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1 - INTRODUCTION

The Treaty on the European Union (TEU) specifies, in Title V, Article J.4(1), 
 that the Common Foreign Security Policy (CFSP) shall include a common defense policy. The EU’s military capabilities are strongly correlated with the European defense industry and  national military procurements (which determine armaments purchases from national firms and enterprises abroad). As a result, the future common defense policy shall include a single market for defense. A single market in armaments implies the elimination of  the Article 223 of the 1958 EEC Treaty
 which in practice excludes this sector from the rules of the 1992 programme.

  A single market in defense should generate a reallocation of economic resources among EU countries. Some countries would benefit more than others from the elimination of barriers in this sector. However, the net economic benefit may be high for the whole EU. On the other hand, the integration of the EU’s defense capabilities (armament production, control of exports/imports, and armed forces) implies, for EU countries, the giving up theirs rights and duties in determining their own defense policies, one of the central features of national sovereignty.

  In the near future an European Defense Identity (EDI) may be created, merging the actual CFSP with a common defense policy. The new enlarged CFSP shall be faced with the dilemma of increasing economic benefits of integration together with decreasing national defense capabilities. 

   In this essay I demonstrate that a single market in armaments is undesirable for European defense because its threatens national military capabilities. I argue that the larger EU states have a strong desire for security vis-a-vis one another. Therefore, a strong NATO and United States acting as the balance of last resort are fundamental for European stability. In this scenario, NATO may constitute the economic second best, acting as the economic forum for transatlantic industrial defense integration.

2 - THE CFSP AND EUROPEAN DEFENSE

  Since the end of the Cold War, EU states have had huge differences of opinion concerning the new face of European defense. Despite the great economic interdependence achieved by the process of integration, European states still fear one another. Those fears generated a war over defense institutions.

  These concerns were first revealed by France (Miterrand) when Germany was unified. The first French answer in order to neutralize German power was the process of European Monetary Union (EMU). Miterrand thought that a single currency and a single central bank controlled by all EC members would eliminate the Bundesbank power in setting interest rates in those countries that had pegged their currencies to the mark. 

  The second stage of France’s attempt to nuetralize the German’s power was its strong support for an EDI, which implies a residual role for NATO and the United States in European security. The first step in this direction was the creation of the Eurocorp that turned the Franco-German brigade into a military corp. It may eventually  become the nucleus of an European Army.

  Meanwhile, the British preferred to see an engaged United States with a strong NATO in order to balance German power. British officials worried that a strong EDI would diminish NATO’s and America’s roles in European security. They preferred to see an EDI subservient to NATO. Thus, the Western European Union (WEU) was the British counter for the Franco-German EDI.

  The WEU was founded in 1948 and was directed against Germany. In 1954, with the entry of Germany into NATO, the WEU became an intergovernmental organization without operational functions. In the early 1990’s the organization was revived when it coordinated the presence of European countries in the Gulf War. However, the most important feature of this organization, from Britain’s point of view, is its legal subordination to NATO
.

  The Germans were worried about the worries of their neighbors and the implications of these worries for German domestic politics and foreign policy. Therefore, Germany held a quite ambivalent position, trying to satisfy both British and French concerns. The Germans supported both a strong NATO integrated with the WEU and a strong EDI.

   This war over institutions reflect the “security competition” that rose after the end of the Cold War. Robert J. Art
 defines “security competition” as the military competition among states A and B that could be confined to A’s failure to cooperate  in security matters with B, when B wants such cooperation, or A’s signing a military agreement that excludes B. This competition may or may not involve the arms spiral (“security dilemma”). 

   The “security competition” may not lead to a war in Western Europe. However, it could lead to political problems that perhaps could dampen the whole process of integration. In this way, American presence, acting as a balance of last resort, is fundamental for the political continuity of the process of European integration in future European security arrangements.

   A limited compromise was achieved in Maastricht defining a CFSP very restricted in security affairs. The Maastricht Treaty provides three levels of intergovernmental cooperation in foreign policy:

 Systematic cooperation - agreement among the governments to inform and consult one another within the Council on any matter of foreign and security policy of general interest in order to ensure that their combined influence is exerted as effectively as possible by means of concerted and convergent action (Article J.2.1)

 Common Position - in which national government will be politically bound to conform their positions (Article J.2.2)

 Joint Action - Giving the general guidelines of the CFSP issued unanimously by the Council provides a integrated decision-making process that can enable the EU to articulate a coherent and progressive foreign policy rather than just react to foreign developments (Article J.3)

   Furthermore, it was agreed that NATO would command the Eurocorps during crises, wartime, and peacekeeping missions. The WEU would become the defense component of the EU and would make use of NATO’s military structure.

  The necessity of these compromises was first demonstrated in the disintegration of Yugoslavia, which taught that the dream of eternal peace in Europe was not achieved yet. Consequently, the desire for and concerns about security in all European states arose. It became apparent  that changes in the European security system were needed.

   Future IGCs may reform the TEU, producing an EDI that shall face the very complicated task of conciliation between the positions of the large Western European powers, the neutral countries,  the Eastern European countries that may join the EU, and EU countries’ periphery.

   The following graph shows the main security arrangements in Europe:

    OSCE                                                                                                                                                     Bosnia Her.
                       NATO                                  PFP                                                                   Croatia,
                       Canada, USA                                         Albania, Bulgaria,      CIS                               Cyprus
      CFSP                                                      Czech, Estonia,          Armenia,  Belarus           Holy See
        Austria        WEU                                      Finland, Hungary       Azerbaijan                      Ireland
        Ireland          Belgium, France, Italy,                          Latvia, Lithuania,       Turkmenistan                 Liechtent.
       Sweden          Luxembourg, Netherlands,                     Poland, Romania,      Georgia, Russia             Monaco
          Finland          Portugal, Spain, UK                               Slovakia, Austria,      Kazakhstan                   San Marino
                                                                       Slovenia, Sweden,      Kyrgyztan                     Switzerland
                   Associate: Turkey, Norway, Iceland          Malta, Macedonia       Ukraine, Uzebekistan     Tajikistan
OSCE - Organization for Security and Cooperation in Europe

CFSP - Common Foreign Security Policy - EU

WEU - Western European Union

NATO  - North Atlantic Treaty Organization

PFP - Partnership for Peace

CIS - Commonwealth of Independent States

3 - THE IMPLICATIONS OF THE SINGLE MARKET IN DEFENSE
   As long as the threat of the Cold War existed, the West’s defense industry had a comfortable life. In 1987, the peak year for this industry, world military spending reached $1,18 trillion and the industry employed 17.5 million people directly. In 1996, world military spending was 40% bellow 1987’s peak and the lowest since 1966 
. The reaction of the defense industry to this new business environment was:

 Economy of scale - Many defense companies are acquiring defense units or merging with other firms in order to achieve greater economies of scale. This activity has been taking place  predominantly on a national level.

 Exit - Companies whose focus is on non-defense activities and also worked with defense projects tend to close those projects/lines of production related to defense.

 Integration with civilian industry - the defense industry changed its face substantially. Today the competition is centered on technological innovation. Therefore, the walls between civilian and military high tech industries are falling. Defense firms can now develop components of dual-use. This process results in cost reductions and lower dependence on military procurement.

   The United States is leading the process of restructuration in this industry after more than 20 mergers and acquisitions and cutting 1.8 million jobs. Consequently, American firms are more efficient. This efficiency is heading the United States towards monopoly. Lockheed Martin, for example,  the top world defense company, after mergers and acquisitions of the firms Lockheed, Martin Marietta, GE Aerospace, Loral and General Dynamics, had, in 1995, $19.39 billion in revenues. This sum is equivalent to the revenues of the four main European defense firms (British Aerospace, Thomson, Aerospatiale and GEC)
.

  United States has a clear comparative advantage in providing military protection to other countries. This pattern is also related to their export strategy, fundamental in this industry, which is supported by a joint trade strategy of the State Department, Department of Defense, and Department of Commerce. As the main result, the American share in world arms exports rose from 24% in 1984 to 56% in 1994 
.

   How are European defense firms reacting to this new business environment? The European defense market is still fragmented because military procurements are biased in favour of national champions. Furthermore, instead of mergers European defense companies have established joint ventures in specific areas or projects such as Matra Marconi Space (France’s Lagardere and Britain’s GEC) in satellites, Thomson Marconi Sonar (France’s Thomson and GEC) and Eurocopter (Aerospatiale and Dasa)
.

   Despite some synergies and economies of scale this strategy is not sufficient to oppose the great restructuration that the American companies faced. The European answer to American restructuration should be the implementation of the 1992 programme in the defense industry. However, article 223 of the Treaty of Rome, in practice, allows European countries to exempt their defense industries from the EU rules on competition (mergers, procurement, etc.) on the ground of national security.

  What could be the main effects of a single market in this sector? A single market in defense implies the elimination of discriminations on national grounds for military procurements, the elimination of subsidies and other artificial incentives for publicly owned enterprises, as well as private firms, and the harmonization of technical standards.

  The elimination of the various Non Tariff Barriers (NTBs) may result in enhanced competition. The prices may fall but the demand would increase just slightly or would not increase at all. Therefore, the firms will be obligated to restructure themselves through reductions in profits and wages, elimination of jobs, and other sources of inefficiencies. This process may result also in mergers, acquisitions and liquidations. Furthermore, there is a tendency for geographical reallocation of production towards the more efficient sites. The following graph summarizes the economic effects of the single market in defense industry:
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   As barriers are removed, the direct concurrence in military procurement may generate a fall in prices. As prices fall, demand increases slightly beyond Q1. The new business environment induces mergers and acquisitions in order to produce more advanced military products at lower prices. The final result is the lower price P2 and an increasing in demand Q2 not proportional to the fall in prices (demand inelastic).

   These theoretical effects suggest that a single market in defense would lead to huge restructuration in the industry that may include the merger of big European companies and, therefore, a new geographical distribution of production to the sites with higher comparative advantage.

   The problem is that France, Germany and the UK are not willing to politically accept the economic effects of this integration because this implies giving up state control over the defense components supply. The latter is fundamental in the case of a war or other crisis. Furthermore, the expected geographical concentration of production may result, for example, in the concentration of the production of helicopters in one country and of tanks in another, a scenario which is also politically unthinkable for most of the European countries.

  When British Aeorspace (BAe) and Dasa, for example, proposed to take over the German STN, a naval electronic firm, in a 50 - 50 joint venture, the German defense ministry issued a warning that the company should remain under German control. In the same way, the French government does not accept the privatization of Aerospatiale and Thomson-CSF. Also, a British law prohibits foreigners to acquire more than 25% of Bae or Rolls-Royce
.

   Therefore, European politicians face a very difficult question. If they do not permit the resructuration that the single market may generate in the industry they will be not able to compete with the American firms. On the other hand, this restructuration will result in no national autonomy at all in defense supply, putting in danger the national security in case of crisis.

4 - CONCLUSION

   The present CFSP is not able to deal with the question of EDI or of restructuration of the European defense industry. The future dilemma of the CFSP is to build up an EDI  and at the same time to restructure the defense industry.

   Security and armarment production are intrinsicly linked to one another. Thus, a strong EDI means a single market in defense production. In this way, the French position is very contradictory. On the one hand, they support a strong EDI and on other they oppose to any measure linked to a single market in armament production. In the same way, the German defense ministry’s position in the case of the joint venture between BAe-Dasa and STN only enhanced the “security competition”.

   Therefore, it becomes very clear that, despite the long process of economic and political integration, European states still have a lack of trust in one another concerning security questions. Furthermore, the globalization of the defense industry does not permit nationalistic industrial policies for this sector.

   I suggest that the political and economical answer for this dilemma are transatlantic alliances through NATO. From the political point of view, as I demonstrated, American presence in European security arrangements is fundamental. At the same time, European firms cannot confront the power of the American armament industry.

   Consequently, only NATO can provide an adequate forum for European security and the creation of a transatlantic defense market. This organization has a Conference of National Armaments Directors (CNAD), which is supposed to harmonize procurement requirements. Perhaps, this conference may act as the center of interchange of new technologies, less protectionism, and cheaper new weapons.

   The poor transatlantic trade performance 
 indicates that alliances such as General Eletric-Snecma, Pratt&Whitney - Dasa and Rolls-Royce - Allison shall be improved in a more politically organized fashion in order to achieve greater transatlantic interdependence in defense production.

  In order to both ensure European security and protect the European armament industrial base, the future CFSP/EDI may be subordinated to NATO. Furthermore, Article 223 may not be eliminated but reformed in order to permit enhanced transatlantic interdependence.

  The new TEU (Treaty of Amsterdam), issued on June 1997 integrates, in its Article J.7 (see Appendix), the WEU in the EU context. However, the new TEU proves that the EU is far from an EDI as the meaningless last paragraph of Article J.7 demonstrates:

The progressive framing of a common defence policy will be supported, as Member States consider appropriate,by  cooperation between  them in the field of armaments.
   Nevertheless,  the European armament industry cannot wait until the construction of a common defense policy. It urgently needs a forum for economic integration that only the NATO’s umbrella can provide.

5 - Appendix
Article J.7 (former J.4) 


1. The common foreign and security policy shall include all questions relating to the security of the Union, including the progressive framing of a common defence policy, in accordance with the second subparagraph, which might lead to a common defence, should the European Council so decide. It shall in that case recommend to the Member States the adoption of such a decision in accordance with their respectiveconstitutionalrequirements.

The Western European Union (WEU) is an integral part of the development of the Union providing the Union with access to an operational capability notably in the context of paragraph 2. It supports the Union in framing the defence aspects of the common foreign and security policy as set out in this Article. The Union shall accordingly foster closer institutional relations with the WEU with a view to the possibility of the integration of the WEU into the Union, should the European Council so decide. It shall in that case recommend to the Member States the adoption of such a decision in accordance with their respectiveconstitutionarequirements.

The policy of the Union in accordance with this Article shall not prejudice the specific character of the security and defence policy of certain Member States and shall respect the obligations of certain Member States, which see their common defence realized in NATO, under the North Atlantic Treaty and be compatible with the common security and defence policy established within that framework.

The progressive framing of a common defence policy will be supported, as Member States consider appropriate,by  cooperation between  them in the field of armaments.

2. Questions referred to in this Article shall include humanitarian and rescue tasks, peacekeeping tasks and tasks of combat forces in crisis management, including peacemaking. 


3. The Union will avail itself of the WEU to elaborate and implement decisions and actions of the Union which have defence implications.

The competence of the European Council to establish guidelines in accordance with Article J.3 shall also obtain in respect of the WEU for those matters for which the Union avails itself of the WEU.

When the Union avails itself of the WEU to elaborate and implement decisions of the Union on the tasks referred to in paragraph 2 all Member States of the Union shall be entitled to participate fully in the tasks in question. The Council, in agreement with the institutions of the WEU, shall adopt the necessary practical arrangements to allow all Member States contributing to the tasks in question to participate fully and on an equal footing in planning and decision-taking in the WEU.

Decisions having defence implications dealt with under this paragraph shall be taken without prejudice to the policies and obligations referred to in paragraph 1, third subparagraph.

4. The provisions of this Article shall not prevent the development of closer cooperation between two or more Member States on a bilateral level, in the framework of the WEU and the Atlantic Alliance, provided such cooperation does not run counter to or impede that provided for in this Title.

5. With a view to furthering the objectives of this Article, the provisions of this Article will be reviewed in accordance with Article N.  


 Protocol on Article J.7 of the Treaty on European Union 


  THE HIGH CONTRACTING PARTIES

BEARING IN MIND the need to implement fully the provisions of Article J.7(1), second subparagraph, and (3) of the TEU

BEARING IN MIND that the policy of the Union in accordance with Article J.7 shall not prejudice the specific character of the security and defence policy of certain Member States and shall respect the obligations of certain Member States, which see their common defence realized in NATO, under the North Atlantic Treaty and be compatible with the common security and defence policy established within that framework

HAVE AGREED upon the following provision, which shall be annexed to the Treaty on European Union

The European Union shall draw up, together with the WEU, arrangements for enhanced cooperation between them, within a year from the entry into force of this Protocol. 


 

Declaration on enhanced cooperation between the EU and the WEU 


With a view to enhanced cooperation between the European Union and the Western European Union, the Conference invites the Council to seek the early adoption of appropriate arrangements for the security clearance of the personnel of the General Secretariat of the Council.   
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�  Treaty on European Union, Title V, Article J.4.1 “The (CFSP) shall include all questions related to the security of the Union, including the eventual framing of a common defense policy, which might in time lead to a common defense.” In the Treaty of Amsterdam this Article became J.7. See Appendix





� Article 223 - 1.The provisions of this Treaty shall not preclude the application of the following rules:


  a No member States shall be obliged to supply information the disclosure of which it considers contrary to the essential interests of its security;


  b. Any member State my take such measures as it considers necessary for the protection of the essential interests of its security whic ar connected with the production of or trade in arms, munitions and war material; such measures shall not adversely affect the conditions of competition in the common market regarding products which are not intended for specifically military porpuses.


2.During the first year afer the entry into force of this Treaty, the Council shall, acting unanimously, draw up a list of products wich the provisions of paragraph 1(b) shall apply


3.The Council may, acting unanimously on a proposal from the Commission, make changes in this list.


�  Article IV of the 1954 Protocol amending the Treaty of Brussels of 1948 specifies that ‘Recognizing the undesirabiliity of duplicating the military staffs of NATO, the Council (of the WEU) and its Agency will ewly on the appropiate miitary authorities of NATO for information and advice on military matters.





� Art, R.J., (1996), Why Western Europe Needs the United States and NATO, Political Science Quaterly, Vol. 111, 1, pp.6-8.


�  The Economist, A Survey of the Global Defense Industry, June 14th 1997, p.3


�   Ibid, pp. 4-7.


�  Control and Disarmament Agency, (1995), World Military Expenditures and Arms Transfers 1995, USA. p.16.





�  The Economist, op cit, p.11


� Ibid, pp 11-12


�  In 1995 America imported $500 million of European arms and exported $3.1 billion to Europe. in The Economist, op cit, p.17.
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