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Introduction:
Defence Spending across the Atlantic

Since the end of the Cold War, Western armed forces
and their defence technological and industrial bases
(DTIBs) have had to adapt to a dramatically changed
environment. The research and technology (R&T) and
procurement budgets in almost all NATO countries
have fallen dramatically. The technical complexity of
new equipment and the associated development costs
have continued their upward trend. The restructured
and smaller armed forces have required equipment in
smaller numbers, driving up system prices as the de-
velopment costs have had to be charged to smaller
numbers. In addition with fewer numbers, economies
of scale in production have become more and more
difficult to realise, again driving up costs. These cost
increases in established programmes hada devastat-
ing effect on other equipment programmes, either by
reducing the number of systems to be procured (again
driving up system prices) or in some cases even lead
ing to their cancellation. As a consequence, industry
has been confronted with fewer new programmes and
with widening time gaps between these programmes.
Although these post-Cold War developments have
been felt most strongly in Europe (where they have led
into almost deadly cost spirals), they also had severe
consequences for the structure of the US defence in-
dustrial base.

These conflicting budget and cost trends in the R&T
and procurement budgets were aggravated by addi-
tional cost increases outside the investment part of
the defence budget, as at the same time more money
had to be spent on operations and maintenance due to
the much more frequent use of the armed forces and
increase in personnel expenditures. Thus defence
budgets came under a dramatically growing pressure
on several fronts simultaneously. Whereas at least the
US and UK in the second half of the 1990s were able to
stop and finally reverse the downward budget trends
and increase their R&T and procurement budgets,
continental European governments, due to several
political factors, were unable to increase defence ex-
penditures to get their armed forces and DTIBs out of
that deadly cost spiral.

In Europe expenditures for military research and de-
velopment as well as procurement declined consid-
erably since the end of the Cold War. For example, the
six European countries with the highest budgets for
military R&D (Great Britain, France, Germany, Spain,
Italy, and Sweden) spent some 35% less in real terms

in 1998 than 1990.! With regard to procurement ex-
penditures, a comparable but less dramatic develop-
ment occurred: the Western European NATO countries
in 2000 spent 12% less in real terms on equipment
procurement than in 199172

Even in the last five years, despite all the identified
and agreed upon European capability shortfalls, Euro-
pean NATO countries reduced their procurement bud
gets about 0.3% in real terms? Over the same period,
US sources calculated that European equipment
spending had to increase 3-4% each year (or about US$
5 to 7.5 billion) in order to implement NATO’s Defence
Capability Initiative that is to eliminate the listed
capability shortfalls and provide for force projection
capabilities half the size of the US*

To what degree European industry — in comparison
to their US competitors — suffered under these recent
budget trends becomes even more obvious if these
trends are compared with those in the US over the last
couple of years. From 1997 to 2001 the US spent four
times as much on military R&D as all their Western
European NATO allies together, with the difference
growing from year to year: in 1997 the US spent 3.6
times as much, but in 2001 4.3 times as much. Thus
from 1997 to 2001 the US spent US $142.7 billion in
real terms more on military R&D than Western Euro-
pean NATO countries. A comparable but less dramatic
development could be seen with regard to procure-
ment outlays: in 1997 the US spent 1.5 times as much,
but in 2001 twice as much as their European allies.
Taking current and future budget trends into account,
the situation will very likely get worse and the differ-
ence between US and European R&D and procurement
budgets will grow further. Whereas European R&D
and procurement budgets in real terms will almost
stay flat (with few exceptions, one being Great Britain
with a planned annual real growth of 1.2% between
2002 and 2005/6°), the planned US DoD budget for
procurement in nominal terms is planned to increase
about 58% from 2001 to 2007 and the budget for
RDT&E by around 39%°

1 See: SIPRIYearbook 2001, p. 234.

2 See: SIPRIYearbook 2001, pp. 292-295.

3 See: Military Balance 2000/2001, p. 35.

4 See Michael O’'Hanlon of the Brookings Institution in Wash-
ington confronting a committee of NATO’s Parliamentary As-
sembly in February 2000, cited due to: NATO Parliamentary
Assembly, Interim Report: The Defence Capabilities Initiative
and NATO's Strategic Concept, Committee on Defence and
Security, November 2000, Para. 18.

5 See: Military Balance 2002/2003, p. 248.

6 See: Military Balance 2002/2003, p. 241.
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I. Aspending, technology, and capability “gap™?—
Co-operability and interoperability but not gap-
closing as the central transatlantic challenge

These differences in military R&D and procurement
spending are often referred to as the transatlantic
spending gap resulting in acapability as well as a technok
ogy gap. But it is misleading to describe these differ-
ences as a gap.

The amount of resources allocated for defence as
well as military capabilities in quantity and quality
are the direct result of political objectives and priori-
ties. Political objectives are the major driving force for
military strategy which itself defines the tasks of the
armed forces and their associated capabilities. Capa-
bility requirements then translate into tactical and
technical requirements for the development of new
equipment. Therefore the term capability gap assumes
a discrepancy or mismatch between political objec-
tives and military capabilities, the term technology
gap a mismatch between capability requirements and
the available technological capabilities in the defence
technological and industrial base to implement the
required capabilities through the development and
production of new equipment.

Thus the way both terms — capability and technol-
ogy gap — are currently used in the transatlantic con-
text assumes that European forces prepare for the
same missions with the same geographic focus and
the same strategic, operational and tactical concepts
translating into the same tactical and technical re-
quirements for new equipment as the US armed
forces.” This is obviously not the case and probably
never has been the case. Even during the Cold War
with its more or less common political, strategic, and
operational concepts, NATO members had different
tactical concepts (for instance for tank warfare) result-
ing into different equipment requirements.

This is not to argue that European armed forces do
not have severe capability gaps and shortfalls, but they
have to be analysed with European and not US politi-
cal goals and associated military ambitions in mind.
Also European operational concepts (or better con-
cepts of operation) may be tailored to European ex-
perience and force-employment philosophy and may

7 Even more, as the tactical and technical requirements for new
equipment sometimes strongly reflects and partially are driven
by defence industrial considerations, the whole discussion at
least partially reflects US defence industrial interests: to impose
US ,standards” onto the Europeans who may have good reasons
to have different requirements than the US armed forces.
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not just result from capability shortfalls or gaps. Sim-
ply put: the decisive question is whether European
military capabilities are adequate to implement Euro-
pean military strategy. This has two components:
European commitments to NATO and European com-
mitments to the European Security & Defence Policy
(ESDP) Headline Goal process. The extent to which the
two are complementary or in opposition is currently
the subject of intense political debate. A problem here
is that Europe, despite the Headline Goal process, has
not yet developed a military strategy nor is there a
debate about how military means are related to politi-
cal objectives. Therefore it is very difficult to decide
whether differences between US and European spend-
ing represent a gap or simply different political and
military (strategic) concepts.

Putting the important question of NATO to one
side, Europe has to decide for what kind of military
contingencies it wants to be prepared and in what
way. In the absence of indigenous European strategic
guidance, US military requirements for many Euro-
pean countries will remain a sensible way of judging
their own long-term military requirements. Given the
internal and external political prerequisites and spe-
cial circumstances for the use of military force, it re-
mains to be seen whether implementing the Peters-
berg tasks — not to speak about a US-like mission spec-
trum — will not require capabilities very similar to US
forces, at least for the higher end of the Petersberg
spectrum (i.e. peace enforcement operations). It also
remains to be seen whether it is acceptable for Euro-
pean policy makers to have European forces working
around certain capability shortfalls by adopting op-
erational concepts that put their soldiers at higher
risks (for instance low-level penetration of enemy air
space without any electronic combat support or
fighter escorts and the necessity to fly over the target
to deliver dumb weapons). It is highly probable that
European capabilities on the tactical and at least par-
tially also on the operational level will have to rather
closely resemble those the US armed forces are now
employing or developing, simply because they are
designed to fulfil the same political demands (low
casualties, low collateral damage, etc.) that European
politicians should be expected to put forward too.

Despite the absence of a discussion about Europe’s
future military strategy, Europeans are aware of cer-
tain capability shortfalls. Measured against their am-
bitions on the European level (Petersberg tasks) there
is widespread agreement that EU members face capa-
bility gaps in fields like:



» strategic mobility (i.e. aerial refuelling, air trans-
port),

precision strike munitions,

electronic warfare,

power projection (i.e. long range air strikes), and

C*ISR.

The necessary level of these capabilities and thus
the sustainability of European forces with regard to
different missions is of course a case for discussion. In
addition, some European countries may, on a national
basis, also wish to be part of coalitions of the willing
performing missions even beyond the Petersberg mis
sion spectrum. Those ambitions would drive individ-
ual European nations to have at least limited or cer-
tain niche capabilities relevant for and completely
interoperable with US forces even for high intensity
large-scale warfare.

But even on the European level, European military
ambitions in the mid- to long-term may develop be-
yond the Petersberg tasks. The more ambitious Europe
becomes to be a global military player alongside the
US, the more European capabilities will have to re-
semble those of their US partner in quantity and qual-
ity. Assuming European military ambitions would
develop this way, but Europeans would fail to develop
their force capabilities accordingly, then it would be
appropriate to talk about a widening capability gap
that should be closed to avoid losing credibility. But
for the time being this is not the case.

Today the systematic introduction of certain new
technologies together with innovative organisational
and structural reforms will probably lead to com-
pletely different tactical concepts, concepts of opera:
tion, and probably even military strategies. This may
result in insurmountable co-operability and interop-
erability problems between US and European armed
forces if the military partners on both sides of the
Atlantic follow different paths. The central transatlan-
tic problem therefore is not primarily that European
armed forces lack certain capabilities but that they
will plan, organise and equip for a different “Kriegs
bild” (concept of war) than US forces.

US capabilities and especially the transformation of
US forces are not only — and according to US docu-
ments not even primarily — driven by technology but
by conceptual, structural, and organisational innova:
tions (albeit often being made possible by the intro-
duction of new technologies).? To prevent US and
European forces from developing different concepts of

v v v v

8 See: Joint Vision 2020.

operation undermining co-operability — and thereby
also developing different technical requirements un-
dermining interoperability — common studies, simula-
tions, experiments, and war-games between forceplan-
ners etc. will become of utmost importance. Therefore
measures to somehow link US and European force
planning, as well as the development of military strat-
egy and concepts of operations are decisive to avoid
the development or increase of transatlantic co-opera-
bility problems.

The focus of future procurement and upgrading
will be on force-multiplier technologies (such as C3I)
and their respective countermeasure technologies.
These technologies are expensive to develop and there-
fore require pooling resources by international co-op-
eration or by other strategies. Parallel to these equip-
ment trends, Western countries are in the process of
adapting their force structures to new strategic and
budgetary circumstances. It seems likely that the crea-
tion of multilateral forces or pooling will be the only
way to maintain militarily effective structures. But
these forces can only be effective if they use interopera
ble, better standardised, and even better common equip-
ment. To provide the multilateral forces with stan-
dardised or common equipment, a much deeper inte-
gration and rationalisation of European defence com-
panies and of European armaments and procurement
planning as well as execution might be a prerequisite.
At the same time, as already said, Europe depends
very much on American assets, especially in force-
multiplier technologies. There seems to be, therefore,
a need for a transatlantic approach as well.

Il. The challenge of transatlantic cooperation

There is little doubt that the European defense indus-
try faces considerable challenges in trying to keep
pace with developments in the United States. A report
by the Assembly of Western European Union in 2000
observed that the gap in military research spending
between the United States and Europe meant not only
that a technological gap existed but that it would
probably widen still further?® General Klaus Naumann,
the former Chairman of NATO’s Military Committee,
has argued that even if there are niches in which the
Europeans have the lead, they are at least five years
behind the United States in the crucial area of C4l

9 The Gap in Defence Research and Technology between Europe
and the United States.
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(command, control, communications, computers and
intelligence).® The principal challenge for the Euro-
pean defense industry has been that its principal cus-
tomers — namely European governments— have been
slow to adopt the new transformational technologies
and allocate the budgets for procurement and R&D
necessary for modernization.

In spite of these considerations, there are undoubt-
edly situations where European governments will
seek to acquire US technologies off-the-shelf. Such
arrangements have a long history dating back to the
F-16 program and earlier. In the 1980s, the United
Kingdom and France both decided to acquire the
Boeing E3 awacs (Airborne Warning and Control
System) in recognition of the fact that it was neither
technologically feasible nor cost effective to seek to
develop a similar capability In 1995, for similar
reasons, France ordered the E2-C Hawkeye airborne
early warning/command and control aircraft for the
French Navy. More recently, The UK government has
made clear its view that the technologies that under-
pin the RMA “will inevitably be led by the US.”*? Thus,
the UK needs to be selective about the technologies it
develops nationally or on a European basis, and
should be prepared to use US technologies in other
areas in order to continue to make a leading con
tribution to multinational operations. Accordingly,
the UK government has selected Raytheon-developed
technology to meet its AsTor airborne ground surveil-
lance requirement; looked to the Canadian subsidiary
of General Dynamics for its Bowman communications
program; and, is currently evaluating the acquisition
of the Cooperative Engagement Capability as the basis
for its naval network-centric warfare capability.

However, the acquisition of US technology remains
an unattractive option for many European govern-
ments. There is a strong feeling in Europe that it is
crucially important to the development of the espp
that Europe establish a strong and competitive de-
fense industrial and technological base. In this view,
autonomous crisissmanagement operations are feasi-
ble only if Europeans succeed in narrowing the tech-
nological gap that exists between European countries
and the United States and Europe must do so either
through its own efforts or as an equal partner in

10 Ibid.

11 The UK. had attempted to do so with its Nimrod AEW pro-
gram but that was eventually cancelled due to technological
difficulties and massive cost overruns.

12 Strategic Defence Review, “Supporting Essay Three, The
Impact of Technology”, Para. 32.
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transatlantic cooperative programmes.*® There are
many practical challenges to enhancing transatlantic
armaments cooperation. Important sections of Euro
pean policy opinion remains concerned that such co-
operation represents a “Trojan Horse” for the US take-
over of the European defense industrial base (witness
the criticisms leveled against the Joint Strike Fighter
programme). European governments are wary of the
operational constraints that can emerge from US tech
nology controls and America’s closest allies are con
cerned about the need to retain an independent capa-
bility while ensuring coherence with US develop-
ments. The challenge for the UK is how to achieve
interoperability without being obliged to buy US
equipment with all the technology transfer and opera-
tional challenges that it entails* A stronger European
defense industrial and technological base will allow
Europe to engage in transatlantic armaments pro-
grams as a more equal partner to the US At the same
time, the politics of defense procurement means that
politicians will continue to demand local content in
exchange for their agreement to spend large sums on
defense equipment and - in the current climate of
weak electoral support for defense spending in Europe
— initiatives that oblige European governments to buy
US technology are unlikely to gain much support.
Equally, the development of strong capabilities in
transformational technologies is seen by European
industry as vital to sustain the European defense in-
dustrial base and retain Europe’s established defense
export markets. European companies are also keen to
gain a substantial share in the significant growth mar-
ket for C4ISR, uavs and so forth.

I11. Transatlantic cooperation models and their
policy implications

These considerations show, that Europe — due to its
foreign and security policy ambitions — should main-
tain its own competitive DTIB to be able to support its
armed forces and that it should therefore focus on
how to spend its scarce defence resources more effi-
ciently. Transatlantic armaments co-operation should
therefore be balanced and make use of European tech
nological capabilities. Budget pressures, cost increases,

13 The Gap in Defence Research and Technology between
Europe and the United States.

14 Andrew D. James, Delivering Network Enabled Capability:
Industrial, Procurement & Policy Challenges for the UK, FIND
User Report, FOI, Stockholm (forthcoming).



interoperability requirements among others will

make transatlantic armaments co-operation even

more urgent but from a political point probably also
more difficult to maintain or better to get started
again (on the systems level). From a technical point of
view co-operation should be easier as key technologies
will be dualuse and thus more commonly available,
thus making national policies to restrict technology
transfer less plausible. In addition, at least in Europe,
due to budget realities a competitive DTIB and thus
the dependence on industrial support can only be
organised on a multilateral level. Therefore there
seem to be two development options:

» either Europe “bites the bullet” and develops a true
European approach to force, capability, and ama:
ment planning, setting free a considerable amount
of resources to improve its military capabilities
(and the competitiveness of its DTIB) in due time
and by so doing establish the basis for a more bal-
anced transatlantic partnership in defence and de-
fence technological and industrial matters; or

» Europe gives up its ESDP ambitions and the Euro-
pean nations bilaterally try to seek their wellbeing
as a junior partner of the US.

European rhetoric clearly demands realisation of
the first option, European political coherence and
budgets may only allow to implement the second
option, which given the current bilateral US policy
approach also might be perceived to be the preferred
US policy option.

Model A:
An almost balanced transatlantic partnership

In this model the efficiency gains through improved
armaments co-operation through work-sharing and
specialisation are in equilibrium with the political
costs of mutual transatlantic and European strategic
dependencies. Thus the transatlantic defence indus-
trial “system” serves both US and European foreign
and security policy ambitions.

Obviously European resources spent on R&T and
procurement must be increased by at least spending
the available money much more efficiently. In order to
be able to do so, Europeans must reduce redundan-
cies, duplications or other inefficiencies which require
much closer co-ordination concerning R&T, equip-
ment, and force planning than is currently the case.
(Out of question, the relationship would be even more
balanced, if Europe would be able to allocate addi-

tional resources for defence.) Necessary steps into this

direction include:

1. the establishment of a European requirements
process,

2. the development of a European defence industrial
policy including rules and regulations for the ar-
maments sector, and

3. the inauguration of a European Capability, Arma-
ments, and Strategic Research Agency.

As a first step of such a process multilateral work-
ing groups should be established that will focus on the
development of common threat perspectives and a
common definition of military task. Building on the
experience being made in the ECAP process and trans
ferring this process into a permanent although rear-
ranged structure, other working groups may tackle
specific capability areas like strategic deployment,
mobility, strike, or C4ISR. The idea here would be to
discuss and co-ordinate the development of new capa-
bilities early in the process, before national positions
are fixed providing more flexibility for co-operation
further down the process. The capability working
groups could also discuss lessons learned from past
international operations. They should have a certain
budget at their own disposal to verify their conceptual
ideas for new equipment items via simulations or even
technology demonstrators a nd for the development of
common support tools (simulation models etc.). This
process should be closely linked to the US transforma-
tion endeavours and the development and further im-
provement of the NATO Response Force and supported
by the new NATO Allied Command Transformation
(ACT). Thus, in November 2002, the NATO Prague Sum-
mit adopted a Capabilities Commitment to ensure
that NATO will in the future have military capabilities
required for the full range of its missions. The new
NATO Reaction Force is to act as a catalyst for change
and an essential element of NATO’s transformation
agenda focusing on and promoting improvements in
NATO capabilities and the creation of the new NATO
post of Supreme Allied Commander for Transforma-
tion will give further impetus to the process. In gen-
eral, NATO’s role would be to harmonise requirements
as far as possible, develop STANAGS, coordinate Euro-
pean and US R&T etc. planning, and identify (in addi-
tion to industry) opportunities for co-operation in
development and production for military equipment.

As the necessary efficiency gains in European de-
fence could only be realised through work-sharing and
specialisation within the European DTIB and thus lead
to strategic dependencies between European countries

SWP-Berlin
Transatlantic Armaments Co-operation
July 2004



counter-balanced by security of supply obligations,
such a system has to be based on confidence between
those states participating. Thus it is probably easier to
start such a process within a smaller group of coun-
tries. Such a core solution would also facilitate nego
tiations on the many rules and regulations under
which such a core would operate. But the group
should be open to new members if they accept the
rules. To facilitate transatlantic armaments co-opera-
tion these rules should be informed by new US pro-
curement etc. regulatory developments. This Euro
pean core market should be open to all EU members,
offering considerable advantages also for those coun-
tries not participating from the very beginning.

European industry has already gone some way to
establishing European solutions to European capabil-
ity shortfalls. In the area of precision strike, mBbA has
developed the Storm Shadow/Scalp EG cruise missile.
In C4ISR, France is deploying the Helios series of opti-
cal observation satellites and Germany is developing
SAR-LUPE. Galileo represents a major extension of
European capabilities. A European industry team of-
fered the Stand Off Surveillance and Target Acquisi-
tion Radar (sosTAR) as an alternative to the Northrop
Grumman JsTARs for the NATO Air Ground Surveil-
lance (acs) requirement.’ Similarly, Europe has pro-
grams that span the entire spectrum of uavs and the
French companies Sagem and Dassault Aviation are
collaborating to develop an unmanned combat air
vehicle (ucav).® With regard to strategic mobility as-
sets, in air-to-air refuelling, the Air Tanker consortium
led by eaDs is offering the A330 for the United King-
dom’s Future Strategic Tanker aircraft program and
the A310 Multi Role Tanker Transport aircraft has
been ordered by Germany. The Airbus Military Com-
pany A400M represents a European industrial re-
sponse to NATO Europe’s strategic airlift needs.

Like their US counterparts, the leading European
defense contractors are responding to the new trans
formational agenda albeit in a way that reflects the
realities of European defense budgets and the de-
mands of their customers. BAE Systems is investing
considerable effort in the development of a C4ISTAR
sector strategy to address key programs in the United
States, the United Kingdom and the rest of the world

15 SOSTAR is being developed by Thales, the Dornier unit of
EADS, Alenia Difesa’s FIAR and the Dutch government-owned
Technisch Natuurwetenschappelyk (Luke Hill, “NATO considers
merging ags”, Jane’s Defence Weekly, June 13, 2001, p. 3).

16 John Brosky, “French flying fast to win share in UCAV mar-
ket”, Defense News, April 29—May 5, 2002, p. 8.
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by building on capabilities in BAE North America (not
least in the areas of Electronic Warfare and Informa-
tion Dominance) and focusing across the organization
to exploit technological capabilities and market op-
portunities” As part of this strategy, BAE Systems and
Italy's Finmeccanica are to form a new defense elec-
tronics partnership to be called Eurosystems that will
oversee joint ventures in the areas of systems integra-
tion and C4ISR business, communications systems and
avionics. BAE Systems is not alone. Thales is re-orien-
tating its communications business group to focus on
network-centric warfare and to capitalize on its strong
position in the defense electronics business and its
place as the largest European supplier of defense com-
munication systems.'® The European Aeronautic De
fense & Space Company (EADS) is seeking to focus on
growth areas of the global defense market such as
UAVSs, C4ISR and avionics. EADS has sought to use
acquisitions to overcome the constraints of small de-
fense electronics business and limited globa | presence
outside its home markets of France, Germany and
Spain. In July 2001, EADS acquired Cogent Defense &
Security Networks from Nortel Networks establishing
EADS Telecom as a significant competitor in defense
communications. In May 2003, EADS completed the
acquisition of the BAE System share in the Astrium
space joint venture and with it took full control of
Paradigm Secure Communications making EADS the
prime contractor for the UK’s Skynet 5 programme.
Many European countries are currently studying
and undertaking network related/network centric
warfare developments and there is considerable op-
portunity to share research, leverage experimentation
and build coalition capability.” The UK government
has made it clear that it is willing to consider inter-
national collaboration in the development of such
capabilities. In the case of FIST (the UK’s future soldier
technology program), the Defense Procurement Agen
cy notes that many NATO and Partnership for Peace
nations are pursuing similar programs and the FIST
Assessment Phase is looking carefully at collaborative
opportunities. The French government has also ex-

17 BAE Systems presentation by John Weston, Chief Executive at
the CSFB/Aviation Week Aerospace Finance Conference, New
York, 15 May 2001 downloaded April 24, 2003 from
http//:www.production.investis.com/baesystems/bae_irpresentati
ons/ csfbwebcast/2.pdf.

18 Gopal Ratnam and Amy Svitak, “How Europe can close the
gap”, Defense News, August 5-11, 2002, pp. 1-4.

19 Network Enabled Capability: The UK's programme to en-
hance military capability by better exploitation of information,
downloaded April 24, 2003 from http://www.mod.uk/issues/nec/.



pressed its desire to increase its cooperative R&D effort
and has argued that across a range of transformation-
al technology areas from space to C4ISR there are
strong arguments for European solutions®

European governments are seeking to make pro-
gress and to observers of European armaments coop-
eration recent political developments have been noth-
ing short of remarkable. The idea of a European arma-
ments agency, after having languished for more than
adecade, has reemerged on the political agenda and
European governments appear serious about develop-
ing closer cooperation in the field of armaments. The
Anglo-French Le Touquet Declaration, the draft Con-
stitutional Treaty produced by the Convention on the
Future of Europe and the conclusions of the Thessalo-
niki European Council all suggest the emergence of a
new political dynamic to the process that seemed
inconceivable only a few years ago. In the Autumn of
2003, the detail of the Agency was the subject of con-
siderable discussion but the draft Constitutional
Treaty included a proposal to establish an intergov-
ernmental European Armaments, Research and Mili-
tary Capabilities Agency that would identify opera-
tional requirements, put forward measures to satisfy
those requirements, contribute to identifying and
implementing measures needed to strengthen the
European defense industrial and technological base,
participate in defining a European capabilities and
armaments policy, and assist the Council in evaluat-
ing the improvement of military capabilities® In
October 2003, European defense ministers agreed to
further and substantially harmonize their armed
forces by the end of the decade. Meeting informally in
Rome, ministers agreed to significantly increase their
interoperability by 2010, pooling resources, doctrines
and equipment to ensure they are able to “work seam-
lessly together and with key strategic partners”? The
agreement sets a new deadline for military coopera-
tion just months before the end of the 2003 deadline
for the Helsinki goals.

The political attention being given to armaments
cooperation is encouraging but reflection on the his-
tory of European armaments cooperation reminds us
that we have been down this road before only for it to

20 Rapport fait au nom de la Commission de la Défense Natio-
nale et des Forces Armées sur le projet de loi (n0.187) relative a la
programmation militaire pour les années 2003 a 2008, M. Guy
Teissier, le 25 novembre 2002, Assembleé Nationale (Paris).

21 Draft Constitution, Volume I, CONV 724/03, Secretariat of the
European Convention, Brussels, May 26, 2003.

22 Statement by Javier Solana, Rome, October 3-4, 2003,
http://ue.eu.int/newsroom/newmain.asp?LANG=1

end with little in the way of concrete developments.
The character of European armaments cooperation
has been determined by the desire of national gov-
ernments to protect national sovereignty and control
over armaments issues combined with the unbridge-
able gap between the interests of large and small
European countries. Those European countries with
large defense industrial bases have favored intergow
ernmental coalitions of the willing such as OCCAR
and the Framework Agreement as a means of achiewv
ing some progress on armaments cooperation issues.
Turning the grand political statements of support for
a European armaments agency into real progress may
prove to be far from straightforward and the road
ahead may be a rocky one. Indeed, the history of Euro-
pean armaments cooperation has been one of often
torturous negotiations over the minutiae of imple-
mentation that have had the effect of eroding the
dynamic created by high-level political initiatives.
Important issues still have to be addressed: the inte-
gration of existing armaments cooperation organiza-
tions; the membership of the Agency and the possibil
ity of enhanced cooperation; the responsibilities of the
Agency and the willingness of national governments
to provide it with the necessary executive powers; con-
cerns about European preference; and, the role of the
European Commission.

At the same time, European policy makers must
make sure that this latest round of institution-build-
ing does not lead them to lose sight of the bigger pic-
ture. The Agency should not be seen as end in itself
and success will be measured not by the establishment
of the institution (we have had plenty of those in the
last three decades) but by the difference that it makes
to European capabilities in support of the ESDP. In
this regard, the Agency can be regarded as a necessary
but not a sufficient condition for progress towards
meeting Europe’s aspirations. The political will to
address the capabilities issue expressed in the ECAP
process and now in thinking about the Agency is en-
couraging. Ultimately, however, it will only deliver
results if it is supported by the will to increase Euro-
pean defense procurement spending to a level that
ensures that European military forces can meet the
political aspirations of the ESDP.

A further pressing need is for requirements harmo
nization. The need for European governments to make
their intent and requirements more definitive is criti-
cal for many reasons but two in particular will be
noted here. First, through requirements harmoniza-
tion, European governments would indicate to indus
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try where investment is needed over the longer term.
That its turn would encourage further consolidation,
alliance building and increased R&D investment as
companies gained confidence with regard to where
business opportunities will emerge. As one commen-
tator has put it: “Industry sorely needs clearer EU-wide
policies: only the aerospace industry has achieved
noticeable consolidation; land and naval systems
manufacturers await a better sense of what capabili-
ties will be sought in the future”? Another critical
reason for requirements harmonization is that it
would make cooperative European C4l programs more
feasible. C4l presents particularly difficult challenges
for European a rmaments cooperation. C4l is intimate-
ly linked to doctrine and goes to the heart of how
European armed forces fight. It is also critical to inter-
operability. At present, NATO provides the only in-
stitutional mechanism for promoting cooperative

C4l programs. Requirements harmonization within
Europe is critical to ensure closer interoperability
between European armed forces.

However, the pace of technological developments
in the United States combined with constraints on
European defense R&D and procurement budgets
mean that Europe will only meet its capabilities needs
through a combination of European developments
complemented by transatlantic armaments coopera-
tion. The CSIS Commission on Transatlantic Security
and Industrial Cooperation in the Twenty-First Cen-
tury argues convincingly that: “Both NATO and the
European Union should make an effort to coordinate
on defining priority defense requirements and
equipment needs that could be met by consortia or
partnerships among industrial suppliers and technol-
ogy companies across the Atlantic”?* Cooperation on
missile defense and unmanned aerial vehicles are two
significant areas where coordination could avoid re-
dundant spending and there are benefits for both
sides: “US military capabilities could take advantage of
technologies that are being developed in Europe,
while the Europeans could achieve more effective
technological pooling with US defense capabilities,
reinforcing progress towards coalition interoperabil-
ity”? The outcome could well be NATO-owned and
operated assets such as NATO AWACS or capabilities
that could be adopted by individual member states.

23 Charles L. Barry, “Coordinating with NATO”, in Hans Bin-
nendijk (ed.) Transforming America's Military, National Defense
University Press, 2002 (Washington DC).

24 The Future of the Transatlantic Defense Community, p. ix.
25 The Future of the Transatlantic Defense Community, p. 11.
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Such arrangements offer the prospect of reducing
problems of interoperability and enhancing NATO
military capabilities.

Currently, the degree of cooperative engagement in
armaments development and production is extremely
low. Significantly, there is virtually no meaningful
cooperative engagement in key US transformation
programs — from uavs to military space to information
dominance - or in the other areas that are relevant to
closing the capability gap or enhancing interoperabil-
ity. JsF, and potentially missile defense, are by and
large not related to coalition force improvements in
interoperability or capability, but undertaken for
reasons of affordability (JsF) and geopolitics (missile
defense).? Of course, the record of transatlantic ar-
maments cooperation has been patchy. There have
been some success stories. The long term and evolving
multi-national Sea Sparrow and Essm procurement
program could be cited as an example of how joint
cooperative programs could be put together to allow
for both commonality and economic participation.?’
The JTIDS/MIDS, Link 16 program has promoted tacti-
cal information exchange and enhanced interopera-
bility between NATO combat aircraft. However, the
story of NATO AGs is a sobering reminder of the chal-
lenge of turning warm words into concrete action. The
AGS project has been beset by political and industrial
difficulties. US proposals based around its Multi-Plat-
form Radar Technology Insertion Program (MP-RTIP)
initially proved problematic because key areas of clas
sified technology were offered on a “black-box” basis.
At the political level, 2001 saw France, Germany, Italy,
Spain and the Netherlands attempting to secure their
own technology base by supporting a research pro-
gram dubbed Stand-Off Surveillance and Target Acqui-
sition Radar (Sostar) to develop an active-phased array
SAR/MTI radar. Northrop Grumman is the US prime
on MP-RTIP, while EADS is a major partner in Sostar.
However, both companies are also exploring a number
of areas of transatlantic collaboration, which has
given rise to the Transatlantic Industrial Proposal
Solution (TIPS) to meet the NATO AGS, while also aim-
ing to placate political concerns in both Europe and
the US® Joint Strike Fighter — for many a model for

26 Ibid.

27 TransAtlantic Defence Industrial Cooperation, A report by
the NATO Industrial Advisory Group to the Conference of Na-
tional Armaments Directors, Spring 2002, Brussels.

28 Douglas Barrieand Michael A. Taverna, “Prague Summit
Could Provide Springboard for NATO AGS”, Aviation Week &
Space Technology, July 8 2002, Vol. 157 (2), p. 31.



the future of transatlantic armaments cooperation —
has struggled to overcome the challenges of US arms
export and technology transfer regulations.
Transformation-orientated cooperative armaments
programs (or European participation in ongoing US
programs) may provide a means of closing the capa-
bilities gap. Equally, deep and balanced transatlantic
links between defense research agencies in the United
States and Europe could help so long as they go be-
yond the current exchange of information to incorpo-
rate joint projects® To facilitate such common pro-
grams requires common agreement on operational
requirements, and new and more efficient ways of
managing projects collaboratively. NATO members
also need to coordinate acquisition purchases to
achieve economies of scale. Such cooperation needs to
recognize the technological capabilities of European
partners as well as the political imperative for bal-
anced cooperative arrangements and can only be built
on a willingness to draw on component technologies
from participating nations in a fair manner. This
means paying more attention to operational require-
ments, willingness to invest, capabilities, and effi-
ciency than national origin and offset arrangements®
Creating the conditions for transatlantic arma-
ments cooperation places responsibilities on both
Europe and the United States, Europe needs to take
the capabilities gap seriously and ensure that it reallo-
cates scarce defense budgets to address NATO capabili-
ties requirements. The US government needs to play
its part in the modernization of NATO Europe’s capa-
bilities, not least by offering technology and joint
programs to support European transformation and
enabling this process through changes to technology
transfer regulations. There are signs of some progress.
In Autumn 2002, the State Department began a review
of the current policy guiding conventional arms trans-
fers in a move that may lead to the relaxation of ex-
port regulations and that may facilitate armaments
and industrial cooperation Equally, reports that the
US government is prepared to export the Predator uav
to Italy suggest that the Bush a dministration may be
willing to adapt policy in a bid to close the capabilities
gap ¥ However, the climate is hardly helped by Con-

29 The Gap in Defence Research and Technology between
Europe and the United States

30 The Future of the Transatlantic Defense Community, p. x.
31 Jason Sherman, “Reviewing U.S. export rules”, Defense News,
July 22-28, 2002, p. 8.

32 Amy Svitak, “New U.S. policy paves way for Predator sale to
Italy”, Defense News, April 15-21, 2002, pp. 1-4.

gressional support for strengthened “Buy American”
provisions.

The reform of US export and technology transfer
controls is critical. A critical challenge for the Euro-
pean defense industry has been how to enter into
effective collaborative ventures to acquire US technol-
ogy. In large part this is a function of the difficulties
posed by US export controls and technology transfer
regulations. Time and again, these security regula-
tions have made transatlantic collaboration difficult
and - in some cases— they have driven European com-
panies to deliberately design-out components and sub-
systems from European programs. The history of the
Medium Extended Air Defense System (MEADS) program
highlights the sensitivity of technology transfer issues
in transatlantic industrial relationships as well as the
often limited political commitment to these kinds of
governmentto-government collaborative programs on
the part of the US Congress. The United States insisted
on having the right to conduct onsite security inspec-
tions of German and Italian facilities, and at the same
time proposed the use of ‘black boxes’ to protect US
technology. Such proposals were rejected by the Ger-
man government, which saw MEADS as a test case for
US willingness to share technology with its allies. A
stalemate ensued which was only broken after eight
months of sometimes tense negotiations®

The US-U K. “Declaration of Principles”, signed in
February 2000, provides a bilateral model for the man-
agement of transatlantic relationships covering the
harmonization of military requirements; export pro-
cedures, information and technology-related security
as well as joint research programs. The US Defense
Trade Security Initiative (DTsI), announced in May
2000, represents a potentially significant change in US
rules on export controls, promising to streamline the
license approval process and to provide licensing ex-
emptions for unclassified items for qualified firms —
provided that there is an agreement between the
United States and the country in question. Spain and
Sweden are now pursuing a Declaration of Principles
but the U.K. experience has been that tangible pro-
gress can be slow — it took two years before the United
Kingdom introduced the first legislation. Such initia-
tives under the Clinton administration provided hope
for closer transatlantic cooperation. Under the Bush
administration, the Declaration of Principles/DTSI

33 Andrew D. James, “The prospects for the future”, in Burkard
Schmitt (ed.) Between Cooperation and Competition: the Trans-
atlantic Relationship, Chaillot Paper 44, 2001, Paris.
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process has increasingly become a source of frustra-
tion and disillusionment for advocates of closer trans
atlantic ties. Unsurprisingly, since September 11", the
Administration has been totally preoccupied with
“The War on Terrorism”. The US defense industry —
buoyed by a rising defense procurement budget- is
losing interest in transatlantic defense markets. Con-
gressional support for strengthened “Buy American”
provisions does not auger well for any future initia-
tives to promote transatlantic cooperation.

This is a huge problem because for NATO transfor-
mation to be effective, the United States must be will
ing to trust its European partners by sharing advanced
technology, such as stealth and command-and-control
systems. Moreover, the US government will likely need
to relax export controls if it wishes allies to have com-
parable capabilities* The United States needs to offer
technology and joint programs to support European
transformation and promote common, joint programs
to strengthen the NATO defense technological and
industrial bases.® The United States also has to learn
to trust its allies. Cooperative Engagement Capability
is a good illustration of the difficulties. The US has
agreed to release CEC to the United Kingdom but
given the clear advantages of the system, particularly
in the interoperability arena, extending CEC across
the whole of NATO would seem to be a highly desir-
able step with Norway and Spain having acquired
Aegis-based naval air defense systems, they would be
the obvious next recipients of CEC. What remains to
be seen is how long they will have to wait for it. CEC
gives the US a quantum leap in its ability to achieve
“full spectrum dominance' in any theatre of war and
the Pentagon is reluctant to see it proliferate else-
where. It is this aspect of CEC that makes it a curiously
paradoxical programme. On the one hand, it clearly
represents the strongest emergent technology around
for removing barriers to full transAtlantic interopera-
bility. Yet, on the other, it is too sensitive, too great a
leap forward, to be given an unequivocal export re-
lease.®*® Against this background, it is little wonder
that Thales has called on the French government to
fund a naval netcentric system demonstrator as the
basis for a European alternative to CEC. Such a devel-

34 Robert Hunter et al., New Capabilities.

35 Jeffrey P. Bialos, “Thoughts before yet another NATO Summit
— Will Prague ‘Visions’ of coalition warfighting capabilities trans
late into armaments realities?”, mimeo, The Johns Hopkins SAIS
Center for Transatlantic Relations, Washington DC (September
2002).

36 Cook, “Network-centric warfare”.
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opment would lead to yet further duplication and
stretch already over-committed European defense
budgets — but it would be completely understandable
nonetheless.

Model B: Strong US dominance

Considerations here assume that European govern-
ments will be unable and unwilling to develop a true
European defence industrial base through trans-
national restructuring, because such a step inevitably
encompasses cross-border industrial specialisation and
work-sharing and thus potentially far reaching politi-
cal dependencies. Instead, European governments will
continue to concentrate on the national level. But
even if European governments would develop the
political will to support such a step, to implement it
may take enough time to allow the US government
and industry to strengthen its dominant position and
undermine the European process altogether. It is rea-
sonable to assume the US government will continue to
negotiate bilateral arrangements with some selected
European allies thereby undermining a European
approach to force armaments, and R&T planning and
execution. For their own reasons, US companies could
do the same and prevent the creation of additional
European industrial heavyweights in the land system
and naval sector.

Certain parts of the US policy community question
whether autonomous European development and
acquisition efforts are necessarily the most effective
means of utilizing scarce European defense spending.
In the eyes of some US commentators, the European
defense industry has rather little to offer in closing
the capabilities gap. European governments are not
seen as seriously addressing the transatlantic capabili-
ties gap nor is the European defense industrial base
seen as capable of delivering needed capabilities. In
this view, the US drive towards transformation along
with its increasing defense spending, has given US
industry an already unassailable technological lead.
Not only that, but the United States is said to have
stronger commercial information industries than
Europe and successful acquisition reform is allowing
the Department of Defense to gain access to those
commercial technologies through a growing use of
standard off-the-shelf products’ Such commentators
argue that European programs that lead to a duplica-

37 Gompert et al., Mind the Gap.



tion of development efforts are costly and wasteful in

the context of European spending constraints. The

A400M and Galileo programs have been singled out

for particular US criticism. The naysayers concede

that, selectively, the Europeans may have some excel-
lent defense and information technologies; but overall
they are lagging and will fall even further behind as

US industry responds to the demands of the Depart-

ment of Defense’s transformational agenda® The

United States can offer operational capabilities, whilst

European projects are in many cases still on the draw-

ing board. European collaborative efforts to catch-up

with the United States — the naysayers continue — are
likely to be more costly and quite possibly technologi-
cally inferior to buying off-the-shelf from the United

States.

Under these circumstances of strong US domi-
nance, European governments have several options in
directing their future procurement, armaments, and
defence industrial policies, although it is very doubt-
ful that broad and competent national DTIBs can be
maintained (even in France and the United Kingdom).
They will probably shrink further and governments
will have to accept implicitly or explicitly the trans
formation to one of the three following models. Any
option would ultimately change the manner, the
scope, and the content of Intra-European as well as
transatlantic arms co-operation.

1. In the system integrator model national firms will
maintain capabilities and know how in system in-
tegration for major platforms but will increasingly
rely on imports from the US or elsewhere for im-
portant sub-systems and components. This model
leaves governments and their armed forces depen-
dent on US industry for security of supply, under-
mining the rhetoric of a European defence identity
and French ambitions for national or European
autonomy. It might, nevertheless, have some politi-
cal appeal because it allows the Europeans to pre-
sent the image of being able to field complete
weapon systems either on a national, binational, or
multinational level, the last two via “classical” arms
co-operation. Platform integration could rarely
generate efficient scale, but sub-contractors could
be selected through global competition. It offers
moderate economic benefits in the way of employ-
ment, but importing most of the sub-systems and

38 Paul Mann, “Technology gap called NATO's salient issue”,
Aviation Week & Space Technology,June 17, 1995; David C.
Gompert et al., note 2.

components involves significant foreign exchange
costs.

From a transatlantic armaments co-operation point
of view it would either require changes in the

US technology transfer and export regulation, or
put European platform exports under US regula-
tion and control via end-user certificates for all
components, or force European platform compa-
nies to buy elsewhere.

2. In the supplier model a state tries to match its de-
fence imports with defence exports by concentrat-
ing on the production of sub-systems and major
components. These are then sent to system integra-
tor companies in other countries, especially the US.
Although such an approach would probably not
undermine security of supply, its wider national
political appeal would be rather limited because it
would involve broad and highly visible strategic
dependencies on the US. As many states and proba-
bly all potential military partners would use plat-
forms procured from the US, interoperability would
be enhanced and economies of scale could be real
ised. For Europe the economic benefits of employ-
ment and foreign exchange would be very moder-
ate at best.

This model would nevertheless require dramatic
changes in US policy. It is a plausible option only if
the US changes its buy-American policy and Euro-
pean suppliers are treated fairly by US system com-
panies. It will only survive if Europe gets the status
Canada had in the past. Export and technology
transfer would be less of a problem, as Europe
would primarily buy complete systems for their
own armed services and end-user certificates would
be no problem.

3. In the second-class-industry model — the third op-
tion —a state aims to develop and produce both the
platforms/systems and most of the major sub-
systems and components. But with limited re-
sources available the equipment would not be able
to match US sophistication. This approach facili-
tates security of supply but interoperability with
US forces would be difficult to achieve, not only in
a technical but also in a tactical and operational
sense. But it would allow a state to maintain the
facade of military industrial capability, a source of
political value, and defence spending would con-
tinue to generate industrial employment.
Although each of these models for the future devel-

opment of national DTIBs in Europe would undermine

Europe’s security, foreign and defence policy ambi-
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tions (autonomy as well as equal partnership), this is

especially true for option two. If European govern-

ments want to maintain a technologically and finan-
cially vital European defence industrial base that will
be able to implement European military requirements
and at the same time fulfil technological and indus-
trial policy ends which again are at least partially re-
lated to security policy considerations, namely securi-
ty of supply in crisis and war, they will have to assure
the longterm survival of European system companies.

The reason is that the already dominant position of
the large system integration companies will be con-
solidated in the future as government and their mili
tary increasingly look for complete system or even
system-of-system solutions. The financial and techno
logical resources required to develop such complex
system architectures in general favour larger com
panies® The growing complexity of military equip-
ment and the system-of-system approach associated
with network centric warfare ideas already lead
system companies to broaden and deepen their in-
house capabilities.

On the supplier level and thus with regard to small
and medium sized enterprises (SMEs) three develop-
ments can be observed:

1. as the survival of a competitive supplier base is of
utmost importance for the survival of system com-
panies, the on-going consolidation on the supplier
level resulting in ever fewer suppliers for defence
specific components leads to increased vertical
concentration of system companies, if they have to
take over suppliers of key components who will
otherwise run out of business in order to keep the
know-how relevant for their own products or to
block access to this know-how for competitors.

2. if the customer continues to require financial par-
ticipation of the system company in the develop-
ment of new equipment, the system companies
(like for instance in the automobile industry) will
ask their suppliers to also take over a considerable
part of this financial burden. Such a development
will bring about - probably even on a transnational
level - consolidation on the supplier level like in the
commercial aerospace industry. In such a process
supplier cartels will be established, which due to
their market power will become real partners for
the system companies.

39 But with regard to development in some cases they may be
substituted or supplemented by some highly innovative engi-
neering offices.
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3. exclusive relationships develop between individual
system companies and a number of preferred sup-
pliers which are characterised by a very close co-
operation and risk sharing. In this case the suppli-
ers or SMEs group around a system company and
both sides develop a kind of symbiotic relationship.
Such exclusive relationships could be broken up
only on a case-by-case basis for few individual pro-
grammes: when a foreign government via offsets,
local content etc. brings in its own SMEs for that
specific business.

Therefore national small and mediumsized enter-
prises/suppliers in the mid to long term will only sur-
vive
» either through a very close working relationship

with national system companies or national devel-

opment and production facilities of transnational
system companies, or

» by repositioning themselves on the international
market through transnational consolidation with
other suppliers in conjunction with specialisation
and work-sharing, establishing supplier cartels that
may serve as a partner for several system compa:
nies.

For SMEs from countries without large system inte-
grators only the last option is available. Exercising
option one could be done for an individual pro-
gramme its government wants to buy via negotiated
offsets, local content, or programme-related fair re-
turn, but rarely will it create long-term partnerships
with foreign system companies necessary for the long
term survival of these SMEs.

Thus only options one and three offer a longterm
perspective. However, the shrinking national markets
in Europe are too small for system companies of ade-
guate size - that is of adequate technological scope and
financial robustness - to survive. European arms in-
dustries either have to get access to other national
markets in Europe at the expense of US or other Euro-
pean industries or they have to restructure on a trans-
national scale in order to create a common market for
new transnational companies. Their only real option
for survival given the reductions in national procure-
ment spending is to gain a larger portion of a shrink-
ing export market. That approach requires competi-
tive products which over a mid- to long-term perspec-
tive necessitates competitive companies. Competition
with a consolidated US defence industrial base can
only be realised if transnational European restructur-
ing takes place. Otherwise the European industries
will be forced to retreat into niche markets which over



the long term will make them suppliers to US system
integrators, an option that due to the above men-
tioned developments offers no long term survival.
Today European governments seem to be engaged
in a very competitive process. They all want to make
sure that their system companies form the core of the
new European structure and thereby have their part:
ners carry the economic burden of restructuring and
accept the related defence industrial dependencies.

Summary:
Which Model to Prefer and What to Do

Implementing any of these models will require politi-
cal action especially on the US side. But there is only
limited room for optimism for such a development.
US government policies have always created major

obstacles to transatlantic cooperation. The US Depart-

ment of Defence prefers to buy US defence techno
logies and to protect US defence technological leader-
ship and thus carefully restricts European access to
US technological know-how. This is accompanied by
tough controls regarding direct foreign investments
by defence companies in R&D and production facili-
ties in the US. In addition the US State Department
and Congress also take a very conservative view on
the technology transfer and export issue, strictly lim-
iting the availability of US technology for European
companies.”

Although defence trade policy reform has been on
the agenda of US President Bush since his campaign
in 2000, efforts were sidelined by the attack on the
World Trade Centre. But at the NATO summit in
Prague the Bush administration announced a review
of US defence trade policy. The idea again seems to be
to introduce a less restrictive technology transfer re-
gime in order to improve the military capabilities of
allies. But many in the administration and especially
in Congress perceive any change to the current tech
nology transfer or export control system as opening
up aPandora’s Box to disaster and it remains to be
seen whether the Bush administration is more suc
cessful in convincing Congress of the opposite, than
the Clinton government.* The latest dissonance be-
tween some European countries and the US concern-

40 see: Gordon Adams, Transatlantic Defense-Industrial Coop-
eration and American Policy, Paper prepared for the [ISS/CEPS
European Security Forum, Brussels, 25 Nov. 2002

41 see: David Landes, Equipment capability gap frustrates allies,

in: The Financial Times, 9 Jan. 2003, p. 4

ing military operations against Irag and the latest
action of the US government concerning technology
transfers for the time being seem to make such a
development even less likely.

If individual European countries would like to
match US capabilities or bring in their own capabili-
ties to US operations, the related capabilities gap has
to be addressed. Otherwise, coalition warfare would
become increasingly difficult if not impossible for all
but a few European countries. The result would be
a capabilities gap between European forces who in-
vested in transformational and network centric capa-
bilities and those who did not.

There is a growing recognition, within NATO and in
the European Union that the shortfall in European
capabilities is in danger of making European political
and military asp irations untenable. There is also a
widespread recognition of the need to broaden and
deepen armaments cooperation, both within Europe
and across the Atlantic, if European governments are
to meet these capabilities shortfalls. The European
defence industry has already undergone a dramatic
consolidation but recent political developments
suggest that, at last, European governments appear
serious about developing closer cooperation among
themselves in the field of armaments. The Anglo-
French Le Touquet Declaration, the draft Constitu-
tional Treaty produced by the Convention on the
Future of Europe and the conclusions of the Thessalo
niki European Council all suggest the emergence of a
new political dynamic to the process that seemed in-
conceivable only a few years ago. Such a reform of the
demand side is important and long overdue because it
will help Europe procure more costeffective, techno
logically-advanced and timely defence equipment.
However, the pace of technological developments in
the United States combined with constraints on Euro-
pean defence R&D and procurement budgets mean
that Europe will only meet its capabilities needs
through a combination of European developments
complemented by transatlantic armaments coopera-
tion. Transatlantic cooperation needs to recognize the
technological capabilities of European partners as well
as the political imperative for balanced cooperative
arrangements. Creating the conditions for such col-
laboration places responsibilities on both Europe and
the United States. Europe needs to take the capabili-
ties gap seriously and ensure that it reallocates scarce
defence budgets to address NATO capabilities require-
ments. The US government needs to play its part in
the modernization of NATO Europe’s capabilities, not
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least by offering technology and joint programs to
support European transformation and enabling this
process through changes to technology transfer regu-
lations. Without such policy initiatives, Europe’s capa-
bility shortfalls are going to make its political and
military aspirations increasingly meaningless. Within
NATO, the capabilities gap is likely to lead to an ever
greater divergence of doctrines between NATO Europe
and the United States, making coalition warfare in-
creasingly difficult if not impossible for all but a few
European militaries. Within the European Union, the
consequence could well be the emergence of a capa-
bilities gap between those European countries who
have invested in transformational and network centric
capabilities (in particular the United Kingdom and
France) and the rest.
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