for example, Criteria 2-4 of the Common 

Position. The national implementation of the Common Position is clearly not working in 

harmonizing member states export policies towards a more ethical system of control. 

6.5 The Arms Trade Treaty 

A major recent example of EU activism on global arms trade controls is the United Nations 

Arms Trade Treaty (ATT) of 2014, designed to commit all states to controlling irresponsible 

trade with weapons. Adopted by the UN General Assembly in April 2013, the Treaty has been 

signed by 130 states and ratified by 61, whereas only 50 signatures were required for the 

Treaty to become binding. That stage was reached in September 2014 and the Treaty 

officially became international law on Christmas Eve 2014. The EU strongly supported the 

Treaty throughout the negotiating process, working with NGOs and pressing on other 

significant players like the US to accept the highest negotiable standards (e.g. by arguing 

against exempting non-state transfers). The European Council has allocated funds in order to 

provide financial assistance to help other states implement the provisions of the Treaty. 

The ATT is the first international legally binding agreement to regulate the global trade in 

conventional weapons – everything from battle tanks and combat aircraft to SALW, missiles 

and ammunitions – and might be claimed to represent a new chapter in international 

disarmament issues. Its supporters have hailed it as the first-ever agreement to impose 

universal disciplines on national governments in order to limit the flow of weapons to states 

where they can be used to commit atrocities, war crimes or attack civilians. The Treaty will 

oblige states to apply international law and regulations to control the import and export of 

weapons, and hold them to account for the weapons they have. The hope is that these 

measures will slowly and gradually reduce the irresponsible arms trade and check the flow of 

weapons into the illicit market. 

However, the Arm Trade Treaty is not an arms control Treaty per se, as it does not place 

restriction on types or quantities of weapons that states can export, import or own, and has no 

effect on domestic weapons issues. Rather, it focuses on criteria for the arms trade and sets 

out the measure of international humanitarian law and human rights law that have to be 

respected by parties to the Treaty. They must apply those in measuring whether or not making 
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a weapon export and then apply those criteria to transfer of everything from battleships to 

handguns. Implementation depends on states enshrining such rules in their own national laws 

and making them enforceable in domestic courts. States have to report on how they 

implement the Treaty, and on annual weapons exported and imported. In the conference of 

state parties of the Treaty, these transfers can be debated and challenges can be made over 

problems that may arise. This creates a venue for states, the defence industry and civil society, 

all working together, to stop the irresponsible weapons trade. It represents unique progress in 

generalizing controls on conventional arms, including SALW, whereas the bulk of earlier 

global arms control measures have been WMD-related or dealt with ‘inhumane’ weapons. 

Supporters of the Treaty say it can reinforce other treaties and conventions (e.g. the Ottawa 

Convention banning landmines and the Dublin Convention prohibiting the use of cluster 

bombs). It will make future crises less likely (like in Syria) as conflicts can be ‘starved’ with 

weapons. 

On the other hand, critics say that despite good appearances the Treaty is actually very weak 

with many loopholes. The threshold for stopping arms transfers is too high and it is up to the 

states themselves whether to block a weapons export or not. The text of the Treaty can be 

seen as legitimizing the arms trade383 and does not establish an ethical decision-making 

framework for it. There are concerns that exporters, including in Europe, can claim they are 

complying with humanitarian rules without any assurance that the new rules will be complied 

with any better than old ones – for instance, the rule against supplying non-state actors, which 

has clearly and recently been broken in some Arab Spring conflicts. Western defence 

companies may even benefit in terms of competitiveness, since suppliers from other regions 

are now in principle subject to tighter restraints than before. Finally, in terms of the impact on 

crises, many weapons being used in conflicts today (Syria, Libya, Mali and elsewhere) are the 

result of high production during the Cold War and other surplus stocks. As it does not cover 

pre-existing weapon holdings, the Treaty does not address directly the availability of 

weapons. Questions have also been raised about shortcomings in many states’ ability to 

implement the Treaty: but here, the financial support and expertise that the EU has pledged 

for states attempting to implement the Treaty ought to help.384 

Still, the fact is that many large (non-Western) exporters – such as Russia, China and India – 

have not signed the Treaty. Those states will be able to export weapons to unstable regions 
                                                 
383 The Treaty recognises the ‘legitimate political, security, economic and commercial interests … in the 
international trade in conventional arms.’ United Nations, 2013 
384 Bromley (b), 2014: 15-16 
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and to conflict zones, giving them a competitive advantage in such cases. However, 

supporters of the Treaty have emphasised that even non-adherents to the Treaty will face 

increased pressure for restraint from the new international norms and from civil society. For 

example, the U.S., Russia and China have respected the Ottawa and Dublin Conventions 

(mentioned above) even if they are not signatories. Similarly, the Comprehensive Nuclear 

Test Ban Treaty (CTBT) has made the testing of nuclear weapons universally unacceptable 

although it has not entered into force. Chinese weapon sales to South Sudan in September 

2014 were cancelled because of such considerations even before the Treaty came to force, 

showing that international pressure and norms do work and can have an increasing effect 

when developed over time. It is also significant that the U.S. – the world’s largest weapons 

exporter – has signed the Treaty and has already amended its defence export rules to 

incorporate the provisions of the Treaty into national law. Given the large support the Treaty 

gained it is therefore not unlikely that other states will adhere even if they are not signatories. 

As the UN Charter recognizes the right of every state to armed self-defence, the Treaty is 

unlikely to harm or impede the legitimate weapons trade, which is surely going to remain a 

very lucrative business. However, the aim is to reduce some of the problems that have been 

associated with irresponsible sales and lack of control. The Treaty has all the potential to 

create a new international standard, international norms and best practices concerning 

conventional weapon exports and can thus contribute to international peace and security. 
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7. Conclusion 

The European integration process has always been designed, most fundamentally, to bring 

peace to a continent once devastated by war, while simultaneously bringing economic 

prosperity. So normal has peace become that ‘no one realizes how amazing that is any more’ 

(Umberto Eco). Europe no longer poses a threat to the rest of the world despite having around 

1.5 million soldiers and large and advanced defence industries. The EU is best characterised 

as a civilian power, dominated by economic concerns rather than nationalism or militarism. 

Most Europeans do not even believe in the importance of military power and are much more 

preoccupied with economic matters. 

These special European characteristics fit logically enough with the fact that the continent still 

provides for its own physical defence through NATO – relying on the US to take the main 

responsibility for using nuclear weapons, if necessary, in its defence and to send the crucial 

reinforcements.  Europe also in practice relies on the US to make the larger and more risky 

interventions to serve Western interests in other regions. Regarding military development 

worldwide, Europe adopts a posture of basically advocating and promoting restraint, both 

through its own crisis management and peace-supporting policies, and through its support for 

global and regional disarmament, non-proliferation, prohibition of inhumane weapons, and 

restraints on the arms trade notably through conventional and WMD-related export controls   

However, it may not seem so logical that the EU has created its own military policy, calling 

on all its members to supply capacities for military and civilian interventions abroad and 

setting targets for them to improve their relevant capabilities. The EU has also taken several 

actions to protect, encourage and develop its member states’ defence industries, notably 

though promoting and facilitating joint R&T and with defence industrial collaboration. Is 

there not a contradiction or some kind of hypocrisy here? 

The EU might defend itself by arguing that the CSDP is designed for altruistic purposes in 

support of the aim of crisis management and international security; that the European industry 

needs to produce the specialized products and skills needed for successful CSDP missions; 

and that industrial collaboration and consolidation should actually lead to a smaller industry 

better tuned to Europe’s modern needs. This thesis has looked in detail at the development of 

the European defence market, its link with CSDP, and the EU’s ‘balancing’ arms restraint 

policies to see whether the facts actually fit these arguments. In these conclusions, the 

findings regarding the EU’s reasons for defence market promotion will first be tested against 

the two hypotheses from the Introduction (which relate to the logic of the market itself), and 
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then against the main research question regarding hypocrisy. The relevance of the theoretical 

explanations in Chapter 2 will also be re-visited. 

7.1 Hypotheses on Market Prospects 

The logic of EU efforts to promote a more rationalised defence and security sector may be 

summarized from two different but interlinked perspective: economic and political. Here we 

summarise what the above analysis has shown concerning economic and commercial driving 

forces. 

The economic motivations are obvious. The established single market laws and regulations 

cover every aspect of industrial production generated in Europe. The exception of defence 

production can be considered outdated, all the more so now that the industry is to a large 

extent integrated into the civilian sphere and it is hard to separate the two, especially in terms 

of technology development. Besides, major producing states in the EU can no longer maintain 

a sustainable DTIB on a national basis; and these tendencies will only increase in the future. 

The EU’s efforts to create a single European defence market (equipment market and European 

defence technological and industrial base) are aimed at removing some of the inefficiencies 

that persist as a result of many separate national defence markets, while stimulating all 

connected sectors of the European economy. This should lead to a European defence sector 

that is more competitive, competent and capable, at a time when the global defence industry is 

increasingly becoming more globalized – reducing duplicated production (of major platforms, 

etc) across Europe. In turn, this should save member states significant financial resources, 

maintain employment, and boost export capacities and technological expertise in Europe. 

A single European defence market also helps maintain the operational capabilities of member 

states and can help to improve CSDP. It can be seen as the ‘supply’ dimension of a many-

sided process of European defence collaboration. Collaboration is one of the distinctive 

features of European defence industrial policy and often the only basis on which Europe is 

able to compete with the U.S., with the Airbus Group as a successful example. Collective 

R&D spending by member states is necessary for future production lines; the enormous cost 

will be too much for a single European state to bear. 

However, a single European defence market is not possible without political will, especially 

on the part of the major producing states. Many smaller states will not necessarily see a reason 

for it at all. Furthermore, Article 346 of the Treaty which allows member states to protect 
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their national industries still stands in the way of a true European defence market comparative 

to the single market. 

This economic analysis of EU efforts for a more rationalised defence and security sector 

answers well the two hypotheses put forward at the start of this dissertation. On the basis of 

the qualitative data presented in this dissertation I find both research hypothesis to be correct.  

Hypothesis 1: If the European defence market wants to remain competitive it has to undergo 

changes and increased industry consolidation is necessary. 

This statement holds good with certain exceptions. There will be pressure for increased 

consolidation above all in the production of expensive weapon systems. This is evident in the 

aerospace sector and was one of the main reasons for the proposed merger between two of 

Europe’s largest defence companies in 2012 (with even more companies considered at the 

time). Given the power of the U.S. defence industry, there has been de facto structural 

disarmament in post-Cold War global defence production with few producers being able to 

compete with the U.S. The above merger is a clear evidence of that development. 

Hypothesis 2: Governments’ defence cuts have made new investments in the defence industry 

more difficult and can be problematic if European countries want to maintain their industrial 

base and sovereign military capability. 

The second hypothesis holds. Government defence cuts have made investments difficult. This 

could be remedied to some extent without more spending by allocating resources in a more 

efficient way (smart defence). For example, military personnel costs are very high across the 

EU and, as already mentioned, there is a lot of duplication in production. This is especially 

evident when comparing different sectors of the European defence industry with the U.S. 

Defence cuts can also be problematic if states want to maintain their industrial base and 

sovereign military capability. As shown above, structural changes such as steps towards an 

single European defence market and stronger European defence policy can help, but that 

means states accepting an approach to the defence sector that is more ‘Europe and less 

national’. 

7.2 The Question of Hypocrisy 

The political context of European defence collaboration is not as clear as the economic 

analysis, but it does raise serious questions about EU policies regarding defence production 

overall. The fact cannot be overlooked that the EU’s defence producers, combined, constitute 
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the world’s second largest producer of weapons and other defence-related items after the U.S.. 

Many of those weapons are being used globally, whether in unstable regions or conflict zones. 

In the post-Cold War era, every major defence producing state in the EU has come to depend 

heavily on exports and national defence cuts are likely to perpetuate this trend. No longer are 

sales targeted and constrained for ideological reasons as they were during the Cold War. 

Defence companies are ready to sell to (almost) everyone the weapon systems they produce, 

although they still require an export licence from governments. 

The EU has for 16 years now been actively promoting its Common Security and Defence 

Policy with the emphasis on peacekeeping missions, upholding human rights, preventing 

conflicts and strengthening international peace and security. It has played an important role in 

non-proliferation issues and has strongly endorsed the UN Arms Trade Treaty (which every 

member state has signed). It is the only regional organisation to have set up a legally binding 

arrangement for its members’ control of conventional arms exports, reflecting its commitment 

to conflict reduction and good governance and acknowledging the special responsibilities that 

are involved in such business/trade. As in the case of the CSDP, these positions also have an 

element of self-interest as it benefits the EU to minimize armed violence, especially in its 

neighbourhood.  

However, EU weapons are still being exported to conflict regions, with the recent Arab 

Spring as a striking example. We have seen that the events that took place in the Arab World 

did not boost the harmonization of EU member states’ export policies; on the contrary, with 

increased demand from the region, exports rose to a new record level. This shows that there is 

little sign of a real will for a common EU policy, and it highlights a clear element of 

hypocrisy:  the Union and its members are pretending to possess high principles (on paper) 

but not upholding them. EU defence exports not only undermine the legitimacy of the 

Common Security and Defence Policy/CFSP, but can also have negative effect on the EU’s 

credibility, and may even risk compromising its international political legitimacy as a ‘peace 

union’ or a ‘civilian power’. 

What of the justification for a stronger European defence market as a prerequisite for an 

effective CSDP?  We have seen that CSDP capability goals are supposed to provide guidance 

for EU defence industrial policy, and the EDA with its capacity to develop specific equipment 

projects provides a link between the two. However, evidence of this connection working has 

been in short supply. Member states have put very little emphasis on EDA projects compared 

with their own industrial plans and their own, bilateral or small-group collaboration deals. 
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CSDP missions have often suffered from insufficient equipment in such basic categories as 

strategic and tactical lift – forcing aircraft, for instance, to be hired from others – or late 

deliveries. Further, the EU has been absent or divided in recent conflicts (Mali, the Central 

African Republic, Libya and Syria), underlining that political will is as important as available 

assets, and that member states still have widely diverging defence ethics and strategic 

perspectives. 

Indeed, it may be questioned whether tying the CSDP to joint European capability production 

is either realistic or necessary. With the CSDP, the EU has developed a mechanism for 

security operations that may be justified both by the needs of the people that the missions are 

designed to serve, and by the longer-term need for the EU to learn to play a greater part in its 

own security as U.S. willingness to ‘do the dirty work’ declines.  However, these aims could 

equally be met with military units prepared at national level or through NATO, and with 

equipment bought ‘off the peg’. Perhaps the most realistic way forward on operation-related 

defence collaboration is for pairs or smaller numbers of states with similar intervention 

philosophies to develop projects under the Lisbon Treaty’s new provisions for enhanced 

cooperation. 

This brings us to the major research question of this dissertation: 

Can the EU work for a stronger European defence industry without undermining its role as 

an international peace promoter? 

In principle, the answer could be yes. International arms control has demonstrated that 

regulating weapons production and trade can establish international standards and best 

practices and thus prevent and limit irresponsible production and exports to regions where 

they can help fuel violence. Rationalization in the defence sector has invariably led to 

reductions in total manpower and output. Thanks to EU regulatory power over the European 

defence market, including recent Commission initiatives to enforce certain aspects of open 

competition, the industry is obliged to be more transparent (like other European industries 

operating in the single market) and national defence companies are less shielded from outside 

scrutiny over their business practices. As the qualitative data presented in this dissertation has 

shown, the EU has provided accessible information on the defence sector. 

However, national industries are still characterised by lack of information and secrecy; as an 

example, the only useful information on the aerospace sector comes from the private 

association ASDA and this may simply reflect the fact that the aerospace defence sector is not 
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separated from the civilian sector. We have also seen that not all member states have 

entrenched EU export control standards in their domestic legislation and that there is a wide 

range in interpretation of the Common Position criteria. A further factor is corruption in the 

industry, which a recent study (2014) on the world largest defence companies (many of them 

European) described the corruption as ‘dangerous, divisive and wasteful’. The US Department 

of Commerce estimates that corruption in the global arms trade accounts for 50% of all 

corrupt transactions globally. The corrupt diversion of funds not only means billion wasted 

but it puts international security at risk.385 

To sum up the findings so far: EU efforts are supposed to maintain an industrial production 

and technology expertise in the Union. However, with market integration, the EU will face an 

even sharper normative challenge to eliminate unnecessary production, to outlaw corruption, 

to equalize member states’ performance in defence export control policy, and to strengthen 

the interpretation and enforcement of that policy overall. As things stand, European-made 

weapons are sold all over the world with very little restriction. What EU member states need 

is to match words with deeds. 

7.3 Theoretical Assessment 

In this dissertation, three theoretical approaches were introduced that might help explain EU 

defence market policy: the European integration theory of neofunctionalism and the IR 

theories of neorealism and liberal intergovernmentalism. 

Neofunctionalism 

Neofunctionalism is not able to explain EU motives in establishing a European defence 

market. Armaments and other defence issues are considered to be ‘high politics’ and are not 

of great economic significance for most EU members, although they may be vital for 

employment in some regions of defence-producing states. Neofunctionalism’s emphasis on 

the ‘spill-over’ effect when states integrate their economies is not evident in the European 

defence market, where member states have ultimately power over their defence production 

and policies, including exports. 

Neorealism 

Neorealism is commonly used to study security and defence aspects of international politics, 

with its emphasis on ‘high politics’ and the anarchical nature of the international system. The 

                                                 
385 Wyatt/BBC (b), 2014 
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structural effects of the system lead rational member states of the EU to maximise their 

security. The theory has some major difficulties in explaining the European integration 

process but it offers a good strategic explanation of EU motives in creating a common 

European defence market and defence policy. With global power dispersed more widely and 

the rise of new power centres, EU member states have lost some of their power and influence 

in the world. This is also evident in multilateral institutions and global governance that the 

West created. On the realist view, the EU should be led to respond in two ways: 

1) Maintain military power. EU efforts for a common European defence market are relevant 

to maintaining military power and expertise vis-à-vis other states. For EU member states it is 

necessary to balance potential aggressors and protect themselves if attacked.  The CSDP has 

set targets that would allow Europe to maintain autonomous intervention capabilities at a time 

when individual European powers’ capacity for force projection is declining and even the 

U.K. and France find it hard to respond to security challenges alone. Maintaining independent 

options for action through CSDP can also be interpreted as ‘soft balancing’ by the U.K. and 

France (leaders in Europe’s defence policy), aimed at the U.S. as the world’s remaining 

hegemonic state, and designed to gain some bargaining leverage and palliate Europe’s 

continuing strategic dependence through NATO. This strand in European thinking was 

evident from the diverging conclusions drawn by the U.S. and EU from the Iraq War, as 

reflected in the European Security Strategy. A single European defence market is thus linked 

to the realist goal of (national and collective) operational sovereignty. 

2) Maintain economic power. With increasing international competition a common European 

defence market is needed to offset the decline in national markets. A strong defence base is 

important not least for dual-use products, where technological advances not only affect states’ 

military capabilities but also other sectors of the economy. No European state can compete 

with U.S. R&D spending and technology development alone. 

Liberal intergovernmentalism 

Liberal intergovernmentalism theory explains well the role of member states in the EU 

integration process. Member states are rational actors who achieve their goals through 

intergovernmental negotiations and bargaining, reflecting national preferences that are ‘issue-

specific’ and vary in response to domestic actors’ views. 

1) Regarding national preferences: national security considerations are not the key reason why 

member states have not chosen to establish a more common defence market in Europe. 
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Political economic interests (not to be confused with economics) are predominant and shape 

member states’ national preferences. Only when economic interests are weak can possible 

geopolitical interests be considered. This is evident in European defence production and 

export policies. 

2) Substantive Bargaining. Member states’ bargaining is based on intergovernmental 

bargaining theory. Member states will negotiate on a common European defence market when 

they know how their benefits will be distributed. They will use their relative power 

‘understood in terms of asymmetrical policy interdependence’. 

3) Member states will pool their defence industries when joint gains are high, there is little 

uncertainty about the outcome, and there are few possible conflicts. Those domestic actors 

who will benefit the most will support further cooperation/integration. 

In sum, under the liberal intergovernmentalist analysis, political economics – and specifically 

the stance of strong domestic actors – will determine whether the EU manages to establish a 

common European defence market. Political economics are predominant, even where least 

expected.  

7.4 Final Remarks 

As the 2012 Nobel Peace Prize highlighted, the EU and its preceding institutions have brought 

peace and stability to European continent. EU efforts to bring the European defence markets 

into the realm of the Union have been based on a political and normative as well as economic 

rationale and do not, of themselves, jeopardise this. What can undermine the Union’s political 

legitimacy as an international peace promoter is the way that member states continue to 

pursue purely national industrial interests and to manipulate defence export decisions for 

selfish advantage, despite agreeing on a set of principles at the EU level. As a result, the 

consistency and strength of the EU as a normative power is constrained by member state 

interests. Such behaviour is only likely to increase in times of defence budget reductions. 

There will be increasing pressure on EU member states to assume a greater share of the 

burden for international security. Europe's strategic and geopolitical environment is evolving 

rapidly. In the EU’s neighbourhood there are conflicts almost everywhere: in Ukraine, North 

Africa, and the Middle East, while even in the Western Balkans there has not yet been a 

peaceful resolution of all tensions. However, you cannot build peace with force. Military 

force is not the only response to a crisis, and often the involvement of external powers in 

intra-state conflicts only produces more violence. From this viewpoint, the EU might do better 
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to use its comprehensive approach by drawing on the full range of instruments and resources 

that the Union has at its disposal, including various trade instruments, aid policy, sanctions 

and other civilian efforts. This would suggest an alternative vision for the European defence 

and security sector: while continuing to meet minimum needs for self-defence and CSDP-

related capabilities, more effort could be put into assets and techniques to support non-

military security and civilian interventions. Companies could also switch to civilian 

production with a similar technological base, as when the U.K. based telecommunications 

giant Vodafone was ‘spun off’ from the Racal defence company. 

The EU has often been described as sui generis, meaning something unique, the like of which 

has never existed before. The EU is not a state but it has many characteristics of a state, and 

would as such have the world’s third highest population, the largest market in the world, the 

second largest military force and second largest defence budget. In that regard, there is room 

for more cooperation and could include significant cost-savings for member states. Still, the 

ambivalent nature of the EU today has not prevented it from setting norms and playing an 

important role in the world economy. In a way unprecedented in history, the EU has become a 

strategic actor without being a military power. Maybe there lies the EU’s true strength. Its 

military limitations and principled pattern of action ensure that is not a threat; it is not 

competing militarily with other states; it is not going to invade or overthrow regimes. Its focus 

on a rule-based international system, multilateralism, rule of law and respect for human rights 

should continue to be the base of the EU’s strength and legitimacy as a ‘power’ – but member 

states themselves need to adhere to those principles before claiming to export them to the 

wider world. 

This view also holds good in the context of global power shifts. With new powers rising that 

do not naturally share the same values, it is in the interest of ‘weak’ that the world adheres to 

a rule-based system to govern international behaviour. Many contradictions in EU behaviour, 

including those we have found in the defence sector, can to some extent be explained as the 

rational behaviour of member states to compensate for their growing weakness and strategic 

decline. Political economic factors dominate in deciding the rate of further integration, as no 

state can afford to abandon profitable activities where no increase in joint profits can be 

guaranteed. At the same time, in an unpredictable environment, member states will want to 

keep enough sovereign control for independent action that serves their separate interests 

rather than being constrained by the collective rules of the Union. Given the strength of these 

motives, one author (Bitzinger) has predicted that irrespective of defence market policies and 
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despite further contraction, ‘the large (European) defence-producing states are unlike to lose 

their across-the-board arms production capabilities, even on a national scale.’386 Altogether, 

this means there are too few driving motives and too many obstacles for a common European 

defence market in the foreseeable future. Further cooperation between member states will 

likely continue, and the EU will part of it, but not control it.  

                                                 
386 Bitzinger, 2009: 3 
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Appendix 1. Ongoing CSDP Missions 

Name of mission Country Location* Start date Type of mission 

EUAM UKRAINE Ukraine Eastern Europe 2014 (Jul) Civilian (Security Sector Reform) 

EUCAP SAHEL MALI Mali Western Africa 2014 (Apr) Civilian (Internal Security) 

EUFOR RCA Central African Republic Middle Africa 2014 (Feb) Military 

EUTM MALI Mali Western Africa 2013 (Feb) Military 

EUBAM LIBYA Libya Northern Africa 2013 (May) Civilian (Border Assistance) 

EUCAP SAHEL Niger Western Africa 2012 (Jul) Civilian (Anti-Terrorism) 

EUCAP NESTOR 
Somalia, Djibouti, the Seychelles, Tanzania 

and Kenya 

Eastern Africa and Western Indian 

Ocean 
2012 (Jul) Civilian (Rule of Law & Maritime) 

EUTM SOMALIA Somalia Eastern Africa 2010 Military (Training) 

EUMM Georgia Western Asia (S-Caucasus) 2008 (Oct) Civilian (Monitoring) 

EULEX Kosovo Southern Europe (W-Balkans) 2008 (Feb) Civilian (Rule of Law) 

EU NAVFOR ATALANTA Somalia W-Indian Ocean 2008 (Dec) Military (Naval Security) 

EUPOL Afghanistan Southern Asia 2007 (Jun) Civilian (Police) 

EUPOL COPPS Palestinian Territories Western Asia (Middle East) 2006 (Jan) Civilian (Police) 

EUBAM RAFAH Palestinian Territories Western Asia (Middle East) 2005 (Nov) Civilian (Border Assistance) 

EUBAM Moldova & Ukraine Eastern Europe 2005 (Nov) Civilian (Border Assistance) 

EUSEC RD Democratic Republic of the Congo Middle Africa 2005 (Jul) Civilian (Security Sector Reform) 

EUSEC RD Congo Democratic Republic of the Congo Middle Africa 2005 (Jun) Civilian (Security Sector Reform) 

EUFOR ALTHEA Bosnia and Herzegovina Southern Europe (W-Balkans) 2004 Military 

*Based on United Nations geographical region and composition. Source: European External Action Service & Stockholm International Peace Research Institute Multilateral 
Peace Missions Overview. 
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Appendix 2. Completed CSDP Missions  

Name Country Location* Duration Type of mission 

EUAVSEC South Sudan Northern Africa 2012-2014 Civilian (Aviation Security) 

EU SSR Guinea-Bissau Western Africa 2008-2010 Civilian (Security Sector Reform) 

EUFOR TCHAD/RCA Chad/Central African Republic Middle Africa 2008-2009 Military 

EUPOL RD Democratic Republic of the Congo Middle Africa 2007-2014 Civilian (Police) 

EUFOR RD CONGO Democratic Republic of the Congo Middle Africa 2006-2010 Military 

EUPAT FYR Macedonia Southern Europe (W-Balkans) 2005-2006 Civilian (Police) 

AMM ACEH Indonesia South-Eastern Asia 2005-2006 Civilian (Monitoring) 

SUPPORT TO AMIS (DARFUR) Sudan Northern Africa 2005-2006 Military and Civilian 

EUJUST LEX Iraq Western Asia (Middle East) 2005-2013 Civilian (Rule of Law) 

EUPOL KINSHASA Democratic Republic of the Congo Middle Africa 2005-2007 Civilian (Police) 

EUJUST THEMIS Georgia Western Asia (S-Caucasus) 2004-2005 Civilian (Rule of Law) 

EUPOL PROXIMA FYR Macedonia Southern Europe (W-Balkans) 2003-2005 Civilian (Police) 

ARTEMIS Democratic Republic of the Congo Middle Africa 2003 Military 

CONCORDIA FYR Macedonia Southern Europe (W-Balkans) 2003-2006 Military 

EUPM/BiH Bosnia and Herzegovina Southern Europe (W-Balkans) 2003-2012 Civilian (Police) 

*Based on United Nations geographical region and composition. Source: European External Action Service & Stockholm International Peace Research Institute Multilateral 
Peace Missions Overview
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