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Conclusions and recommendations

In the EESC's view, it is imperative that the EWIal Strategy and the Implementation Plan on
Security and Defence be implemented consistentlyimmccordance with the provisions of the

Joint Declaration of the EU and NATO of July 2046,well as the United Nations principle of

collective security.

Since 2017, the EESC has advocated the creatiareafopean Defence Union (EDU) and has
supported the European Defence Action Plan, inolydihe establishment of a common
European Defence Fund. We believe that such stiengtg of European defence is not
intended to weaken but rather to reinforce NATO tadsatlantic relations.

The EESC strongly supports the proposal for a Reigul establishing the European Defence
Fund under the 2021-2027 MFF published by the Casion on 13 June 2018.

The EESC is calling for significant qualitative gress on European defence cooperation.
Indeed, limited cooperation between Member Statesdefence generates duplications and
results in a defence industry that remains highgrnented. The lack of integration on the
demand side of the market does not stimulate tnatisnal cooperation between undertakings
and further integration of the industry. This caudgeefficient allocation of resources,
overlapping industrial capabilities, technologigaps and a lack of new programmes, especially
collaborative programmes.

The EESC supports the objective of strategic autgnowith the development of key
technologies in critical areas and strategic cdipialsi This objective is strictly related to the
need for sound assessment and coordination toestizairthose technologies can be mastered,
retained and produced at European level, enablimg EU to take decisions and act
autonomously if necessary.

The EESC believes thatsme qua non for the development of common defence capabilises
to strengthen the industrial and technological lmdideuropean defence.

The EESC emphasises that the European Union neadsrk on maintaining, renewing and
developing a highly skilled workforce and to secwarkers with such skills.

The EESC proposes that the European Union stes @fforts to harmonise export rules within
the Union.

The EESC strongly supports giving special attentmiSMESs, also start-ups, including in the
area of research and development for defence pespos

The EESC would argue that the EU budget in supgfatefence activities should not replace or
be a substitute for national defence spendingréhier boost and accelerate more and better
defence cooperation. In the same vein, the EU Wbuftzedefence research should not be
allocated at the expense of civil research in otbectors. Even if decisions on defence
investment and defence development programmes mehmiprerogative of Member States, the
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EDF could bring the EU added value by incentivisjoigt research on, and development of,
products and technologies in the area of defence.

The EESC strongly believes that a more harmoniséds&reamlined European defence policy
might bring efficiency gains by increasing the nwrkhare of the European defence industrial
and technological base and by better distributimg products between states, regions and
companies.

The European defence fund will only make a diffeeerif it supports activities that really
matter. Its work programmes should therefore babéished on the basis of a robust European
defence planning process that identifies the kewldity priorities for Europe.

The EESC supports a policy of cooperation whicH pibmote the involvement of SMEs as
well as countries which are not signatories oflikéer of Intent, without, however, forgetting
the skills they can add to the industrial and tetbgical base of the defence industry.

The EESC supports the proposal to limit the bemdfiEuropean funds in the case of European
companies controlled by the same entity, and talireqguarantees where a third country
participates in developments supported by the EBaoefence Fund.

The EESC supports the idea that European fundsldého®e managed by the European
Commission, but thinks that the European DefencenBg can usefully intervene in the
definition of defence equipment needs and the Qsgéion for Joint Armament Cooperation
(OCCAR), taking advantage of what have not alwagsnbhappy experiences, and play its part
in the management of programmes, as the duplicafiskills in the field would be detrimental
to the effectiveness of the system.

The EESC supports the idea that research and geweld must be submitted to an ethics
committee. Ethical conditions must be spelled dearty and assessed already in the evaluation
of the proposal to ensure legal certainty andtglari

The EESC is concerned about the future of coomeratith the UK after Brexit, and argues for
strong security and defence which includes the @K&ociation with the EDF.

The EESC believes that our ageing continent féetsatened, displaying a tendency to blame
and sometimes confuse problems like terrorism aigdatory movements and lacking sufficient

solidarity both within and between Member State#thva resurgence of nationalism and

authoritarian regimes all around the European Upiatting our democracy under pressure. An
industrial policy tool as interesting as the Euapd®efence Fund will not dispense us from
further reflection on European defence policy.
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Presentation of the proposal

The geopolitical context has become unstable dverplast decade: we face a complex and
challenging environment in which new threats sushhgbrid threats and cyber-attacks are
emerging and more conventional challenges arenier

In the Joint Declaration of 25 March 2017 in Rorfeaders of 27 Member States and the
European Council, the European Parliament and thegean Commission stated that the
Union would strengthen its common security and miegeand foster a more competitive and
integrated defence industry.

European defence faces significant market ineffities linked to untapped economies of scale
(fragmentation of national markets with a singleydn) and duplication of resources at
European level.

Demand comes almost exclusively from Member Stégtstheir defence budgets, in particular
for research and development (R&D), have seen antisk budget cuts in the past 10 years.

In 2015, only 16% of defence equipment was procutedugh European collaborative
procurement, which is a long way from the colleetvenchmark of 35% agreed through the
European Defence Agency.

The defence sector is highly fragmented acrossomaltiborders, with substantial duplication
and resulting inefficiencies in terms of failuredapture economies of scale and learning.

The existing situation is not sustainable and txeetbpment of major next-generation defence
systems is increasingly beyond the reach of indaidlember States.

The lack of cooperation between Member States duntfeakens the ability of the EU defence
industry to sustain the industrial and technologaagabilities necessary to preserve the EU's
strategic autonomy and meet its current and figaceirity needs.

On 7 June 2017 the Commission adopted a Commumiciiunching the European Defence
Fund, consisting of ‘windows' for research and baipg accompanied by a legislative proposal
for a Regulation establishing the European Defdndastrial Development Programme under
the capability window.

The proposal for a Regulation establishing the pean Defence Fund under the 2021-2027
MFF was published by the Commission on 13 June 2018

The European Defence Fund is intended as an instruto foster the competitiveness and
innovativeness of the EU defence technological inddstrial base, thereby contributing to the
strategic autonomy of the EU. The instrument isgies to trigger cooperative programmes
that would not happen without an EU contributiord a0 provide the necessary incentives to
boost cooperation at each stage of the industy@déc
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Collaborative projects with significant cross-bargmrticipation of small and medium-sized
enterprises will be particularly encouraged. Thid ensure that the EDF remains open to
recipients from all Member States, regardless @if tsize and location.

The proposal provides for a date of applicatiod danuary 2021 and is presented for a union of
27 Member States.

While defence research falls under the scope ofRhsearch and Innovation Framework
Programme Horizon Europe), the corresponding specific provisions for detemesearch —
such as objectives, rules of participation andveeyi mechanisms — are specified in this
proposal.

The proposal seeks to ensure synergies with otbanifatives in the field of civil R&D, such
as security and cyber security, border controlstgaard, maritime transport and space.

There will be close links between the Fund andqmtsj implemented in the framework of
permanent structured cooperation in defence (PESCO)

The Fund will take account of the EU capability eleypment plan (CDP), identifying the
defence capability priorities, and the EU coordédaannual review on defence (CARD).

In this context, account may also be taken of atéwactivities carried out by the North Atlantic
Treaty Organisation (NATO) and other partners whitiey serve the Union's security and
defence interests.

The Fund also takes into account defence activitiggemented through the European Peace
Facility, an off-budget instrument proposed outsdlie MFF.

The present proposal provides for the possibilityblending support under the Fund with
financing backed by Invest EU.

The Fund should be used to address market faiturasib-optimal investment situations, in a
proportionate manner and without duplicating onalimg out private financing, and should
have clear European added value.

The Union will need to take greater responsibifity protecting its interests, values and the
European way of life, in complementarity and coatien with NATO.

To be ready to face tomorrow's threats and to ptat® citizens, the Union needs to enhance its
strategic autonomy. This requires the developmériteg technologies in critical areas and
strategic capabilities to ensure technological éesiip.

Decisions on defence investments and defence dewvelat programmes remain the prerogative
and the responsibility of Member States.
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The proposed policy approach is proportionate ¢csttale and gravity of the problems that have
been identified. The initiative is limited to goathat Member States cannot achieve
satisfactorily on their own and where the Union barexpected to do better.

The preparatory action on defence research washadnin April 2017 with a total budget of
EUR 90 million over three years. It has startediing initial concrete results, with the first
grant agreements signed in 2018, but all projaetstll ongoing.

The proposed European Defence Industrial PrograReglation for 2019-2020 will have a
budget of EUR 500 million and should be operatidr@h 1 January 2019.

An open public consultation on EDF for all stakelewss was carried out from 13 January to
9 March 2018. Some criticism was expressed frometiical perspective, but the directly
affected stakeholders support the initiative. Tiles on Intellectual Property Rights need to be
adapted for defence.

The proposed budget allocation for 2021-2027 is H3mbillion (in current prices), of which
EUR 4.1 billion is for research actions and EURI&I%on for development actions.

Subject to confirmation of cost efficiency throughcost-benefit analysis, the Fund may be
managed by an Executive Agency of the Commission.

A monitoring scheme is proposed to support perfoiceaeporting and evaluation. Results will
become available progressively.

The Commission proposal for the 2021-2027 MFF sehaxe ambitious goal for climate
mainstreaming across all EU programmes, with amadvearget of 25% of EU expenditure
contributing to climate objectives. The contribatiof EDF to the achievement off this overall
target will be tracked through an EU climate marlksstem at an appropriate level of
disaggregation, including the use of more precisthodologies where these are available.

The proposal provides for a date of applicatiod danuary 2021.
General comments

The EESC points to the requests already set owpinions CCMI/149 (2017), CCMI/116
(2013) and CCMI/100 (2012). The EU Global Stratagd the Implementation Plan on Security
and Defence also provide for important approacleshat end. In the EESC's view, it is
imperative that these initiatives be implementedstsiently and in accordance with the
provisions of the Joint Declaration of the EU andTD of July 2016 as well as the United
Nations principle of collective security.

In view of the actual geostrategic circumstanced aecurity developments, Europe must
strengthen its security and defence capabilities éssential to have a clear understanding of
the Union's common strategic objectives: this il stissing and urgently needs to be
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developed. It is a prerequisite for identifying thecessary defence capabilities that need to be
underpinned by a sustainable European defencediagical and industrial base.

The US withdrawal from the nuclear agreement sigmigdl Iran in 2015, the crisis in Ukraine,
Russia's worrying displays at the borders of théti@&tates and eastern EU border, the
conflagration of the Libya-lrag-Syria arc, the cam instability in the Sahel, the potential
political and military confrontation between a USdel-Saudi axis and an Iran-Syria-Russia
axis, all against a backdrop of cyber threats,sa ih authoritarianism in Europe, and the
heightened unpredictability of US diplomacy: the'&€btrategic balancing has rarely ever been
so complex and worrying.

Security matters both within and around the EUaaineng the predominant concerns of citizens
and heads of state alike.

At least four challenges need to be addressedé¥eth in the most consensual way possible:
autonomy in decision-making, crisis anticipatioalitical influence, and the coherence between
our interests and our demaocratic principles.

In 2017 the EESC advocated the creation of a Earoffence Union (EDU) and supported
the European Defence Action Plan, including thaldisthment of a common European Defence
Fund.

The EESC has called for significant qualitative ggess on European defence cooperation.
Indeed, limited cooperation between Member Statesdefence generates duplications and
results in a defence industry that remains highgrhented. The lack of integration on the
demand side of the market does not stimulate tnatisnal collaboration between undertakings
and further integration of the industry. This caugeefficient allocation of resources,
overlapping industrial capabilities, technologigaps and a lack of new programmes, especially
collaborative programmes.

The EESC supports the objective of strategic autgnan identified critical capability and
technology areas. This objective is strictly redat® the need for sound assessment and
coordination to ensure that those technologies lmarmastered, retained and produced at
European level, enabling the EU to take decisionisaet autonomously if necessary.

The EESC endorses the choice to support the defescter as a demand-driven industrial
policy.

The EESC agrees that greater efficiency in natibndgets should make it possible to achieve
cover of entire European needs for defence equipmen

The EESC agrees that coherence between the progmmtrEuropean level should make it
possible to increase the size of the European rhaekeed by the European defence industry.

The EESC has stated thadiae qua non for the development of common defence capabilifies
to strengthen the European defence industrial eetthblogical base.
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The EESC emphasises that the European Union needsrk on developing a highly skilled
workforce and to secure the workers with such skill

The EESC proposes that the European Union stes @fforts to harmonise export rules within
the Union.

The EESC strongly supports paying special attetdid®BMES, including in the area of research
and development for defence purposes.

The EESC has rejected opening up for defence pespesisting funds that serve economic or
social objectives.

The EESC has rejected a special provision for natidudgetary resources allocated for
defence under the Stability and Growth Pact. Defengenditure should not destabilise public
finances.

The EESC has supported the creation of a Defencel kuth two windows covering both
research and the development of capabilities. Thidd support the design of an integrated
planning process for investments across the whestbniology cycle. Procurement decisions
remain in the hands of the Member States. A foroiot procurement, however, can enhance
the efficiency of the demand side and contributéh®d competitiveness and efficiency of the
European defence industry. The EU budget in supgatefence activities should not replace or
be a substitute for national defence spending rdlier boost and accelerate more and better
defence cooperation. In the same vein, the EU huftizedefence research should not be
allocated at the expense of civil research in odemtors. The aim of the EDF is to trigger
cooperative programmes and, by supporting researdidevelopment activities, to provide the
necessary incentives to boost cooperation at dage f the industrial cycle. Even if decisions
on defence investments and defence developmentrgonoges remain the prerogative of
Member States, the EDF could bring EU added valuénbentivising joint research on, and
development of, products and technologies in tea af defence.

The defence industrial sector is not only of sgmtémportance for the security and defence of
European citizens, but it is also a major contobtd the European economy and welfare with a
total turnover of about EUR 100 bn/year and arod®@ 000 highly skilled people directly and
indirectly employed. This sector is the source oftting edge products, services and
technologies where innovation and Research & Dewaémt (R&D) efforts are key to
competitiveness.

The European defence industry as well as R&D spgnalie quite concentrated in the six Letter
of Intent (Lol) countries (France, Germany, Ité8pain, Sweden and the UK), accounting for
95% of the investments, the bulk of SMEs and miascas well as top companies. A more
harmonised and streamlined European defence pdlight bring efficiency gains through
further specialisation of countries, regions or pamies in certain technologies.
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Lol countries dominate the European defence maiketerms of the number of active
companies and their arms sales. For example, itnJ#eBAE Systems is the largest defence
company.SAAB is the main Swedish aerospace and defence compdnlg the largest in
France areDassault Aviation, Naval Group, Safran and Thales. In Germany, Rheinmetall,
ThyssenKrupp Marine Systems and Diehl are importampanies. In ItalyLeonardo and
Fincantieri represent the two main companidgbus, a trans-European company, ranks second
in Europe afterBAE Systems. Another relevant trans-national company is MBDA joint
venture of the three European leaders in aerospadedefence Airbus, BAE Systems and
Leonardo) active in missile and missile system manufacturfnd KNDS, owner of Nexter and
KMW, is also becoming a trans-European companyeNlwat some of these companies are not
exclusively operating in the defence market, whectplains the varying ratios of sales to
employees.

Looking at smaller companies, a recent IHS studniified almost 1 600 SMEs active in the
defence sector in Europe and estimated the totabeu of SMEs in defence supply chains at
2 000-2 500. A number of these companies are dagirunature, engaged in both the civil and
defence domains. In any case, SMEs play an importda in the defence industry and are a
key enabler for competitiveness.

The European defence industry is not evenly spaeaakss the EU. This suggests that increased
military spending by EU Member States may not flequally to all the Member States. If
higher spending in one country flows to firms ilat countries, this could result in new trade
flows.

Specific comments

The European defence fund will only make a diffegerf it supports activities that really
matter. Its work programmes should therefore babéished on the basis of a robust European
defence planning process that identifies the k@glogity priorities for Europe.

The EESC supports a policy of cooperation which pribmote cross-border cooperation - the
involvement of SMEs, also from states that are members of the Lol, without, however,
going back to the right-of-return policies that stimes reinforced the duplication of skills.

The EESC supports the proposal to limit the beméfEuropean funds to European companies
controlled by European interests and to requireaguaes where a third country participates in
developments supported by the European Defence. Fund

The EESC supports the idea that the granting obgaan credits should be managed by the
European Commission, but thinks that the Europegierize Agency can usefully intervene in

the definition of defence equipment needs and t6€ AR, taking advantage of what have not

always been happy experiences, and play its patidnmanagement of programmes, as the
duplication of skills in the field would be detrimtal to the effectiveness of the system.
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The EESC supports the idea that research and geweld must be submitted to an ethics
committee. Ethical conditions must be spelled dearty and assessed already in the evaluation
of the proposal to ensure legal certainty andtglari

The EESC supports the idea of European induswiareignty in Europe but still questions its
political translation, as most of the European Wriitember States see themselves as part of the
Atlantic alliance, while many states remain attatcttea national concept of sovereignty.

The EESC is concerned about the future of coomeratith the UK after Brexit, and argues for
a strong security and partnership which includesuK's association with the EDF.

Hit by globalisation, which is disruptive in manyys, Europeans are already aware of some of
their mistakes and their illusions. Their biggesstake is their inaction. The policy of strategic
abstinence, which allowed us to focus on the ecgnand brought so much wealth for us
during the Cold War and up to the turn of the cgnthas now become the main European
stumbling block.

Europe has for a long time imposed its will on werld, first on its own and later with the

USA. In a world where global warming and authorétarregimes are growing stronger, the
inequalities of development between countries bigb awithin countries are becoming

unbearable. Our ageing continent feels threatewshlaying a tendency to blame and
sometimes confuse problems like terrorism and rtogyamovements, and is lacking sufficient
solidarity both within and between Member Statesaicontext of resurgence of nationalism
and authoritarianism putting pressure on Europeamodracies. An industrial policy tool as
interesting as the European Defence Fund will megehse the European Union from political
reflection on what we want to defend and how wetwailefend it.

European defence is not solely about strategiatbr@xternal interventions, military capacity,
technological innovation and industrial excellends.the greatest threat that Europeans face
today is the challenge to European democracy ,tdedf common defence policy can no longer
ignore this political dimension.

Brussels, 12 December 2018

Luca JAHIER
The president of the European Economic and Sodair@ittee

CCMI/162 — EESC-2018-03920-00-03-AC-TRA (EN) 11/11



