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OVERVIEW

In June 2018, the European Commission presented a legislative proposal on a European Defence
Fund, including a budget allocation of €13 billion in current prices for the 2021 to 2027 period. The
proposal aims to streamline and simplify the current legislation by integrating the Preparatory
Action on Defence Research (research window) and the European Defence Industrial Development
Programme (as one part of the capability window) into a single fund. The main aims of the fund are
to foster the competitiveness and innovativeness of European defence and to contribute to the EU's
strategic autonomy. In this regard, the fund would support collaborative industrial projects; co-
finance the costs of prototype development; encourage the participation of small and medium-
sized enterprises; and promote projects in the framework of permanent structured cooperation.
Synergies are expected with other EU initiatives in the field of cybersecurity, maritime transport,
border management, Horizon Europe, the space programme and the European Peace Facility.
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Introduction

According to the Commission, the EU's geopolitical context has changed dramatically in the last
decade. The situation in its neighbouring regions is deemed unstable and Union is facing a complex
and challenging environment in which new threats, such as cyber-attacks, are emerging, and
conventional challenges are also re-emerging. Citizens and their political leaders would agree that
the EU should take more collective responsibility for its own security. This is in line with the
25 March 2017 Rome Declaration in which 27 Member States (without the UK) and the European
Parliament stated that the Union would strengthen its common security and defence and foster a
more competitive and integrated defence industry.

In addition, the Commission has criticised the fact that European defence is plagued by significant
market inefficiencies linked to untapped economies of scale (fragmentation of national markets)
and duplication of resources. Member States should be open to common action since their own
defence budgets, in particular those for research and development (R&D), have suffered important
cuts over the past 10 years.

In this regard, on 13 June 2018, the European Commission, presented a proposal for a regulation
establishing a European Defence Fund. The European Defence Fund is intended to foster the
competitiveness and innovativeness of the European defence technological and industrial base,
while also contributing to the EU's strategic autonomy. It aims to trigger cooperative programmes
that would not happen without an EU contribution and, by supporting research and development
activities, to provide the necessary incentives to boost cooperation at each stage of the industrial
cycle.

The new proposal envisages a financial envelope of €13 billion (in current prices)' for the 2021 to
2027 period. The fund would provide €4.1 billion in direct financing for competitive and
collaborative research projects, as well as €8.9 billion to complement Member States' investment by
co-financing prototype development and the ensuing certification and testing requirements.

Context

Every seven years, the European Union decides on its long-term budget. On 2 May 2018, the
European Commission proposed the multiannual financial framework (MFF) for the 2021 to 2027
period. Ahead of the adoption of the proposal for the long-term budget, the European Commission
had presented various options (together with their financial implications) for a framework that
would deliver the EU's policy priorities efficiently after 2020. The 2001 to 2027 MFF will be the first
for the European Union of 27 Member States, taking into account the budgetary consequences of
the withdrawal of the United Kingdom from the EU in March 2019.

Existing situation

According to the European Commission, the lack of cooperation between Member States weakens
the ability of the EU defence industry to sustain the industrial and technological capabilities
necessary to preserve the EU's strategic autonomy and meet its current and future security needs.
The sector is largely fragmented across national borders, with substantial duplications and resulting
inefficiencies in terms of failure to capture economies of scale and learning. Despite the
combination of increasing costs and stagnating or shrinking defence budgets, planning, research
and development spending and the procurement and maintenance of equipment remains largely
a matter for individual Member States, with limited cooperation between them. The existing
situation is not sustainable, as the development of a major next generation defence system is
increasingly beyond the reach of individual Member States.?

To tackle these shortcomings, the Commission has taken a number of initiatives in support of
greater defence cooperation. On 7 June 2017, as part of the implementation of the European
defence action plan (EDAP), the Commission adopted a communication launching the European
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Defence Fund.? It consisted of two 'windows": one for research and another for capability. A two-
step approach was proposed regarding the implementation of the windows, involving:

(1) an initial test period under the 2014 to 2020 multi-annual financial framework during
which a Preparatory Action on Defence Research (PADR) supports the collaborative
defence research window, while the proposed European Defence Industrial Development
Programme (EDIDP), under the capability window, co-finances collaborative
development projects,* and

(2) adedicated fund under the 2021 to 2027 multi-annual financial framework scaling up the
funding for collaborative research in innovative defence products and technologies and
for subsequent stages of the development cycle, including the development of
prototypes.

The 13 June 2018 proposal now delivers on the commitment made in June 2017, but with a more
substantial budget.

Parliament's starting position

Inits 21 November 2013 resolution, the European Parliament stressed that progress was needed on
consolidating the European Defence Technological and Industrial Base (EDTIB) and that an EU
industrial defence policy should have the aim of optimising capabilities by strengthening Europe's
defence industry and by promoting research and technology cooperation.

In its resolution of 21 May 2015, Parliament urged the European Council to take concrete measures
towards overcoming the fragmentation of the European defence market and to provide specific
guidelines for the European defence market.

On 22 November 2016, Parliament adopted a resolution on a European defence union in which it
noted that the European defence action plan (EDAP) should be a strategic tool to foster cooperation
in defence, in particular through an EU-funded defence research programme and through measures
to strengthen industrial cooperation across the entire value chain. It also considered that initial
elements of the EDAP should be launched immediately, and called on the Commission to support a
strong industrial base.

In its 16 March 2017 resolution on the constitutional, legal and institutional implications of a
common security and defence policy: possibilities offered by the Lisbon Treaty, Parliament
welcomed the EDAP and called on the Commission and the Member States to clarify thoroughly the
governance, financing and objectives of the new European Defence Fund, notably the capability
and research 'windows'.

On 3 July 2018, Parliament, acting as co-legislator, adopted the European Defence Industrial
Development Programme. For further information, please see the EPRS ‘EU Legislation in progress’
briefing on the subject.

Preparation of the proposal

The Commission carried out a public consultation on the European Defence Fund from 13 January
to 9 March 2018, as part of a wider consultation exercise on all policy areas related to the EU budget
for 2021 to 2027.° Various stakeholders commented on the initiative, including industry, research
institutions, citizens and non-governmental organisations (NGOs). Some of the latter criticised the
initiative from an ethical perspective.

The stakeholders most directly affected, mainly from industry, supported the initiative. They made
suggestions on the structure of the fund and funding arrangements. The main points were that:

e the focus should be on long/mid-term research and development priorities
(technology push and disruptive innovation) with a view to the long-term
competitiveness of the sector and the need to provide breakthrough capabilities;


http://ec.europa.eu/docsroom/documents/28322
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2018.200.01.0030.01.ENG&toc=OJ:L:2018:200:TOC
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2018.200.01.0030.01.ENG&toc=OJ:L:2018:200:TOC
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P7-TA-2013-0514+0+DOC+XML+V0//EN
https://eda.europa.eu/docs/documents/strategy_for_the_european_defence_technological_and_industrial_base.pdf
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2015-0215+0+DOC+XML+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2016-0435+0+DOC+XML+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2017-0092+0+DOC+XML+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2018-0275+0+DOC+XML+V0//EN&language=GA
http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2018)623534
http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2018)623534

EPRS | European Parliamentary Research Service

e the structure of the fund should reflect a holistic capability-driven approach covering
the whole technology cycle and on the basis of a single regulation;

o the rules on intellectual property rights needed to be adapted to defence;

¢ funding rates needed to take into account the specific characteristics of the sector;

e research institutions requested higher financial contributions for research up to
100 % which would also cover indirect costs relating to infrastructure.

In a Cost of non-Europe report, EPRS identifies closer defence cooperation at European level as being
conducive to higher synergies between national capabilities. The development of common
European capabilities and the establishment of a fully-functioning single market for defence would
help overcome inefficiencies in the currently fragmented defence market. If Member States were to
operate in a more integrated manner, they could either spend less than their current collective
defence budget of €206 billion (2016) or, by using resources more effectively, reach higher
objectives while spending the same amount. A more integrated EU security and defence policy
would generate efficiency gains of at least €26 billion annually.

The Commission proposal is accompanied by an impact assessment. The report assessed three
options as regards the structure of the fund and delivery mechanisms:®

Option 1 - to maintain the two current separate testing programmes from the 2014-2020 multi-
annual financial framework, but increasing spending levels more than six-fold;

Option 2 - to introduce additional flexibility and simplification measures. A single fund would
enable integrated planning for both research and development with harmonised participation
rules.

Option 3 - to introduce more stringent requirements, i.e. replace an approach based on incentives
and bonuses with a more prescriptive one aimed at addressing the identified problems in a more
intrusive way in order to achieve results faster.

The Commission states that Option 2 would be the best way of ensuring that the proposal takes into
account the concerns of stakeholders. The specific characteristics of the sector would be
acknowledged, including dependence on a single buyer and the stringent limitations to the
commercial exploitation of results from defence-oriented research and development. Under
Option 2, flexibility would also be introduced improving the way indirect costs are covered and
providing grants in the form of lump sums.

An EPRS initial appraisal analysed the Commission's impact assessment.

The changes the proposal would bring

The Commission proposal aims in part to streamline and simplify the current legislation. In this
regard, the Preparatory Action on Defence Research (research window) and the European Defence
Industrial Development Programme (as one part of the capability window - see also endnote 4)
would be aligned and integrated within one single fund.

Furthermore, the European Defence Fund aims to place the EU among the top four defence research
and technology investors in Europe by acting as a catalyst for more innovation and competition in
industry and science. In addition, the fund would pool resources, meaning that Member States
would get better value for their investment and develop additional technologies and equipment.

The main features of the European Defence Fund are:

e financing priority projects agreed by Member States within the framework of
common security and defence policy and other regional and international
organisations such as NATO;

e providing exclusive finance for collaborative projects involving at least three
participants from three Member States;
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e co-funding joint prototypes providing Member States commit to buying the final
product;

e promoting the cross-border activities of small and medium-sized enterprises (SMEs),
e.g. through higher financing and participation rates;

e targeting innovation, with 5 % of the funds dedicated to disruptive technology and
innovative equipment;

e allowing the possibility to promote projects within the framework of permanent
structured cooperation (PESCO) by providing an additional co-financing bonus of
10 % - the so-called 'PESCO bonus'.

The Commission would seek to generate synergies with other EU initiatives in the field of civil
research and development, such as cybersecurity, border control, coast guards, maritime transport
and space. In particular synergies should be sought with:

e the specific programme implementing Horizon Europe, with a focus on civil
applications resulting from defence research and development;

e the Union space programme, and in particular its Governmental Satellite
Communication (GOVSATCOM), Space Surveillance and Tracking Support (SST) and
Copernicus components;

e EU initiatives in the field of cybersecurity, such as those announced in the joint
communication on cybersecurity;

e the actions identified under the coordinated civil military maritime security research
agenda and with maritime transport; and

e other relevant EU programmes in the field of security, such as the Internal Security
Fund and the Integrated Border Management Fund.

The plan is to implement the European Defence Fund in close coordination with the activities of the
High Representative for Foreign Affairs and Security Policy in the area of defence, including the
Financial Toolbox, which aims to facilitate joint development and acquisition of defence capabilities.

The fund would also take into account defence activities implemented through the European Peace
Facility, an off-budget instrument proposed outside the multiannual financial framework.

The Commission points out that the fund's actions would be used to address market failures or sub-
optimal investment situations, without duplicating or crowding out private financing.

Regarding the legal basis of the European Defence Fund, the Commission chose Articles 173, 182,
183 and 188 of the Treaty on the Functioning of the European Union (TFEU).

Advisory committees

The European Economic and Social Committee appointed Aurel Laurentiu Plosceanu (Employers -
Group I, Romania) to draft an opinion. The plenary vote is expected to take place at the session on
12 to 13 December 2018.

The European Committee of Regions decided not to issue an opinion, but reiterated its key
messages adopted in March 2018. The Committee supports the fund and its budget, as the EU needs
a strong defence capability to shield itself from traditional and new threats. The opinion points out
that competitiveness and the avoidance of duplication are key. The fund must tap into this potential
for growth and be sure to favour consortiums integrating SMEs and cross-border cooperation. The
opinion demands stricter criteria to ensure that EU funding supports EU companies controlled by
EU owners, and considers that the European Network of Defence-related Regions should contribute
to the EU defence strategy by promoting the fund and its calls for proposals widely.
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National parliaments

The deadline for the submission of reasoned opinions on ground of subsidiarity was
24 September 2018. No reasoned opinion was submitted.

Stakeholders' views’

The European Association of Research and Technology Organisations, EARTO, welcomed the
Commission proposal. Since defence research falls within the scope of Horizon Europe, EARTO
suggested strengthening the corresponding specific provisions for defence research in the
Commission proposal, such as objectives, rules for participation, and delivery mechanisms.

The European Network Against Arms Trade, ENAAT, criticised the Commission proposal. ENAAT
believes that rather than contributing to more innovation or jobs, the fund would lead to a further
militarisation of the EU. The Commission is criticised for its one-sided 'pro-industry approach’,
whereas anti-militarist civil society organisations' arguments have not been sufficiently taken into
account in the Commission proposal.

Legislative process

In Council, negotiations on the proposals have begun at working party level. As of
15 November 2018, no public document was available.

In the European Parliament the file has been assigned to the Committee for Industry, Research and
Energy (ITRE), which appointed Zdzistaw Krasnodebski (ECR, Poland) as rapporteur. The committees
for Foreign Affairs (AFET), Budgets (BUDG) and Internal Market and Consumer Protection (IMCO) will
provide opinions.

The ITRE committee draft report was published on 18 July 2018 and presented in committee on
3 September. The deadline for tabling amendments was 12 September and more than
450 amendments were submitted. The vote in the ITRE committee is scheduled for
21 November 2018.

The rapporteur recommends that the fund should provide adequate support for research and
development actions in the area of disruptive technologies. As disruptive technologies can be based
on concepts or ideas originating from non-traditional defence research and development actors,
the fund should allow for sufficient flexibility in consulting stakeholders, in funding and in managing
actions (Amendment 5).

He also suggests that no derogation should be granted to non-associated third countries or to
entities established in non-associated third countries that are subject to restrictive Union measures,
such as economic sanctions (Amendment 11).

Given that the Member States' defence ministries are primary customers and that defence industries
are the sole providers of defence products, the rapporteur calls for industry to be involved in all
stages of a project, from the definition of technical specifications to the project's completion, in
order to facilitate procurement (Amendment 16).

The rapporteur also calls for additional flexibility in order to respond to unforeseen circumstances
and new developments. In these cases the Commission may, within the annual budgetary
procedure, deviate from the amounts planned?® by a maximum of 10 % (Amendment 37).

Furthermore, the rapporteur suggests that, in a departure from the Commission proposal, resources
allocated to Member States under shared management may not be transferred to the fund
(Amendment 38).

The rapporteur suggests establishing an 'ethics committee'. This committee would be selected by
the Commission and composed of experts on defence and ethics. These experts would be Union
nationals and come from as broad a range of Member States as possible. The Commission would
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ensure the transparency of the ethics procedures as far as possible. The security credentials of all
experts would be validated by the respective issuing Member States (Amendment 41). If
appropriate, the Commission, after consulting the ethics committee, would specify conditions
relating to ethical issues in the call for proposals or the grant agreements (Amendment 43).

The rapporteur recommends that the fund facilitate the development of cooperation between legal
entities that would not normally cooperate, in particular SMEs and mid-caps. To increase the
participation of SMEs, mid-caps and first-time applicants, the fund should also be implemented
through the Fast Track to Innovation (FTI) procedure with 'time to information' and 'time to grant'
each not exceeding six months (Amendment 47).

In addition, the rapporteur proposes to strengthen ownership of intellectual property arising from
common actions, in relation to participating third-countries in particular (Amendment 54).

Consortiums that include legal entities from an associated country should also include at least two
legal entities from two different Member States (Amendment 65).

The results of actions would be owned by the beneficiaries that have generated them. Where legal
entities generate results jointly, and where their respective contribution cannot be ascertained, or
where it is not possible to separate such joint results, the legal entities would have joint ownership
of the results. The joint owners would conclude an agreement regarding the terms of exercise of
that joint ownership in accordance with their obligations under the grant agreement (Amendment
87).

At the end of the implementation period, but no later than four years after the 31 December 2027,
a final evaluation of fund implementation would be carried out (Amendment 98).°

EP SUPPORTING ANALYSIS

Ballester B., The cost of non-Europe in common security and defence policy, EPRS, European Parliament,
15 November 2013.

The Development of a European Defence Technological and Industrial Base (EDTIB), Policy Department
for External Policies, European Parliament, June 2013.

Enhancing support for European security and defence research: Challenges and prospects, Policy
Department for External Policies, European Parliament, April 2015.

The future of EU defence research, Policy Department for External Policies, European Parliament,
March 2016.

Kononenko V., Establishing the European Defence Fund, EPRS, European Parliament, October 2018.

Reillon V., Preparatory action on defence research, EPRS, European Parliament, October 2016.

Scheinert C,, European defence industrial development programme (EDIDP), EPRS, European Parliament,
June 2018.

OTHER SOURCES

European Defence Fund 2021-2027, European Parliament, Legislative Observatory (OEIL).



http://www.europarl.europa.eu/thinktank/en/document.html?reference=IPOL-JOIN_ET(2013)494466
http://www.refreg.ep.parl.union.eu/RegData/etudes/etudes/join/2013/433838/EXPO-SEDE_ET(2013)433838_EN.pdf
http://www.refreg.ep.parl.union.eu/RegData/etudes/IDAN/2015/549032/EXPO_IDA(2015)549032_EN.pdf
http://www.refreg.ep.parl.union.eu/RegData/etudes/STUD/2016/535003/EXPO_STU(2016)535003_EN.pdf
http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2018)627121
http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_ATA(2016)593494
http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2018)623534
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2018/0254(COD)&l=en

EPRS | European Parliamentary Research Service

ENDNOTES

' Current prices make no adjustments for inflation, whereas constant prices adjust for the effects of inflation, as they are
expressed in the price terms of a base period (normally a year — 2018 in this briefing).

2 According to the Commission, in 2015 only 16 % of defence equipment was procured through European collaborative
procurement, far below the collective benchmark of 35 % agreed in the framework of the European Defence Agency
(EDA). The estimated share of European collaboration in the earlier stage of defence research was of only 7.2 % against
the benchmark of 20 %. See the Commission proposal (pp. 1-2 in the English PDF version). The Commission also points
out that the lack of cooperation between Member States in the field of security and defence is estimated to cost
between €25 billion and €100 billion per year. Currently, around 80 % of defence procurement is run on a national
basis, leading to a costly duplication of military capabilities. See Commission fact sheet, p. 2.

3 The idea of the European Defence Fund is based in part on the political guidelines of Commission President Jean-
Claude Juncker, who identified European defence policy as one of 10 key political priorities for the European Union.

4 However, the second aspect of the capability window, the actual acquisition of military equipment and technologies
by Member States, is not covered by this proposal.

5 For a summary of the stakeholder consultation results, see the Commission proposal (pp. 7-8 in the English PDF
version).

6 For a summary of the impact assessment, see the Commission proposal (pp. 8-10 in the English PDF version).

7 This section aims to provide a flavour of the debate and is not intended to be an exhaustive account of all different
views on the proposal. Additional information can be found in related publications listed under 'EP supporting
analysis'.

& In Article 4, paragraph 2, the Commission allocates (a) up to €4.1 billion for research actions; and (b) up to €8.9 billion
for development actions.

® The Commission proposal suggests 31 December 2031.
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