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Total European Defense Spending 2001-2009

270

260

250

240

230

220

Spending (constant 2010, in € billions)

210

200 T T T T T T T T
2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.



CENTER FOR STRATEGIC & Defense-Industrial
INTERNATIONAL STUDIES Initiatives Group

CSIS

2010 CSIS Projections

« “The probability of Europe achieving any
sizeable increases in defense spending in the
coming years is unlikely, given European
political and socioeconomic realities”

 “The objective of maintaining stable European
defense spending might therefore prove elusive
for the future”

Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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Defense Spending Per Soldier 2001-2009
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Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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2010 CSIS Projections

 “However, it is possible that higher per-soldier

spending levels would be sustainable only
temporarily;”

 “These two data points [2008 and 2009] align
with the prediction of a long-term decline in
per-soldier spending, but they could also be the
result of year-to-year fluctuations.”

Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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Source: NATO Defense Expenditures; SIPRI Military Expenditures Database; [ISS Military Balance; analysis by CSIS Defense Industrial Initiatives Group.
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Distribution of Total European Defense Spending by
NATO Defense Spending Categories (2001-2009)
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Total European Defense Spending by NATO Defense
Spending Categories (2001-2009)
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Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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« “Relative spending priorities might continue to
shift toward the O&M/Other and Equipment
spending categories”

 “Yet macro trends, such as further cuts in
overall defense budgets, could force European
states to reverse this trend [of shifting
resources to investment accounts]”

Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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Distribution of Total European Defense Spending by
NATO Defense Spending Categories (2001-2010)
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Source: NATO Defense Expenditures; analysis by CSIS Defense Industrial Initiatives Group.
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Key Budgetary Developments in 2010

 No decline of defense spending in 2010, instead
a modest increase

 Per-soldier defense spending grew again after a
slight reduction in 2009

 European governments continue to increase
the relative share of defense spending allocated
to Equipment accounts

* |In absolute terms European governments
allocated more than 3 billion euros in additional
funding to Equipment spending
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Key Regulatory Reforms for Defense Procurement

EU Procurement Intra-EU Exports

Intra-EU Transfer Directive
2009/43/EC

Facilitating intra-EU transfer
of defense-related products

) -

Open the EU market
for defense and
security related

procurement

Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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2011 CSIS Projections

* “The regulatory reform efforts initiated by the
European Commission could considerably alter
the European defense market.”

* “Much will depend on the willingnhess and
ability of the European Commission to enforce
the new directives. [...] Some examples in the
more recent past hint at a more determined
stance of the European Commission in this
regard.”

Source: CSIS (2010) European Defense Trends: Budgets, Regulatory Frameworks, and the Industrial Base.
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Implementation of EC Directives

To date, member states have been cautious in their
Implementation of the procurement directive

The EC continues to push for a stricter interpretation of
Article 346

Member states are reportedly exerting increased
pressure with regard to the EC defense procurement
directive
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Key Regulatory Developments in 2011

Impact of EU directives remains to be seen

Lack of clarity regarding implementation in the
foreseeable future
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CSIS European Security, Defense, & Space (ESDS) Index

« 22 publicly traded companies from across Europe
 Annual revenue ranging from €40 million to €24 billion

 Represent both hardware and services companies, and
both established and emerging capabilities

« Many operate non-defense businesses

« Benchmarked to the industrial component of the MSCI
Europe Index
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CSIS ESDS Index: Revenue and European NATO
Defense Spending (2001-2010)
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Source: NATO Defense Expenditures; Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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CSIS ESDS Index: Revenue by Geographic Origin
(2003, 2008, and 2010)
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Source: Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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CSIS ESDS Index: Revenue by Geographic Origin
(2005- 2010)
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Source: Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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CSIS ESDS and MSCI Europe Industrials: Operating
Margin Comparison, Revenue-Weighted (1990-2010)
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Source: Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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CSIS ESDS and MSCI Europe Industrials: Return on
Invested Capital Comparison (1990-2010)
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Source: Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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CSIS ESDS and MSCI Europe Industrials: R&D as
Percentage of Revenue Comparison, Average of Index
Companies (1990-2010)
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Source: Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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CSIS ESDS and MSCI Europe Industrials: CAPEX as
Share of Revenue Comparison, Average of Index
Companies (1990-2010)
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Source: Bloomberg; company financial reports; analysis by CSIS Defense-Industrial Initiatives Group.
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Key Defense Industry Developments in 2010

« CSIS ESDS companies’ revenue, margin, and
ROIC continue to expand

 No growth in revenue from the European and
North American defense and security markets

* Index average R&D as share of revenue
Increased while CapEx as share of revenue
declined
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Conclusions and Recommendations

European governments should:

Reduce unnecessary redundancies

Avoid unwarranted capability gaps

Continue to protect investment accounts

Explore meaningful opportunities for multinational
collaboration and pooling

Broaden dialogue with industry

Ensure that increased Equipment funding is spent on

operationally-relevant output
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Conclusions and Recommendations

European Union should:
« Continue to push for the implementation of the
directives

« Ensure adherence to a stricter interpretation of

Article 346
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Conclusions and Recommendations

Defense industry :
« CSIS ESDS Index companies are globally competitive

* Index companies are taking a short—term view of the
market
« European defense and security firms should continue

diversification toward non-European/U.S. markets
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About CSIS

At a time of new global opportunities and challenges, the Center for Strategic and International Studies
(CSIS) provides strategic insights and policy solutions to decisionmakers in government, international
institutions, the private sector, and civil society. A bipartisan, nonprofit organization headquartered in
Washington, DC, CSIS conducts research and analysis and develops policy initiatives that look into the future
and anticipate change.

Founded by David M. Abshire and Admiral Arleigh Burke at the height of the Cold War, CSIS was
dedicated to finding ways for America to sustain its prominence and prosperity as a force for good in the
world.

Since 1962, CSIS has grown to become one of the world’s preeminent international policy institutions,
with more than 220 full-time staff and a large network of affiliated scholars focused on defense and security,
regional stability, and transnational challenges ranging from energy and climate to global development and
economic integration.

Former U.S. senator Sam Nunn became chairman of the CSIS Board of Trustees in 1999, and John J.
Hamre has led CSIS as its president and chief executive officer since April 2000

CSIS does not take specific policy positions; accordingly, all views expressed in this presentation should be
understood to be solely those of the author(s).



