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ABSTRACT

In Europe, status quo is no longer acceptable or even possible with regard to the evolution of
international relations. Recent years have been marked by a wake-up call underlying the
underinvestment in defence. Restoring a credible deterrence requires higher military
expenditures. This policy brief looks at three scenarios based on trajectories of military

expenditures in Europe and the corresponding role of the European Union.

The industrial base constitutes a critical dimension in a defence posture. The policy brief
assesses the potential effects of the different spending scenarios on the European Defence
Industrial and Technological Base (EDTIB) in the categories of (capability) priorities,

production, innovation, competition and geopolitics.

Whatever scenario history is going to follow in the forthcoming years and the level of intensity
regarding proposed hypotheses, three dimensions will determine the effectiveness of
defence-related policies at the level of the European Union: the achievement of strategic
autonomy, the right balance of power inside the European Union, and the articulation

between the short and long term.

Keywords: Defence industry | military expenditures | EDIP | ASAP | EDIRPA | competition |

exports | NATO | DTIB | cooperation | innovation
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INTRODUCTION

In Europe, status quo is no longer acceptable or even possible regarding the evolution of
international relations. Until the early 2020s, military spending remained a matter of choice
to a large extent, because there was no immediate or imminent threat. Recent years have
been marked by a wake-up call underlying the underinvestment in defence. Restoring a
credible deterrence requires higher military expenditures. The question is then: What are the
decisive parameters? Prediction is very difficult, especially if it is about the future (Niels Bohr).
Nevertheless, it can rely on credible parameters compatible with decision-makers’ current

state of mind.

The industrial base constitutes a critical dimension in a defence posture. Indeed, the war in
Ukraine represents a switch from contingency to attrition wars in which the ability to sustain
military operations over a large military theatre appears essential not only the D-Day but also
over a long period of time. It is therefore essential to be able to both access sufficient stock
ex ante and regenerate military means ex post. Thus, can the industrial base adjusts its scale
and collective organisation to today’s stakes, in terms of volumes and prices? And manage a
possible ramp-up in the advent of Clausewitzian war? And what is the right balance between

production and innovation to fulfil the requirements of armed forces?

It seems clear that the peace-dividend era is over, and the 2% of GDP target is no longer
suitable. Similarly, it seems unlikely that European countries would switch to a real wartime
economy, that is, increasing military spending well beyond 10% of GDP. Thus, we can consider
that a reasonable range would be between 2.5% and 5% of GDP. This means that we have
entered in a rearmament process corresponding to a crisis era in which states are trying to
restore their ability to deter a potential enemy and eventually counter an aggression if this

strategy fails.

This policy brief looks at three scenarios based on trajectories of military expenditures in
Europe and the corresponding role of the European Union.

e “Steep and Strong” scenario considers that military budgets would increase massively
and stay around 3.5% of European GDP for several years.

e “Pump and Dump” scenario supposes that after reaching such level, defence would
rapidly become less a priority and military expenditures would eventually come back
to 2% of GDP.

e “Slow and Low” scenario relies on the hypothesis that, despite political statements,

states are not ready to increase significantly defence efforts far beyond 2% of GDP and

agree to EU support mechanisms for EDTIB, backed by large sums of money.
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However, what effects would such different scenarios entail for the European defence and
technological industrial base? Can we consider the effects as durable or temporary? Are they
likely to transform the behaviours of stakeholders on both supply and demand sides? How can

they modify the relations with non-European partners or potential enemies?

In order to do analyse those dimensions, this policy brief explores the three scenarios based

on the following criteria:

e The compatible timeline is between 5 to 10 years, which corresponds to the full
implementation of defence-related policies.

e They explore the evolution of the respective roles of states and the European Union,
notably to understand how EU funding can evolve as well as the positioning of the
European Commission.

e They look at the dynamics of the defence market, notably intra-community
competition and the possibility for newcomers to entry this market.

e They consider that the military support to Ukraine will be left outside the scope of EU
spending (more a concern for Member States, while the EU focus will be on integrating
Ukraine).

e [tusesthe categories of (capability) priorities, production, innovation, competition and

geopolitics to sketch out potential changes in Europe’s defence industrial landscape.

SLOW & LOW - THE FAILURE OF COMMON POLICY AMIDST A
DETERIORATING LANDSCAPE

By tukasz Maslanka
Scenario

In this scenario, member states do not agree to a significant increase in joint defence funding
from now until 2034. The European Commission finds itself in a difficult position: it must
implement the ambitious goals set out in EDIS and the White Paper on the Future of European
Defence but operates with a limited budget until 2028, while the next Multiannual Financial
Framework foresees only inflation-level spending increases. To address the most immediate
needs, the Commission makes limited use of unspent funds from the NextGenerationEU plan?

or cohesion funds. Member states can also take advantage of a new instrument based on joint

1 Gregorio Sorgi, Jacopo Barigazzi & Giovanna Faggionato, “EU’s von der Leyen Unveils Measures to Boost Defense Spending,”
Politico Europe, 5 March 2025. https://www.politico.eu/article/eu-ursula-von-der-leyen-measures-boost-eu-defense-
spending-commission/



https://www.politico.eu/article/eu-ursula-von-der-leyen-measures-boost-eu-defense-spending-commission/
https://www.politico.eu/article/eu-ursula-von-der-leyen-measures-boost-eu-defense-spending-commission/
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borrowing of up to €150 billion. However, it provides loans for joint arms purchases, thus only
indirectly supporting the European industry. The need to quickly replenish capabilities makes

countries more willing to relax their approach to the Buy European principle.

The European Commission is striving to achieve two objectives. In the short and medium term,
it aims to increase the capabilities and production pace of the EDTIB to enable member states
to quickly fill capability gaps and better implement NATO’s Defence Planning Process. In the
long term, it seeks to enhance the competitiveness, innovation, and autonomy of the

European defence sector.

The use of part of the NextGenerationEU funds for common defence allows for limited
progress toward the short-term goal: the industry is trying to ramp up production of simple
defence goods, such as ammunition and soldier equipment. However, the achievement of the
long-term goal is hindered by limited financial incentives: EDIP and the upcoming permanent
co-financing mechanism for joint projects and tenders do not allow for a significant

intensification of these practices.

Funds allocated to EDF in the next MFF — though slightly increased — fail to provide a strong
stimulus for R&D projects. Countries that have increased their defence spending make
purchases based on political and military calculations that do not always align with the
interests of European manufacturers. Moreover, there is a growing perception within the EU
that access to Union’s defence funds is unfair, favouring states with the most developed
defence industries at the expense of those that spend the most in relation to their GDP and

have the greatest needs?.
Priorities

With only limited resources at its disposal, the European Commission focuses on the short-
term objective. This decision is largely driven by the sense of threat caused by the ongoing
war in Ukraine and the isolationist policies of the Trump administration. Politically, the

Commission also seeks to achieve the maximum possible impact within its current mandate.

Agreeing on priorities proves challenging due to the diverging expectations of member states.
Those with strong defence industries push for the largest possible funding for joint projects,
while those facing the greatest geopolitical risks prefer to focus on joint procurement

initiatives and infrastructure projects (e.g., the Baltic Defence Line).

2 Polish Economic Institute, Defence In: What Policies for a Secure and Competitive Europe? (Warsaw : Polish Economic
Institute, 2024). https://pie.net.pl/wp-content/uploads/2024/12/PIE_Policy-Paper 10-ideas-for-the-European-
Commission.pdf



https://pie.net.pl/wp-content/uploads/2024/12/PIE_Policy-Paper_10-ideas-for-the-European-Commission.pdf
https://pie.net.pl/wp-content/uploads/2024/12/PIE_Policy-Paper_10-ideas-for-the-European-Commission.pdf
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The decision to "unlock" funds from NextGenerationEU is made on the condition that the
Commission demonstrates significant flexibility in accommodating member states’
preferences. During negotiations, these states form strong coalitions to secure their national

and regional interests.

Rapidly filling capability gaps requires flexibility in defining the origin of defence products,
particularly regarding their components. Stricter criteria will apply to projects carried out
under the 2028-2034 MFF, which serve the long-term objective.

The European Commission manages to convince member states to select two Common
Defence Projects under the EU flag with privileged funding: an air defence shield and deep-
strike capabilities (ELSA)3.

Despite the decreasing U.S. engagement in Europe, member states still struggle to work
together effectively to enhance the EU’s independence in strategic enablers. Seeking
additional funding, the EU focuses on strengthening industrial cooperation by political

agreements with the United Kingdom, Norway, and — conditionally — Japan and South Korea.
Production

Limited EU support, uneven order pace from member states, and an unpredictable
geopolitical situation make it difficult for the industry to adjust production rates to market
demands and invest in sustainable manner. As a result, a limited progress in manufacturing
simple defence goods occurs, while bottlenecks emerge in key capabilities such as multirole

aircraft, tanks, and air defence systems.

Defence sector receives mixed signals: while some states express interest in larger orders, the
EU refuses to increase joint defence spending. Consequently, key European producers
continue to operate within a “logic of the arsenal” prioritising agreements with their national

governments and maintaining a strong focus on export contracts outside the EU.

The European Commission is not only unable to provide a significant financial boost by 2035,
but it also fails to gain some part of coordination power over production, as member states
block the relevant EDIP provisions®. Funding for maintaining ever-warm facilities remains
limited, and member states have conflicting expectations regarding which capabilities should

be prioritised.

3Zia Weise, Laura Kayali & Gregorio Sorgi, “Von der Leyen Pushes EU Defense Finance Measures,” Politico Europe, 25 February
2025. https://www.politico.eu/article/ursula-von-der-leyen-eu-defense-finance-missiles-ammunition-air-defense/

4 Federico Santopinto, “Understanding the Challenges of EDIP and European Defence,” #102 Factsheets, ARES Group (2024)
https://www.iris-france.org/wp-content/uploads/2024/09/ARES 2024 09 EDIP Factsheets.pdf
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Uneven demand, the lack of EU-level coordination in production efforts, competition with
export orders, shortages of skilled labour, and rising energy costs all contribute to increasing
the price of complex defence goods made by the EDTIB, rather than making them more

accessible.
Innovation

Limited EU support means that EDTIB faces the same contrasting incentives in terms of
innovation as it has up until now. On the one hand, there is a desire to align with export orders
(e.g., from wealthy Gulf states): the sophistication of products (co-funded by EDF) is matched
by prohibitively high prices. As a result, this leads to the production of highly innovative
products in highly small batches. On the other hand, the states most threatened by Russian
aggressive policies prioritise large-volume orders and aim to minimise costs. EDTIB continues

to struggle in competition with non-European manufacturers.

A positive effect is achieved in the area of projects where political agreement has been
reached among member states and focused support has been secured from the EU budget,
such as air defence and deep strike capabilities. The most effective beneficiaries of small EU
grants are SMEs in the military IT sector: European military software, cyber warfare tools, and

the space industry highly benefit from this support.
Competition

The failure to increase EU funding for the defence industry has led states to prefer securing
funds for joint procurement rather than defence companies seeking funds for joint projects
(in market conditions, companies are reluctant to share information and to agree to
contribute their own funding in exchange for modest grants). As a result, governments gain a
slightly better negotiating position in demanding lower prices. However, this trend is hindered
by the issues mentioned in the "production"” section. The EDTIB retains its fragmented nature

(except in the aerospace, naval, and space sectors) which benefits the SME sector.

Another relative advantage of maintaining this state of affairs is the freedom to establish
partnerships with companies outside the EU, which positively impacts costs and innovation.
The downside is the limited ability to respond to the EU's political needs regarding common
challenges. Companies from countries with less developed defence sectors still perceive

greater competition from the largest EU states than from third countries.
Geopolitics

The lack of agreement on a significant increase in funding for EU support of EDTIB sends a

signal to the world about the persistence of internal divisions within the EU and the absence
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of a unified threat perception (despite numerous declarations). Major external partners and
rivals gain an additional argument in their efforts to minimise contact with EU institutions in

favour of privileged relations with selected member state governments.

Leaders of EU states with the most advanced defence industries continue to pursue lucrative
export contracts in Asia to finance the profitability of their industries5. Countries on the
Eastern flank are developing their national defence industries in cooperation with European

or non-European partnersé6.

STEEP & STRONG — A BOLD EU
By Torben Schiitz

Scenario

In this scenario, the EU Commission successfully mobilises significant financial resources for
defence purposes over the near future — that is at least 10 years until the end of the next
Multiyear Financial Framework in 2034. In line with the ambitious goals of the current EU
Commission regarding the European Defence Industrial and Technological Base (EDTIB) and
the European Defence Union, it focuses on these two issues. Direct military support to
Ukraine, on the other hand, is left to member states. Yet this support obviously benefits
indirectly from the improvements in the EDTIB and from closer integration of Ukraine with the
EU.

Two defences industrial policy goals dominate here: First, having a defence industry
contributing to delivering credible deterrence in the short- and medium-term. Second,
developing a more innovative, competitive and autonomous defence industry in the EU in the
long-term. While the first goal necessitates the inclusion of non-EU industries, the second goal
incentivizes a leaning towards strict eligibility criteria in the distribution and usage of the
available funds towards EU companies in the long-term. Sunset clauses - a measure within a
statute, regulation, or other law that provides for the law to cease to be effective after a

specified date - on new legislation reflect this mid-term change in policy goals.

With significant resources available, all current elements of EU defence industrial policies —

from support for innovation and production to joint procurement - should be continued and

5 Keshav Padmanabhan, “Rafale Marine Deal Set to Be Signed, Macron Announces Modi’s Visit to France in Early February,”
The Print, 11 January 2025. https://theprint.in/diplomacy/rafale-marine-deal-set-to-be-signed-macron-announces-modis-
visit-to-france-in-early-february/2440815/

6 Léo Péria-Peigné & Amélie Zima, “Pologne Premiére Armée d’Europe en 2035: Perspectives et Limites d’'un Réarmement,”
Focus stratégique n°123, IFRI (2025). https://www.ifri.org/fr/etudes/pologne-premiere-armee-deurope-en-2035-
perspectives-et-limites-dun-rearmement



https://theprint.in/diplomacy/rafale-marine-deal-set-to-be-signed-macron-announces-modis-visit-to-france-in-early-february/2440815/
https://theprint.in/diplomacy/rafale-marine-deal-set-to-be-signed-macron-announces-modis-visit-to-france-in-early-february/2440815/
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strengthened. If implemented successfully, 2035 would see a more resilient EDTIB that is more
standardised, but not overly concentrated. While spending, especially in the early phases, will
not be efficient, it will effectively produce results that strengthen Europe’s deterrence and
industrial capabilities. Efficiency would improve over the medium- to long-term, as the
retention of a diverse industrial ecosystem even within the EU improves competition and

innovation in the medium term, supported by economies of scale and learning.
Priorities

Prioritisation becomes slightly less of a problem with significantly more resources available
than there are now. However, it still needs to happen along three dimensions: time,

instruments and capabilities.

As quickly providing credible deterrence is of utmost importance7, investment priorities
should focus on short-term gains. This is why this scenario is called “steep” and includes a
comparatively third country-friendly industrial policy for instruments contributing to this goal
at first. At the same time, a strong long-term demand signal by the EU will have to develop

the industrial base to the benefit of EU countries and citizens to retain their support over time.

All current elements of EU defence industrial policies should be continued and strengthened,
as the interplay of innovation, direct production support and joint procurement are required
to satisfy the Commission’s short and long-term goals. Yet within these instruments,
production support for immediately required defence goods as well as brownfield
innovations8 and procurement of existing equipment types should take precedence for a

transitional period of five years.

Capability-wise, funding for EU Common Defence Projects takes the highest priority.9 This
includes a European Air Shield as well as long-range precision strike capabilities like ELSA, but
also other enabler capabilities.10 Depending on member states’ implementation
commitments to their respective NATO’s Defence Planning Process requirements, EU support

could be possible there. Yet if the US retrenchment from Europe proceeds faster than

7 Various allied intelligence services warn against a roughly 5 year timeline, e.g. Ketrin Jochecova, “Russia Could Start Major
War in Europe Within 5 Years, Danish Intelligence Warns,” Politico Europe, 11 February 2025.
https://www.politico.eu/article/russia-war-threat-europe-within-5-years-danish-intelligence-ddis-warns/

8 see e.g. GLOBSEC, Adaptive Portfolio: Catalyzing NATO’s Performance Through Innovation, 2022, p.16 (Bratislava: GLOBSEC,
2022). Adaptive-Portfolio-GLOBSEC-Report-on-Catalyzing-NATOs-Performance-Through-Innovation-report-ver10-spreads-1-
2.pdf

9 European Commission, “Mission Letter to Andrius Kubilius Commissioner-designate for Defence and Space,” Brussels, 17
September 2024. 1f8ec030-d018-41a2-9759-c694d4d56d6¢ fr

10 E.g. artillery systems including deep precision strike, drones and anti-drone systems, space and critical infrastructure
protection, cyber, Al and electronic warfare. see Special European Council - Consilium
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expected, funding priority should be given towards procuring jointly operated critical enabler

capabilities like ISR aircraft and C2 systems.
Production

Production will be impacted directly, and indirectly as significant funds are available to support

several related instruments at once.

Direct support to increase production for selected categories of defence goods required to
increase Europe’s deterrence capabilities in the short term - along ASAP - would be an
effective use of a comparatively small portion of the funds.11 This instrument, as it is focusing
on the short term and requires limited funds should be open to partner nations to increase
overall capacity on the market. For the medium- to long-term though, retaining “shadow
factories” and dormant production capacity should only be incentivised for EU companies as
this is a constant drain on future resources. Such an instrument should also consider investing
into the supply chain for complex defence goods that will be (co)financed by the EU
Commission for joint procurement, which might — for the time being - include incentives for

non-European companies to locate production of critical spare parts or munitions.12

Indirect support would come in the form of long-term joint procurement contracts — along
EDIRPA - for the prioritised capabilities that would likely allow for additional production
capacity build-up over the coming years. As these are more complex defence goods and
weapon systems, such a build-up would take time and is limited by personnel, infrastructural
and supply chain bottlenecks. Additionally, national interests of short-term rearmament that
might not align with the proposed overarching capability goals have to be balanced with this
timeline, and even significant financial resources can only go so far in overwriting this

incentive.

For both uses, increasing capacity should lower prices for the respective goods over the
medium and long term.13 Yet in the short term, a strong demand signal towards a limited
industrial base will result in suboptimal and inefficient pricing. However, focusing on effective

deterrence in the short term makes this inevitable.

11 See e.g. European Commission, Report from the Commission to the European Parliament and the Council on the
implementation of Regulation (EU) 2023/1525 of the European Parliament and of the Council of 20 July 2023 on supporting
ammunition production (ASAP). d980180b-0749-45d5-b857-e7864adef4b2 en

12See e.g. FNF_EDINA IV 2025 web.pdf p.31

13 Alexandr Burilkov & Guntram B. Wolff, “Defending Europe without the US: First Estimates of What Is Needed,” Analysis,
Bruegel (2025).
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Innovation

Innovation benefits in three ways from significant available funding: First, it eases the tension
between “need to have” and “nice to have” innovation support. This enables more open
innovation processes and experimentation. Second, and with the right tools, it might help to
bridge the “valley of death”14 for innovations made for the defence sector. Third, it enables
both short-term brownfield innovation focussing on short-term gains for enhanced
deterrence and defence, as well as long-term funding that benefits the future competitiveness

of the EDTIB (greenfield innovation).

Like production support, anything related to brownfield innovation should be open to partner
industries to quickly enhance European military capabilities, while greenfield innovation
should be focussed on EU industry. Yet EU funding in innovation should also strife to structure
the defence innovation ecosystem as its relative weight compared to member state funding
is significantly stronger than for procurement. The right policies for open competition, based
on specific problems and no tight linking between funding and specific armament projects is
key here.15 Such a framework would also allow for the entry of new contenders into the
market, a valuable proposition for innovative ideas and increased competition to refine

capabilities and intensify competition.
Competition

With great resources comes great competition, as defence companies and their respective
countries will want to profit from the additional funding. Given that national incentive
structures remain firmly in place, the EU Commission should build upon existing best-practices
to support a diverse and competitive ecosystem that withstands consolidation and instead
favours robustness over efficiency. (Forced) licence production, subcontracting16, OCCAR’s
intertemporal geo-return regulations17 and open framework contracts18 for jointly funded
or even national procurement are just four of these practices. This is especially true if they are
building upon consolidated requirements and provide sufficient margins to enable companies

to retain expertise to compete in future tenders as competing suppliers. Such an integration

14 Valley of Death (VoD) is the name that is given to a gap that hinders the successful completion of Research, Development,
and Innovation (R&D&I) projects, preventing them from entering into the stages of new product development, start-up, and
commercialization.” George Ford, Thomas Koutsky & Lawrence Spiwak, “A Valley of Death in the Innovation Sequence: An
Economic Investigation”, Research Evaluation, (2007). 18. 10.2139/ssrn.1093006

15 Op.cit. GLOBSEC p.32

16 Andrea Gilli & Mauro Gilli, “European defence cooperation in the second machine age,” Brief 14, p.4, EUISS (2017)
https://ethz.ch/content/dam/ethz/special-interest/gess/cis/center-for-securities-studies/resources/docs/EUISS-

Brief 14 Defence cooperation.pdf

17 What it calls “Global Balance”, which scales in applicability with more participants and more projects. See OCCAR - Policies
& Methods

18 Gerhard Heiming, “Framework Contract Signed for up to 123 Leopard 2A8s,” Europdische Sicherheit & Technik, 25 May
2023. https://esut.de/en/2023/05/meldungen/42279/rahmenvertrag-fuer-bis-zu-123-leopard-2a8-unterschrieben/
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also incentivizes member states to partake with national funds in larger joint procurement

programmes.

While consolidation promises more capable companies in the short-term, long-term
competitiveness and efficiency would suffer.19 If consolidation were to go hand in hand with
concentration of production and development facilities, this creates an additional
vulnerability towards strategic strikes by an adversary.20 Such problems are not only true for
system integrators, but even more sharply pronounced down the supply chain, where singular
providers, and thus dependencies, exist in Europe or the US today. As observing and regulating
market is a core task of the EU Commission, this role would become both more important and
critical in this scenario, as companies will likely increase in size and influence with increased

demand across Europe.
Geopolitics

Mobilizing financial resources over a long-term period is a signal to adversaries and allies. A
twofold approach towards rebuilding sufficient military capabilities in the short to medium
term as well as a more capable, competitive, distributed, and innovative defence industrial
base in the long term should maximise the chance for a more autonomous EU in the future.
However, full autonomy will remain an unattainable goal, especially in the analysed period of
just 10 years. Supply chain and resource dependencies will remain a reality. Untangling

decades of path dependencies will take not only resources, but also time.

PUMP & DUMP - THE DAMAGING EFFECTS OF THE INSTABILITY OF

MILITARY EFFORTS
By Renaud Bellais

Scenario

In this scenario, the fear resulting from the Russian invasion of Ukraine did not last after few
years; and the threat of a war with Chinese appears unlikely or foreseen eventually after 2035.

After a spending fever in the mid-2020s, there is no major threat that would legitimate

19 Office of the Under Secretary of Defense for Acquisition and Sustainment, State of Competition within the Defense Industrial
Base (Washington: US Department of Defense, 2022). https://media.defense.gov/2022/feb/15/2002939087/-1/-1/1/state-
of-competition-within-the-defense-industrial-base.pdf

20 Kateryna Kuzmuk & Lorenzo Scarazzato, “The Transformation of Ukraine’s Arms Industry Amid War with Russia,” SIPRI
Commentary, 21 February 2025. https://www.sipri.org/commentary/topical-backgrounder/2025/transformation-ukraines-
arms-industry-amid-war-russia
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maintaining high military efforts. European states are not able to agree on what the collective

defence priorities should be and prefer to let NATO establish such priorities (by default).

This downward trend has been reinforced by the fiscal golden rule (Maastricht criteria and
British equivalent) that prevents states from having large public deficit and debt. After a few
years of large military expenditures, European states have been reducing their military
expenditures because other competing expenditures are forcing decision-makers to redirect

credits towards social needs and reduce public expenditures.

This new “peace dividends” era is damaging the European defence technological and
industrial base (DTIB), since limited budgets do not provide enough resources to support
innovation as well as procurement. This unfavourable context is amplified by the fact that
during the spending fever, European states have accumulated capabilities and munitions far
beyond their current needs. There is no necessity or urgency to acquire new military
equipment in the short or medium term. Therefore, European defence companies face quite

low orders books and these latter are unlikely to rise in a foreseeable future.

Scarcity favours nationalistic behaviours. Rather than sharing and pooling, most European
countries focus their budgets on purely domestic projects. This accentuates the fragmentation

of both military expenditures and industrial landscape in Europe.

This evolution has paradoxically allowed the European Commission to become a major actor
vis-a-vis the European DTIB. Indeed, it secured the perpetuation of its industry-policy toolbox
through the Multiannual Financial Framework 2028-2034 while being unable to substitute for
states as the driver for defence capabilities. Due to budget pressures, EDIP received a limited
budget and the continuing reliance on intergovernmental cooperative programmes to enforce
collective investment has restricted the ability of the European Commission to develop an

alternative model.
Priorities

In most countries, priority is granted to fulfil short-term capability needs. Limited credits do
not permit to envision a bolder approach. The increase of defence budgets after the Russian
invasion of Ukraine had helped to refill stocks to some extent, but this procurement wave was

not even sufficient to offset the long-term investment deficit since the 1990s.

This main objective consists in avoiding the panic that followed the Russian invasion of Ukraine
by securing enough stocks and fleets that make defence credible in Europe. The priority is
then to define the minimum level that deters a potential enemy in the short term while
preserving a European DTIB or, more exactly, a collection of national DTIBs that is expected

or, more likely supposed, to support an eventual ramp-up.
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European countries try to catch up with higher targets set up in the post-Ukraine war NATO’s
Defence Planning Process. However, budgets are too limited to achieve this objective. This
difficulty induces many countries to look at the NSPA in order to organise collective

procurement and thus reduce the cost of investment.

They also asked the European Commission for setting up new mechanisms similar to EDIRPA
in order to foster collective procurement but targeting selected needs. The ambition is no

longer integrating the European DTIB but maximising the benefits of domestic expenditures.
Production

The effectiveness of spending is far from being guaranteed since centrifugal forces decrease
the effectiveness of cumulated defence efforts throughout Europe. Arms production remains
based primarily on domestic dynamics. This leads to many duplications and redundancies,
which explains why the industrial base is employed at low and slow level that increases unit

costs mechanically.

Centrifugal forces limit the pooling and sharing through EU toolbox, since states prefer to
focus on their own domestic projects. EDIP still plays a role but a marginal one, with limited
aggregation effect. It has not been able to provide the expected integrative dynamics on both

demand and supply sides, being used on an ad hoc basis only.

Due to the ups and downs in deliveries, the European DTIB appears unable to guarantee any
short-term ramp-up. Companies have limited productive investment and stopped hiring due
to the lack of predictable orders at the appropriate level. The industry has switched again to

a survival mode.

In order to counterbalance downsizing domestic orders, they have looked for export
contracts. However, most companies have made this choice at the same time, being even
encouraged by national procurement agencies to do so. The expected complementary orders
have quickly become a mirage since companies faced overcrowded third markets. Winning
export orders had even become very difficult because these markets were saturated with
European offers but also low-cost solutions from Ukrainian companies, which are disparately

looking for orders after the end of war with Russia.

Consequently, European DTIBs have been reduced to the core of designing and manufacturing
capacities required to deliver existing orders for domestic and export customers. There are
still too many companies for limited military investment, rendering their survival quite
challenging. Such a minima production leaves almost no room for manoeuvre in case of

unexpected ramp-up of production.
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Innovation

In the beginning of the 21st century, decreasing domestic R&D funding had resulted in
vanishing cooperative projects between Europeans. States would prefer to secure purely
domestic funding rather than increasing pooling and sharing. History is repeating: after larger
and larger procurement efforts, the contraction of military budgets has led to sacrifice R&D
and to orientate remaining credits towards domestic projects in order to safeguard the

competencies of their domestic DTIB.

As domestic military expenditures have come back to the post-Cold War “low tide”, the
European Commission is able to take a more important role in funding R&D and innovation by
default. While domestic R&D budgets reduced significantly, the Commission was able to
perpetuate the EDF. Securing even a higher budget line, it has increased its influence on the

innovation roadmap in the field of defence innovation.

The effectiveness of defence innovation is thus reduced due to the fragmentation of national
efforts but balanced partially thanks to the EU projects. However, this landscape does not help
projects gather enough funding and concentrate competencies in order to remain at the

forefront of innovation in emerging and disruptive technologies.

However, a fragmented innovation landscape with a de facto leadership from the European
Commission does not favour a good articulation between innovation and procurement. If EU
funding supports R&D, there is no follow-up through state acquisition because of too limited
procurement budgets. This represents a kind of “innovation tourism” since innovation efforts
are not capability-driven but aim to maintain the knowhow and skills of domestic DTIBs with

a strong push for geo-return in allocating EU funding.

Newcomers are facing high barriers to entry. The low level of procurement results in providing
legacy companies a natural protection against competition. Due to insufficient orders,
newcomers have limited chances to be able to match unit costs of insiders, which are not

induced to innovate as much as it would be necessary. This results in a schizophrenic market.
Competition

Large investment implemented in reaction to the Ukraine war has resulted, like during the
1990s, in industrial over-capacities with regard to the effective size of domestic orders in the
medium term. Unable to survive with reduced orders, defence companies have engaged in an

intra-community and export competition.

Inside the European Union, competition is intense but in a negative way. It aims to increase

market shares, as a means to preserve the existing industrial base, rather than innovate or
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reduce the price of capabilities. Such competitive dynamics is self-destructive and jeopardise
the sustainability of arms development and eventually production in Europe. Many companies
might even be tempted to look for production under licence as a survival strategy, marking a

complete U-turn with the project of European strategic autonomy.

Such dependency on winning export contracts and European markets creates a high
uncertainty (exports markets being opportunistic) that is jeopardising the sustainability of the
European defence technological and industrial base. It induces European companies to accept
large offsets and technology transfers, which are damaging the long-term competitiveness of

the European DTIB.

While a trans-European production would help preserve competencies through centres of
excellence and economies of scale, fierce intra-European competition prevents companies
from engaging any merger and acquisition process. This trend is reinforced by the will of states
to preserve their own domestic industry. Therefore, competition leads paradoxically to less
competitive European companies, which is problematic with regard to procurement cost and

the ability to win export campaigns against non-European competitors.

Systems integrators are also tempted to acquire suppliers to preserve their capacities when
their survival is at stake but also to increase their market power through vertical integration.
This contributes to reduce even more competition, especially since they can lock out potential

competitors or newcomers from critical parts of the supply chain.
Geopolitics

The downsizing of military expenditures is likely to make the European defence industrial base
unsustainable. Faced with reducing orders, cost escalation and the lack of integrative major
cooperative programmes, the industry struggles to survive especially because it faces an

enduring fragmentation, even deepening in some domains.

This context reduces European strategic autonomy, not necessarily in the field of defence
innovation (thanks to the EU mechanisms) but with regard to the production capacities if a
conflict occurs. Indeed, the European DTIB possesses a limited ability to ramp up in the short
term and fulfil the needs of armed forces. This results in stronger dependence vis-a-vis the
United States regarding the delivery of military capabilities (or third-party suppliers like South

Korea).
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CONCLUSION

In times of significant change both in national and European defence landscapes, considering
the future potential impacts of policy and ecosystem design decisions remains crucial. Table 1
provides an overview of likely effects of developments in the three scenarios on the EDTIB.
While none can describe what will happen in the future, and despite their differences, these

three scenarios underline common stakes that decision-makers have to keep in mind.

Whatever scenario history is going to follow in the forthcoming years and the level of intensity
regarding proposed hypotheses, three dimensions will determine the effectiveness of
defence-related policies at the level of the European Union: the achievement of strategic
autonomy, the right balance of power inside the European Union, and the articulation

between the short and long term.

First, Europeans cannot have the cake and eat it. The European Commission has proposed to
strengthen the European strategic autonomy explicitly since 2016. However, this is far from
being an easy and automatic road to achieve this goal eventually. Indeed, it is not possible to
sacrifice immediate military needs to a potential secured European solution. Thus, it seems

relevant to also acquire capabilities off the shelf to secure the defence posture today.

However, at the same time, immediate decisions have enduring consequences especially
when we deal with defence investment. Once one country has acquired a kind of major
capabilities, there are long-lasting consequences because such a choice implicitly excludes the
possibility to acquire another capability over the lifespan of in-service equipment, that is, for
decades. This eviction effect would de facto prevent a European alternative from emerging.
Therefore, it is important to define the right balance between two expected objectives that

can be contradictory: the level of readiness and the security of European supply.

Second, it is likely that, in any possible scenario, the European Commission would become a
major stakeholder in the defence market — either as a substitute for states or as a
complement. This is not without impacts of what has been the exclusive realm of states:
defence. Already in the beginning of the 21st century, the European Commission had dented
the perimeter of Article 346 by forcing states to justify its use and by interfering in the
management of defence public markets. Such a trend has been intensifying since the

European Commission become a source of funding.

It is therefore important that stakeholders achieve the right balance not only to avoid fruitless
conflicts between the European Commission and states over competencies. Each public

European stakeholder should manage the topics for which it has competencies and is relevant.
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Otherwise, the effectiveness of defence policy can only decrease when the wrong public

decision-maker interferes with the inappropriate domain.

Good barriers make good neighbours: it isimportant that, granted that there is an institutional
status quo, the rising role of the European Commission aims to support state-led defence
policies. Without being a sovereign entity, the European Union cannot manage certain
decision that are at the heart of state mission. Reciprocally, the European Commission can act
as a catalyst and a sponsor for cooperative schemes for which states have demonstrated some

limits and stalemates.

Similarly, on the supply side, it seems important that the industry responds more efficiently
and swiftly to the defence needs of member states through cooperation, cross-border

integration and more risk taking notably through investment ad innovation.

Third, scenarios reveal that adopting a five-to-ten-year timeframe underlines the specificity of
defence as a (regional) public good. Indeed, it is not possible to analyse defence-related
decisions sequentially. There are intertemporal links that determine the effectiveness (or not)
of defence at both domestic and European levels. Each decision reduces future options. Long-

term objectives rely on several steps in the short and medium term.

This leads to question of how to define an industrial strategy that helps fulfil the short and
long-term objectives shared by all stakeholders. Each stakeholder needs to define an
appropriate articulation between the short, medium and long term in terms of ways and
means. In addition, such industrial strategy would not be fully relevant without a right

articulation between states as well as between the European Commission and states.

Together, these three dimensions demonstrate that we have certainly reached a tipping point
at which states, and the European Commission need to reconsider their respective roles and

actions after a transformative decade for the European defence in all its dimensions
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Table 1: Overview of Effects on EDTIB in the three Scenarios

Slow & Low Steep & Strong Pump & Dump

Priorities Focuses on the short-term objective largely | To provide credible deterrence, investment | Short-term capability needs drive decision-
driven by ongoing war in Ukraine and the | priorities should focus on short-term gains. making with centrifugal forces.
isolationist policies of the Trump administration. | All current elements of EU defence industrial | States look for military stocks that are compatible
The Commission also seeks to achieve the | policies should be continued and strengthened. with minimal deterrence and a possible ramp-up.
maximum possible impact within its current | Capability-wise, funding for EU Common Defence
mandate. Projects takes the highest priority.

Production Limited EU support, uneven states orders and an | Direct support to increase production to increase | European DTIB remains fragmented with a dual
unpredictable geopolitical situation make it | Europe’s deterrence capabilities in the short term | focus on domestic and export to third countries
difficult for the industry to adjust production and | - along ASAP. orders.
invest in sustainable manner. Indirect support through long-term joint | EU mechanisms play a limited role to coordinate
Limited progress in manufacturing simple | procurement contracts — along EDIRPA - for | production.
defence goods occurs, while bottlenecks in key | additional production capacity build-up over the
capabilities. coming years

Innovation Limited EU support means that EDTIB faces | Innovation funding eases the tension between | Limited domestic R&D favours de facto a greater

contrasting incentives in innovation.

There is a desire to align with export orders with
highly innovative and expensive products in very
small batches.

The states most threatened by Russian aggressive
policies prioritise large-volume orders and aim to

minimise costs.

“need to have” and “nice to have”.

Second, it bridges the “valley of death”.

Third, it enables both short-term brownfield
innovation and greenfield innovation that is key

for the future competitiveness of the EDTIB.

role of the European Commission through EDF.
A fragmented innovation landscape results in
with a

lower-than-expected outcomes,

downgrading of the European DTIB.
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The most effective beneficiaries of small EU

grants are SMEs in software, cyber warfare and

space.
Competition The failure to increase EU funding has led states | Given that national incentive structures remain | Overcrowded market favours a stronger intra-
to prefer securing funds for joint procurement | firmly in place, the EU Commission should | European competition.
rather than defence companies seeking funds for | support a diverse and competitive ecosystem that | Companies aim to win contracts at all costs at the
joint projects. withstands consolidation and favours robustness | detriment of innovation.
The EDTIB retains its fragmented nature (except | over efficiency. Production under licence from third countries
in the aerospace and space sectors) which | (Forced) licence production, subcontracting, | might be favour rather than European
benefits the SME sector. intertemporal geo-return regulations and open | cooperative programmes.
framework contracts are just four of these
practices.
While consolidation promises more capable
companies in the short-term, long-term
competitiveness and efficiency would suffer.
Geopolitics The lack of funding demonstrates the absence of | Mobilizing financial resources over a long-term | The European commission did not succeed in

a unified threat perceptions.
Major external partners and rivals gain an
additional argument in their efforts to minimise
contacts with EU institutions in favour of
privileged relations with selected member state

governments.

period is a signal to adversaries and allies.

A twofold approach towards rebuilding sufficient
military capabilites and a more capable,
competitive, distributed, and innovative defence
industrial base should maximise the chance for a

more autonomous EU in the future.

securing the ability of the DTIB to ramp up
quickly.
Dependence vis-a-vis third countries (United

States, South Korea...) has increased
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