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Sammenfatning
Indhold:

e Baggrund: Smart Defencei NATO og i aftale om forsvarsomradet 2013-2017

Hovedargument: Multinationalt indkabssamarbejde er god Smart Defence
Farste del: Dadvandet ift. multinational e for svarsindkeb skabes hjemme og ude

Anden del: Lasningsforslag til at styrke multinational e forsvarsindkeb

Perspektivering: Multinationalt samarbejde er alliancepolitik for mindre lande

Baggrund: Smart Defence i NATO og i aftale om forsvarsomradet 2013-2017

Ved NATOs topmade i Chicago i maj 2012 vedtog regeringslederne en fadles deklaration for
udvikling af alliancens forsvarskapaciteter frem mod 2020.* Her spiller ' Smart Defence' -
initiativet en vigtig rolle. NATO forseger med dette initiativ at forsteake forsvarssamarbejdet
i form af en aget harmonisering og koordinering af nationernes forsvarspolitiske valg. Smart
Defence-initiativet har tre hoveddimensioner: samarbejde, prioritering og specialisering.
Initiativet minder i indhold om tidligere kapacitetsinitiativer indenfor NATO og internationalt
forsvarssamarbejde, selvom det i andlaget er mere ambitigst. Smart Defence ses derfor som

en fundamentalt ny méade at taanke forsvarspolitik pa (nyt ' mindset’).

| Aftale pa forsvarsomradet 2013-2017 fremgar det, at forligspartierne er ’ enige om, at
NATO's Smart Defence initiativ skal sgges udnyttet til at opna sterre operativ effekt for de
samme eller fagre ressourcer’, at Danmark ' malrettet’ skal ’virke for at opretholde sin status
som NATO kerneland’, herunder igennem Smart Defence, ligesom multinationalitet
fremhaaves som et saaskilt hensyn indenfor dansk forsvarspolitik, herunder i form af Smart

Defence.?

Hovedargument: Smart Defence begynder med multinationalt indkgbssamarbejde
Denne rapport beskadtiger sig med et specifikt og underbelyst aspekt af Smart Defence.
Overordnet fokuserer Smart Defence-dagsordenen mest pa output, det vil her sige operative
militaare kapaciteter. Stigende priser paforsvarsmateriel i kombination med faldende
budgetter udger en tilskyndelsetil aget multinationalt samarbejde i hele Alliancen, men i
saahed for de mindre lande. Rapporten argumenterer derfor for, at der er fordele ved at
fokusere pd at styrke samarbejdet painput-siden, i forhold til indkgb af militaare platforme.
Logikken er, at det er mindre felsomt at kebe ind sammen til hver sin kapacitet, end det er at
kebe ind sammen til en fadles kapacitet. Til gengadd vil man opna stordriftsfordele over hele



udstyrets levetid, nemmere operativt samarbejde og en dybere forankring af Alliancen. Men
der findes imidlertid et dedvande indenfor multinationale indkab. Dgdvandet er fordrsaget af
en kombination af nationale, internationale, administrative, politiske og industrirel aterede
faktorer. For at fremme Smart Defence-dagsordenen analyserer denne rapport, hvordan man
kan skabe en positiv spiral for multinationale indkab indenfor NATO.

Forste del: Dgdvandet ift. multinationale forsvarsindkgb skabes hjemme og ude
Rapportens farste del beskriver udfordringer for forsvarsindkeb i en international kontekst.
Multinationale forsvarsindkeb begraanses af en raskke sammenhaangende faktorer. Der
skelnes her mellem tre hovedomrader som er indeholdt i den nedenstaende figur, * Kredsl gbet
for indkeb af forsvarsmateriel i et NATO-land'.

Kredslabet for indkab af forsvarsmaterieli et NATO-land

Rammestrukturer (geopolitiske, geoindustrielle
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geoindustrielle forhold. USA, Storbritannien, Frankrig og Tyskland tegner sig for over 85%
af Alliancens forsvarsudgifter. Kun disse lande har meget vaesentlige forsvarsindustrier, og
kun USA kan meningsfuldt siges at vaare selvforsynende med forsvarsmateriel. Italien,
Holland, Spanien, Tyrkiet og Canada tegner sig for endnu ca. 10% — og de mindste 19 lande,
herunder Danmark, stér for under 5% af Alliancens forsvarsudgifter. Forholdet mellem
NATO og EU, og USA’ s og de store europad ske landes respektive syn herpa er et afgerende
forhold i disse rammebetingelser (den gra baggrund i figuren).



For det andet er der i alle NATO-landene hjemlige aktarer som er involveret i indkeb af
forsvarsmateriel. De indbefatter det politiske niveau, indkgbsorgani sationerne, parlamentet,
andre relevante ministerier og myndigheder, og den hjemlige forsvarsindustri. Den starste
udfordring for gget multinationalt samarbejde er, at indkebsorganisationer og militeare vaan i
praksisi vidt omfang kan modarbejde politiske gnsker om flere multinationale

indkabs gsninger. Det skyldes, at de besidder en sazlig teknisk indsigt eller formel ret til at

bestemme over doktriner, som ministerier og politikere kun vanskeligt kan udfordre.

For det tredje er der det internationale niveau som her primaat udgeres af NATO — hvor der
igen skelnes mellem de politiske processer pa topniveau, og civile og militaare administrative
processer —samt EU og EU’ s forsvarsagentur EDA, og endelig den internationale
forsvarsindustri. Pafiguren er ikke medtaget bilaterale relationer landene imellem samt andre
former for mellemstatsligt samarbejde vedrarende indkeb af forsvarsmateriel, sdsom indenfor
OCCAR. Det skyldes rapportens fokus pa, hvordan saaligt NATOs egne processer kan
styrkes med henblik pa at forage andelen af multinationalt indkgbt forsvarsmateriel.

Anden del: Lgsningsforslag til at styrke multinationale forsvarsindkgb

Den dagsorden, der blev vedtaget i Chicago, er ved at blive implementeret. Anden del
redeger for implementeringen og undersgger farst — af saglig interesse for Danmark som star
udenfor EDA — hvilke EDA-initiativer NATO vil kunne lagre noget af, ssaligt i forhold til
multinational e indkab. Dernaest beskrives bade en overordnet tilgang og konkrete fordag til,
hvordan landene i Alliancen fremadrettet kan styrke den multinationale andel af

forsvarsindka@bene.

Vigtigst kan multinationale indkeb styrkes ved at @ge det politisk niveaus involvering, isa i
forholdet mellem nationerne og NATO. Selvom NATO-samarbejdet ofte er mindre juridisk
bindende end EU-samarbejdet, sd kan det aligevel bruges som lgftestang af det politiske
niveau i medlemslandene. Videre har de nationale parlamenter en vigtig rolle at spillei form
af tilsyn, kvalitetskontrol og godkendelsei forhold til beslutningsprocesser. Endelig vil en
tilneamelse til EDA i praksis vaae en oplagt udviklingsmulighed for de dele af NATO, der
skal udvikle og fastholde Smart Defence-dagsordenen, ligesom industriens repraesentanter
kan inddrages bedre. Pa figuren ovenfor vises dette udviklingspotentiale i kraft af de stiplede

pile, mens de sorte pile viser eksisterende relationer.

Hvis NATO-landene i fadlesskab skal bryde med det nuvaarende dadvande i forhold til
multinational e forsvarsindkgb og skabe en positiv spira ber de derfor:
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e Forpligte sig politisk til som udgangspunkt atid at forfalge en multinational |asning
(det vil sigei fadlesskab med mindst et andet land)

e Fremme reformer af NATOs forsvarsplanlaagning NDPP s& det multinational e aspekt
(hvordan vi kaber forsvarsmateriel) gares ligesa vigtigt som kvalitet og kvantitet
(hvad vi keber), herunder i form af krav til afrapportering

e Fremme reformer af NATOs processer og institutioner med henblik pa en aget
harmonisering af indkabsplaner for forsvarsmateriel

e Styrke s&dan harmonisering ved at anvende standardiserede indkgbsplaner og dele
disse med alliancen med henblik pa synkronisering af behov

e Udvikle grundlaget for en standardisering af tekniske materielbeskrivelser i NATO-
regi savel som af relaterede doktriner

e L afte behandlingen af det multinational e indkagbsprocesser op fra Konferencen af
nationale materieldirektarer (CNAD) til det politiske niveau, og herunder integrere
mal sastninger og afrapporteringer i NDPP

e Give NATO til opgave at indsamle og udgive |gbende data om forsvarspolitik,
herunder budgettal vedrarende nationale og multinationale indkeb i Alliancen for at
sikre et debatgrundlag

e Udvikle og udvide Parlamenternesrollei forhold til tilsyn og kvalitetskontrol i
forhold til starre materielindkeb, herunder om de foretages som et multinationalt
indkeb

Perspektivering: Multinationalt samarbejde er dansk alliancepolitik

Kun USA er i redliteten selvforsynende med forsvarsmateriel. Hvis det at veare
selvforsynende med forsvarsmateriel er en forudsagning for handlefrined, sa er de fleste
lande i Alliancen i praksis kun suveramei kraft af internationalt samarbejde. For de 19
mindste lande betyder det, at det er ssgligt vigtigt at skabe et udbygget samarbejde
vedrgrende indkab af forsvarsmateriel — bade for at fastholde de sterre landei et forpligtende
samarbejde, og for at sikre, at Alliancen har de bedst mulige militaare kapaciteter i 2020. Det
gadder dermed ogsa for Danmark, som ma se det som en vigtig opgave at bidrage il
styrkelsen af bade en fadles rammei NATO-regi for multinationale indkeb, og overveje at
implementere rapportens forslag til styrkelse af det multinational e aspekt.

Relevans for beslutningstagere

Rapportens analyse og lasningsforslag er relevante for beslutningstagere i forhold til:



Forsvarsforligets implementering

Indkeb af nyt kampfly

Indkeb af andre starre materiel genstande, herunder pansrede mandskabsvogne og
vabensystemer med videre til fregatterne

Forsat effektivisering indenfor forsvarspolitikken

Starre dbenhed indenfor forsvarspolitikken, herunder i form af Folketingets
inddragelse



Executive summary

At the Chicago Summit in May 2012, NATO political |eaders agreed to the Summit
Declaration on Defence Capabilities. Toward NATO Forces 2020. The Smart Defence
initiative is an important component of the declaration. Compared to earlier allied capability
efforts, thisinitiative is unique given the high-level involvement and emphasis on a new
mindset. This report proposes ways of institutionalising the new mindset through increased

multinational procurement.

Some of the most difficult aspects of the Smart Defence efforts deal with outputs, that is with
the integration of operational defence capabilities. We propose beginning instead by focusing
on theinput side. It is easier to agree on buying the same defence equipment together than to
agree on buying and oper ating defence equipment together. In enabling increased
multinational procurement, ministers of defence from different countries will likely reap
benefits of economies of scale for both the actual acquisition and during the entire platform
life-cycle, asthere will be partners with whom to share development and maintenance costs.
By operating identical equipment, nations will also be ready for a high degree of
interoperability in terms of both operations and maintenance. This also renders them capable
of engaging in more ambitious sharing and capability-pooling arrangements. Raising the ratio
of multinational to national procurement is therefore a positive policy goal for the Alliance

and a promising way of implementing the Smart Defence agenda.

But if enhanced multinational procurement appears to be less ambitious than other aspects of
the Smart Defence agenda, it is not a straightforward task. It isin fact a compound
international political problem with diverse and interlocked problem areas. Some of these are
found within the NATO organisation and processes and in other international contexts, but
many are of a domestic character. The current system is therefore in a stalemate with regard
to multinational procurement. Adopting the solutions proposed here offer an opportunity to
NATO and its member states to break this stalemate.

This report assesses the stalemate and proposes a general approach and concrete initiatives to
create a positive spiral of enhanced multinational procurement in the Alliance. The general
approach should be for NATO organisations and processes to further the harmonisation of
national defence policies with regard to capability development and planning. With regard to
procurement, harmonisation means both standardisation and synchronisation — the

standardisation of capability requirements, of doctrine and national reporting, and
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synchronisation of plans and planning requirements. In concrete terms, this means elevating
the principle of multinational procurement to a main focus of political level NATO
cooperation, including in the NATO Defence Planning Process, and helping nations to pursue

the principle of going multinational first.

Even if nations should push for reforms of NATO organisations and processes which should
enable such a development, the greatest challenges are found in the capitals. Some of the
strongest impediments to multinational procurement are found in the relationships between
ministries of defence (MoDs) and subordinate armaments organisations, including the
military services. We propose that the political level leadership in nations — MoDs — should
reform and employ the NATO processes, including the Defence Planning Process, to deal
with thisissue. Political level attention to making commitments and reporting requirements at
theinternational level can create a substantial downward pressure at the domestic level, from
ministers and their cabinets down to National Armaments Directors, armaments
organisations, and service bureaucracies. NATO processes should be used in capitals asa
lever in this domestic tug of war. While NATO will not acquire any of the formal
characteristics of a supranational organisation in the foreseeable future, it can acquire such
functional characteristics when MoDs use NATO processes as leverage in their respective

domestic management processes.

In order for this to happen, we propose a set of initiatives at both NATO and national levels.
In particular, NATO organisations and processes should be adapted to:

e Elevate the principle of multinational procurement (how we buy things) at par with
the quality and quantity of capabilities (what we buy), including in the NATO
Defence Planning Process (NDPP).

e Establish a permanent staff for the NATO Procurement Organisation (NPO).

e Establish aministeria-level governing board for the NPO to replace the Conference
of National Armaments Directors (CNAD) so that responsibility for multinational
procurement rests at the political level rather than the technical level.

e Institutionalise reporting requirements to include the ratio of national to multinational
procurement projects and explanations of deviations from multinational procurement.

e Gather and publish transparent data on defence expenditures.

e Propagate international standards for military requirements so as to achieve
standardisation of capabilities.



e Enhance contracting transparency through accessible projects databases for nations

and companies.

e Harmonise doctrine in order to avoid differing requirements.

These NATO-level initiatives could enable Alliance member states to engage in multinational
procurement if they chooseto do so. Yet thisisacompound political problem, and lowering
barriersto cooperation at the NATO level is not sufficient. Member states must take action
and reform their own processes if they are to engage in multinational procurement more

easily. To achieve this, initiatives such as the following should be undertaken by MoDs:

e Pledge to increase multinational procurement by making it the default principle.

e Adopt standardised national procurement plans (for NATO reporting purposes).

e Sharethese with Allied nations so that procurement can be synchronised in time and
standardised in capability.

e Link national procurement plans to the NDPP so that capability shortfalls and
surpluses can be coordinated and avoided more easily and multinational potential can
be identified.

e Gather and publish transparent data on defence expenditures.

e Adopt international requirement standards so that equipment purchases can be
harmonised more easily.

e Institutionalise relations with industry based upon transparent requirements and
contracting opportunities, both nationally and internationally.

e Enhance parliamentary oversight in order to strengthen the transparency and
accountability of the involved actors and processes.

These domestic reforms mirror those proposed at the NATO level. The synchronisation of
processes at each level will facilitate cooperation by removing key impediments as the
process moves from one level to the next. Harmonising these processes will allow national
political leadersto utilise NATO processes to enforce their will upon their subordinate
procurement agencies, thereby solving the principal—agent issue that hampers multinational
procurement. The strategic challenge of maintaining military capabilitiesin an era of severe

fiscal constraints requires the exercise of political leadership in the Alliance.

No single country outside the United States has the money, expertise, and political will to
have a full-fledged defence. No Western country — even the European NATO countries



together —is able to be self-sufficient in defence affairs regarding both capability
development, sustainment, and operational use. In this context, cooperation, coordination,
and sharing in defence matters increasingly constitute a precondition for sovereignty —
especialy if sovereignty isto be understood less as an abstract legal term than as a practical
issue of maintaining autonomy and freedom of action. Nations engaging in multinational
procurement are likely to increase their autonomy and freedom of action via the benefits

accrued in the form of economies of scale and increased interoperability.



Introduction
At the Chicago Summit in May 2012, NATO political leaders agreed to the Summit

Declaration on Defence Capabilities: Toward NATO Forces 2020. The declaration includes
description of the Smart Defence initiative. Smart Defence is about creating value for money
in European defence by encouraging synergies through economies of scale. Smart Defence
has three components: aligning national capability investments with NATO'’ s capability
priorities, pooling Allied military capability among Alliesto generate economies of scale and
improve inter-operability, and achieving a more effective division of labour through
specialisation.* Compared to earlier allied capability efforts, thisinitiative is particular given
high-level involvement and emphasis on a new mindset.

This report proposes ways of institutionalising the new mindset through increased
multinational procurement. Some of the most difficult aspects of the Smart Defence efforts
deal with outputs, that is with the integration of operational defence capabilities. Clearly,
issues of sovereignty and burden-sharing at the international level come to the fore when such
prospects are being considered. It therefore makes sense to focus especially on cooperation in
the input side aimed at enhancing multinational procurement — regardless of how the
capabilities are employed, whether in national or multinational settings. By purchasing
defence materiel together — with at least one other member nation — NATO nations will gain
both economies of scale along the life-cycle of the platforms and ensure better

interoperability, thereby improving future allied operational cooperation.

Focus of the analysis

The Smart Defence initiative covers awide-ranging agenda to strengthen cooperation in
NATO in ways that touch upon sovereignty-related issues. We focus on a specific subset of
this agenda: investments in military capabilities, which is where the future of Allied
capabilitiesislaid down. This report therefore examines challenges related to enhancing the
multinational procurement of defence capabilities, discusses the agenda agreed to at the
Chicago summit, and proposes a set of recommendations for policy-makers at various levels.
Like issues further downstream in the defence policy process, such as force employment,
multinational procurement poses many challenges. Structural geopolitical and geo-industrial
tensions also expressed in the unresolved NATO—EU relationship are clearly relevant when

accounting for the limitations to the harmonisation of Allied procurement processes.
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Despite these challenges, the specific focus on multinational procurement is smart. The future
of the Alliance is being made at this public—private intersection in the form of armaments
organisations and industry, domestic and international processes through national and NATO
defence planning, and civilian and military with ministers and MoDs in combination with
military establishments. Despite the challenges — which are many — thisis aso the obvious
starting point for a renewed push for stronger harmonisation of allied defence policies. It
sidesteps many of the political sensitivities related to operational requirements and
geostrategic differences of perspective. Moreover, procurement is also basically a political

issue that political leaders have the power to change.

To be clear, the argument concerns multinational defence procurement. Thisis understood
here as defence materiel procured by at least two NATO nations, or aNATO nation and a
partner nation, at the same time. The focusis solely on procurement, not what isreferred to in
NATO parlance as multinational capabilities and common funding.” It isimportant to
emphasise that the multinationally procured capabilities can then be deployed as either purely
national capabilities, as part of amultinational framework, or some combination of the two.
From alife-cycle management perspective, the possibilities for multinational cooperation on
training, platform development, operationa deployment and sustainment, and retirement are
much greater when the starting point is capabilities that have been procured together by at
least two allied nations. While these issues provide reason to pursue multinational
procurement, they involve their own challenges and are not covered here. The focusison
enhancing multinational procurement only, as afirst and important stepping stone towards
better and more affordable future alied capabilities. Furthermore, our focus is on equipment
manufactured or intended primarily for military use, such as tanks, armoured personnel
carriers, fighter aircraft, and frigates. Our analysis excludes goods and services purchased by
MoDs that are generic or intended for civilian use, such as office furniture, information

technology, or catering services.®

The report focuses primarily on NATO, even if EU developments are included. NATO isthe
central Western security actor and the centrepiece of security and defence mattersin the
North Atlantic area. More than an aliance, NATO is also the most important organisation for
communicating and harmonising defence and military policy standards, including the
necessary knowledge of the art of war asit developsin the global security environment.
NATO'sinternal processes for communication and harmonisation are therefore of crucial

importance. The NATO Smart Defence initiative aims at reinforcing these processes so that a
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more effective use of the defence budgets will mean a higher relative output through
economies of scale. While the United Statesis and will remain the Alliance’ s most important
member, in this context the other nations — mid-sized and smaller nations with or without
significant defence industries — play the main role. For ease of language, this group of states
will bereferred to in the report as ‘ European NATO'.” Specific examination of the European
angle to NATO matters, as thisis where the most efficiencies to pursue are found. Moreover,
the arguments here will likely be of special interest to the smaller European NATO nations
for whom the business case of multinational procurement and cooperation is the most

pressing and evident.

While we have spoken with many defence industry executivesin the course of the research
donein preparation for the report, the focus is not on supply but rather on demand. Thisis
because the defence industry is one of the most politically conditioned industries: supply is
ultimately determined by whatever states demand. Thisis not to say that the issue of industry
is unimportant; rather, industry and geo-industrial relations largely underlie the current
stalemate. This means that a higher degree of involvement with industry in everyday and
formalised terms is necessary just to make small amounts of progress, and also that some
kind of grand transatlantic bargain or agreement is necessary for the materialisation of a
transatlantic defence market. Less is perhaps necessary to further multinational defence
procurement in European NATO, but drawing up the parameters of the possible in order to

know what can be achieved neverthel ess matters.

How we did it

As part of the production and service contract for 2012 between the Danish MoD and the
Centre for Military Studies/University of Copenhagen, the Centre for Military Studies (CMS)
was tasked with preparing areport on Smart Defence as part of the analyses for the parties to
the Danish Defence Agreement.® In addition to following the procedures laid out in the CMS
project manual, including external peer review, the analyses underlying the report were
organised in the following way:® One member of the project team wasinvolved in
preparatory international think-tank workshops organised by the Center for Strategic and
International Studies (CSIS), the Atlantic Council of the US (ACUS), and the International
Institute for Strategic Studies (11SS) in cooperation with NATO Public Diplomacy Division
(PD) in the six month run-up to the Chicago Summit. These observations resulted in an op-ed
on industry and Smart Defence published Defense News' s international edition during the
summit.'® As part of our research, we have made desk studies and carried out dozens of
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interviews with high-ranking international defence industry representatives, senior
international officials, and think-tank researchers. Apart from doing research in Denmark, the
team travelled in September—November 2012 to NATO HQ, NATO Allied Command
Transformation’s (ACT) Industry Day in Riga, aNATO Parliamentary Assembly Rose-Roth
Meeting in Montenegro, NATO ACT’s Strategic Foresight Workshops, aNATO PD and 1SS
workshop on Smart Defence in Brussels, and conferences organised by the Danish Atlantic
Council and the Nordic Atlantic Councils on Smart Defence and Nordic Security Cooperation

in Copenhagen and Helsinki.

During this process, we have devel oped and examined various hypotheses about the existing
impediments to multinational procurement. Our consistent approach has been to ask all types
of stakeholders, civilian and military, as well as representatives of the defence industry about
the often complex and technical issues surrounding defence materiel procurement.
Interviewing international defence industry representatives has several advantages. Defence
companies are profit-driven and motivated to achieve the highest possible sales, including the
international context. Defence companies (beyond a certain size or with specific international
export capabilities) therefore have an incentive to further multinational procurement. Defence
companies have a unique understanding of the political conditions of the market and
therefore also of the impediments government officials may be reluctant to mention. Finaly,
industry appeared to be acrucial partner for future NATO HQ efforts to organise the NATO
Europe defence market, as mentioned in the Defense News op-ed.

Overview

Thisintroduction is followed by two main analytical sections and a conclusion. The first of
the analytical sections examines the system of relations constituting the compound political
problem of multinational defence procurement in NATO. This means that the section
contains areview of each of the different problem areas and a discussion of their relative
challenges and impediments to multinational procurement. In this way, the analysis also
identifies chokepoints within the problem areas and discusses how they are interlocked,
making for a certain balance in the overall system. The second analytical section then
emphasises the political character of the compound political problem. This means looking for
initiatives that may become solutions to change the current balance in the system in favour of
apositive spiral for enhancing multinational defence procurement in NATO. The section

therefore contains both an overall approach to reshaping and breaking the current stalemate
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as well as some concrete proposals for doing so. Even if these proposals can be implemented
in relatively straightforward terms on the various institutional levels they are aimed at, they
also indicate the possibility of applying the general approach to breaking the stalemate in
other ways. The second section therefore al so emphasi ses the importance of an explicit and
shared political understanding of the stalemate as a compound political problem requiring
multi-level initiatives that reach into shared NATO processes as well as national procurement
and strategic planning processes in order to succeed with thisimportant part of the Smart
Defence agenda. Finally, the conclusion sums up the argument and offers further suggestions

for how progress can be achieved.
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A compound political problem

Asthe Alliance proposes the further harmonisation of defence policies under the Smart
Defence headline, defence procurement merits special attention. The procurement of new
defence capabilities not only amounts to a significant part of the aggregate defence budgets of
the Alliance, it also paves the way for the Alliance of tomorrow, as these capabilities are
literally the means of our future armed forces. In numerous different ways, the current system
of defence procurement impedes a higher ratio of multinational to national defence
procurement. This section argues, first, that the challenge is of a fundamentally political, not
economic, nature. Second, it describes the system of actors and multinational defence
procurement processes and their relations in the context of NATO. Third, it sums up the
different chokepoints and assesses the overall stalemate as away of introducing the

subsequent chapter’ s review of on-going reforms as well as an agenda for change.

Defence cooperation — economics and efficiency or politics and
security?

Normally, the story of European defence inefficienciesis presented something like this: The
European states have developed armed forces and their favoured approaches to equipping
them in light of their indigenous resources and the primary security challenges that they have
each traditionally faced. For various reasons — limited resources concentrated in arelatively
small area, the difficulty of power projection, and the heterogeneity of peoples — most
European states devel oped the capacity to arm themselves and focused upon territorial
defence against the possible aggression of their neighbours. The few exceptionsto this
functional imperative have been the great powers, which possessed a surplus of resources and
the desire to devote them towards what we now call expeditionary operations. Y et even these
great powers were forced to grant priority to territorial defence during the Cold War. The
common threat of the Soviet Union and the institutional frameworks devel oped under the
banners of NATO and the European Community facilitated historic levels of cooperation.
This cooperation even extended into the realm of military equipment requirements, with
NATO's Military Agency for Standardization being founded in 1951.* Despite steady and
incremental improvement in the area of common military procurement, significant challenges

remain.*?

Unlike the United States, Europe has long suffered the deleterious effects of afragmented

military equipment market. Sovereignty in the realm of national security led to an exemption

15



for the production and trade in armaments, munitions, and war materiel in the 1958 Treaty of
Rome that established the European Economic Community.* It also allowed member states
to retain information concerning their national security secrets from one another.
Consequently, the market for military supplies has remained fragmented, competition has
been limited to suppliers within national boundaries, and transparency has been lacking.
Demand has also been fragmented, with national governments developing their own
requirements for military capabilities and relying primarily upon national suppliers so asto
retain control over sensitive information, technology, and economic opportunities. The result
has been national monopolies or oligopoliesin the defence industry sector and a patchwork of
national regulations, processes, and practices. Together, these have reduced the incentives
and increased the barriers for suppliers to cooperate with one another, even as they face

reduced demand from their primary customers.

Thus, opportunities for cooperation leading to economies of scale in the production of
military equipment and for larger purchases that could further reduce the unit cost have been
lost. From a purely economic perspective, the Alliance is allocating its defence spending in a
suboptimal manner. This argument has been underlying effortsin the context of NATO and
the EU with respect to integrating defence investment policies since the birth of NATO and
the first continental European defence project with the European Defence Community in the
mid-1950s.* The longevity of the argument demonstrates the value of examining the
Alliances defence budgets from such a utilitarian viewpoint. It allows us to see how

improvements can be made under the assumption that everything elseis equal.

Thereisalot of truth to this story —it isalso adriver of the Smart Defence initiative — but it
is not the whole story. Everything else is not equal. While global and European politics
certainly have seen considerable integration since the end of World War |1, there has been
nothing inevitable about this grand integration process. Rather, these processes have been and
will always remain deeply political. They are acts of conscious choice rather than acts of fate.
Thisis good because the power of politicsisthat it can change the framework within which
other decisions are made. Thus, reducing the issue to an economic problem of allocationisto
miss its essence: it discounts the geopolitical and political—administrative dimensions of the

problem.

Enhancing multinational defence procurement is therefore best understood as a compound
political problem. A compound political problem consists of a set of distinct but interlocked

16



problem areas. Each of the problem areas contains their own particular dynamics that impede
solutions. These areas include the relations between actors at the national level, such as
ministers and MoDs, military procurement agencies, other ministries, parliament, and
industry. They also include actors at the international level, including the relations between
states within NATO processes, and their interaction with the international defence industry
marketplace. The intersections of these actors and processes present chokepoints that work
against an increase in the number of multinational defence procurement projects. The overall

system results in a stalemate.

Despite their apparent technical content, all of the issues are of a political character and can
be solved by political means. Consequently, this report proposes a general approach to
breaking the stalemate as well as a set of concrete proposals for how political leaders and
civil servants may start a positive spiral of multinational defence procurement. History shows
that problems that are inherently political can be solved through political means. The EU and
indeed NATO itself offer clear examples of this. Moreover, the interlocked character can be

utilised to devise solutionsin one area that will aleviate some of the challengesin others.

EU
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The system of multinational defence procurement can best be conceptualised as a series of

relations between domestic and international actors and processes. These different locations

and problem sets are described in Figure 1.
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Figure 1 describes the actors and problem areas in multinational defence procurement in a
generic perspective, including the domestic and international levels (where we find concrete
actors and processes) with geopolitical and geo-industrial structural conditionsin the
background (limiting and influencing the specific actors and processes). On the left side, the
domestic level contains a number of typical actors and processes: the MoD and its underlying
procurement-related authorities, including dedicated and general armaments organisations,
service specific organisations, and other relevant organisations formally answering to the
MoD. Formal defence procurement almost always proceeds within this top-down
relationship. Next (to the left), we find a set of supporting domestic actors: industry (national
and international), other relevant authorities such as ministries of finance, industry, labour,
technology, foreign affairs, and the equivalent of a prime minister’s cabinet. Finally, we find
the parliament, which plays an important role regarding oversight, ensuring transparency, and

the democratic legitimacy of major defence policy decisions.

The arrows indicate the most important relations with regard to the procurement process.
They are not exhaustive. Industry can have direct contact with parliamentarians, for example.
The darker the arrow, the more significant the relationship. The major domestic relationship
is between the MoD and its armaments organisations (and their underlying authorities in the
military services). These subordinate and implementing organisations naturally deal with the
providers of the services and products that they are created to procure; that is, they deal with
industry in its various forms, including national and international industry representatives.
The least developed arrow isfor the role of parliament in providing quality control to major
decisions, oversight, and democratic legitimacy. Another less-emphasised arrow is crucial for
improving multinational procurement: the relationship between the MoD (at its highest level)
and the political level processesin NATO. As argued in the next chapter, that relationship
should be leveraged by MoDs in order to deal with the most difficult chokepoint at the

domestic level: the management of their subordinate agencies.

Theright side of the figure provides a generic description of the international actors and
processes with a NATO focus. Here, distinction can be drawn between NATO top-level
forums and processes, such as ministerial meetings, meetings in the North Atlantic Council
(NAC), the Military Committee (MC), and political/civilian high-level working groups —and
the working level day-to-day processes carried out in meetings among nations or being
prepared by NATO personnel, such asthe NDPP and others. Here, the arrow is again bold,
emphasising a main component in the multinational procurement framework. At the same
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time, crucial components of the multinational procurement framework at the international
level areleft to underlying national authorities. Thisis expressed in the black arrow, which
connects the domestic and international systems at the working levels. Outside NATO, the
EU and its European Defence Agency (EDA) are underutilised resources for NATO, while
the same is the case for international industry, especialy in the shape of the NATO Industrial
Advisory Group (NIAG). We have |eft out important international relations such as bilateral
relations and international groupings in defence procurement such as OCCAR. Thisomission
is based on the subsequent focus on how NATO’ s own processes can be strengthened to

support further multinational procurement among member nations.

Connecting the domestic and international levels, we find two arrows: a black arrow at the
working level and adotted arrow at the political level. The difference between the lower
black arrow and the higher white arrow indicates a main issue impeding multinational

procurement: the lack of elevation of the issue to the highest political levels.

When taken together, the black arrows show the main elementsin the current stalemate. In
the domestic sphere, national industry and underlying armaments authorities can stall or
impede multinational procurement policy decisions at the political level. Asthey are also
responsible for managing and developing multinational procurement at the working level in
Brussels, there is limited opportunity for feedback from NATO to domestic armament

organisations to spur multinational cooperation.

Multinational procurement will become a much sturdier fixture on the political agenda,
particularly by emphasising the relations captured by the middle, upper white arrow between
the domestic and international political domestic levels. Moreover, by letting NATO
development be inspired by the EDA and by building a better working relationship with the
EDA, many things will be gained. Finally, giving Parliaments a substantial function in major
defence policy decisionswill not only boost democratic legitimacy but possibly also provide

much-needed transparency and oversight to such decisions.

The political defence market in the Euro-Atlantic region

The generic description captured in Figure 1 shows how the domestic-international interface
both conditions the current stalemate and offers possibilities for dealing with the stalemate.
Asalsoindicated in Figure 1, however, there are a number of geopolitical and geo-industrial
structural conditions behind the generic setup that limit and shape the forms and amounts of

multinational procurement. The geopolitical tensions behind the Alliance — divisions over
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what purpose the alliance should serve, the transatlantic relationship, and the unsettied
relationship and division of labour between NATO and the EU — are all constraining factors.
In Figure 1, such unsettled issues form the deep structural background for the devel opment of
further allied cooperation in defence. Some of the resulting practical impediments are likely
to remain unresolved as long as the deep ones persist. Until then, the space for better
cooperation is limited by these structural constraints.

Figure 2: Relative NATO Defence Expenditures (data from The Military Balance)
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When it comes to defence expenditures, industries, and the dynamics of multinational
defence procurement, the Allied nations are quite different. Overall, there are four
distinguishable state typesin the Alliance:

e Tier one: the United States

e Tier two (defence expenditure over USD 25 billion, 2010 data from the Military
Balance): the UK, France, and Germany

e Tier three (defence expenditure of USD 10-25 hillion): Italy, the Netherlands,
Canada, Spain, and Turkey
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e Tier four: 19 states with defence spending under USD 10 billion. To this group may
be added a number of partner nations in geographical Europe.

Over time, the relative importance of the four groupings has devel oped as described in Figure
2: Relative NATO defence expenditures. Figure 2 illustrates the development of defence
spending in the Alliance over time.”® The US relative contribution has risen from around 60
per cent in the mid-1990s to about 70 per cent of the Alliance' s defence expenditures a
decade and a half later. At the same time, it is noteworthy that the relative share of the
smallest countries (Tier 4) has not grown despite NATO enlargement. These four tiers face

different challenges with regard to multinational procurement. We will describe these in turn.

The American role and position is paramount for how the Alliance works — including any
movement with respect to the overall stalemate. American defence industry consolidation
corresponded to the structural adjustments that occurred in the 1980s and were accel erated by
defence spending cuts in the 1990s. Consolidation of the defence sector proved too important
to be left solely to the market, and the US Department of Defense concluded that it would
protect key defence industry capabilities as well as allowing for efficiencies that would
reduce expenditures.’® In practice, the American approach has since been the devel opment of
a hub-and-spokes model, exemplified by the Joint Strike Fighter programme, for an
increasing number of capability development programmes. US defence market policy already
encourages a partial globalisation of the US market, especialy in terms of buyers.'” This
means that the political economy of the American defence industry and defence industry base
increasingly depends on — or rather, is interdependent with —its international allies and
partners.

Unlike the United States, ‘there has so far never been a genuine pan-European defence
procurement market but rather 27 national markets fenced off with regulatory barriersto
entry aimed at protecting national defence industries'.*® This situation of fragmented national
demand, fragmented national-based supply, and hence duplication of productive capacity and
R& D spending has had significant consequences for European defence procurement and the
defence industry base. To this may be added politically and economically motivated

protectionism on both sides of the Atlantic.

Turning to Tier 2, great powers such as Great Britain, France, and Germany retained a self-

sufficient defence industry base into the 1990s.* The prevailing conditions driving the
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consolidation of the American market also affected the more heavily state-owned defence
sector in Europe.? Defence industry consolidation through mergers, acquisitions, and cross-
national partnerships allowed suppliers to reap some of the benefits of alarger market,
including economies of scale derived from horizontal and vertical integration. This resulted
in the formation of numerous large multinational defence companies around the primary
firms within these countries, each with sufficient scale to develop and produce high-
technology products at prices competitive with those of American companies. This has
resulted in transnational oligopolistic competition replacing national monopolies for major
systems across the continent. Indeed, the companies of the Tier 2 states account ‘for more

than 80% of armament production and for 90% of military R& T expensesin Europe’ .

In Tier 3 and 4 countries, defence industries have long been unable to supply their
governments with all of their military equipment needs.” These countries generally buy
major platforms produced by companies located in larger countries. Nor can the defence
industries of these countries survive on domestic sales alone. Under pressure from the wave
of industrial consolidation of the 1990s, they have taken to specialising in niche components
and often assumed the role of subcontractorsto larger, foreign companies. Such industries are
vulnerable to market fluctuations and their home governments have thus utilised the off-set
mechanisms under Article 296 of the Treaty of Rome to ensure their survival.” While the
companies in mid-sized countries are concerned with becoming second-tier subcontractors
for American firms, the companiesin small countries are often more reluctant to partner with

larger companies from Tier 2 countries.

Under the impression of rising platform prices and austerity budget cuts, defence analyst
Christian Mdlling has warned that European countries will only have ‘bonsai armies’ at their
disposal in the not-so-distant future.** This argument is especially pertinent for the Tier 4
states whose share of the overall defence expenditures has not risen with the enlargements.
Because they have less operational capability, however, the Tier 3 and 4 nations have a
particular opportunity to move forward on multinational defence procurement. In terms of
industry, they have less strategic reason to be protective, as they are not sovereign in any
practical sense if sovereignty isto mean self-sufficiency in capability development. If you
cannot provide for your own security even in theory, including the development, production,
procurement, and deployment of the platforms needed within your own borders, then you
need to cooperate in order to achieve security. Only Tier 1 and 2 countries can theoretically

aspire to this status and, as seen with the US example, even these countries are increasingly
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dependent on allied markets. This meansthat Tier 3 and 4 countries are freer to act from a
market perspective when shopping for arms on the international market. They can go for best
value instead of being tied to specific producers. Moreover, cooperation is a precondition for
them for sovereignty, not an impediment to it. As should be clear to decision-makers at all
levelsin these national capitals, Tier 4 nations are optimal candidates for moving forward

with multinational procurement.

This argument is strengthened by trends in relative defence procurement. The relative
spending gaps shown in Figure 2 are only exacerbated when considering defence
procurement.® Smaller countries generally spend asmaller percentage of their overall
defence budget on procurement and research and development. Based on numbers provided
by the EDA’ s annual defence data publication, the Tier 2 and 3 nations are estimated to
procure about 23-27 per cent of their equipment in cooperation with others. The few
available numbersfor Tier 4 nations suggest that the multinational procurement ratio is
somewhat or even far lower here,” meaning that the smallest nations are playing catch up to

the larger nations in terms of multinational procurement.

International frameworks: A first round of NATO and EU perspectives
This constellation of actors with divergent interests poses a complex challenge of
bureaucratic, political, industrial, and geopolitical nature that must be overcome if
multinational procurement is to be enhanced. In principle, NATO possesses central
mechanisms for addressing these issues — some longstanding and well-known, such as the
NDPP, and others that are under development, such as the NPO. These processes aim to cope
in various ways with the issue of coaxing sovereign countries towards increased integration
of their defence capability development processes. NATO Secretary General Anders Fogh
Rasmussen has called for NATO to act as an ‘ honest broker’ in the Smart Defence attempt to
achieve greater alied coherence. In thisway, it is clear that the NATO processes are intended
to enable market coordination, from demand to supply. On the demand side, the NDPP and
NPO focus on standardising and synchronising defence capability development projects. On
the supply side, they provide opportunity for dialogue with industry and encourage the
development of multinational rather than national programmes. We will return to these
international level NATO processes in the following chapter on solutions.

Because NATO is not a supranational organisation, its processes are not legally binding for
nations. Yet 21 NATO nations are also EU members. EU defence-related market reforms will
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increasingly shape the capacity of these countries to do multinational procurement. European
defence industrial consolidation has been facilitated by reductions in the scope of goods
considered to be validly exempted from the common market under Article 296. Although the
1992 Maastricht Treaty did not revise Article 296, the definition applied to goods intended
for ‘purely military purposes % has been progressively narrowed over the past twenty years.?
As military forces have turned to commercial and dual-use technologies, the percentage of
equipment that can be excluded from pan-European market competition has narrowed
significantly.*® The EU Defence and Security directive solidifies this requirement to justify
deviations from EU law.** Thus, we might expect some barriers to multinational procurement
of defence equipment to be eroded progressively by EU regulationsin NATO nations that are

also EU members.

Whether NATO nations are EU members or not, the domestic level remains the most

significant dimension with regard to multinational defence procurement.

Domestic chokepoints
There are barriers to enhanced multinational procurement at the domestic level. Theissueis
less about market functions than political control in a multi-layered political—administrative

system.

Taking the political level announcements made at the Chicago Summit at face value, then the
MoDs and their cabinets support the Smart Defence agenda, as they have signed up for the
overall vision. In amulti-layered political-administrative system, however, nominally
subordinate authorities often have their own agendas, not least with regard to defending
budget shares. Other turfs to defend include national defence industries, either through formal
or informal networks between government and industry, and military service-specific
dimensions. As anyone who has worked with political—administrative systems knows
intuitively, organisational self-interest makes for non-linear implementations of policy, even
without ascribing bad faith to any of the actors. These impediments can be derived from the
structural organisation of the administrative—political system in general. For procurement
specifically, we may add the particular element of technical expertise in combination with
ever-devel oping technology. Together, they place a special premium on the subordinate
organisation or organisations possessing the necessary knowledge to make technically sound

recommendations, including descriptions of capability requirements descriptions.
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Thisiswhat is known as a principal—agent issue.* Principal-agent issues arise in public
administration when strategic authorities are faced with managing underlying organisations
that possess specia technical expertise. In this case, it isa challenge for the principal (MoD)
to compel agents (their subordinate procurement organisations) to prioritise multinational
solutions. Services and armament organi sations possess extensive technical expertise that is
impractical to mirror in ministries and other oversight authorities. Added to the purely
technological knowledge, military services also sometimes possess the formal authority over
training, tactics, and procedures (TTPs) and other doctrine which can shape the definition of
requirements descriptions. The ability to enforce a clear line of command and implement
policy vanishes somewhere between the MoDs and the regiment workshops. As a matter of
common sense, procurement agencies and armed forces branches know so much about the
ships, planes, and guns they are supposed to buy that it becomes very difficult for the political
level — especidly at the top of the MoDs —to monitor processes effectively and make

informed decisions. In practical terms, MoDs are at the mercy of procurement agencies.

Procurement agencies and armed forces branches thus retain large decision-making power
regarding materiel investment. Thisis especially the case when processes are in their early
formal or even informal stages and still under development. Requirements descriptions are
not innocuous, as seemingly small differences may rulein or out specific platforms available
on the international market. Even in competitive processes, technical arguments may help
select or deselect qualified candidates which service organisations, for instance, find are too
dangerous for their preferred candidates, resulting in false competitions. The knowledge
monopoly of the underlying organisations makes it difficult for the formally directing

organisations to impose their will.

Furthermore, procurement agencies often rely upon industry to know what is possible and
what it will cost. Thisthree-level game renders the monitoring and enforcement of political
guidance even more difficult. Finally, the legislative branch provides an aternative source of
political guidance to which the procurement agency and industry can appeal if their
preferences are not supported by the cabinet. This ‘iron triangle’ poses significant
opportunities to prevent cooperation in procurement, even after it has been agreed upon by

the head of government.

In sum, we may describe the challenge of furthering multinational defence procurement
within NATO Europe as involving three sets of interlocking issues: geo-industrial rivalry;
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complex domestic relations between aspects of the executive, industry, and the legislature;
and international NATO processes. There may be sufficient impediments to multinational
procurement at any of these levels. Their combination into interlocking impediments makes
for additional difficulties. So how are we to approach solutions to the stalemate? Thisisthe

theme of the next chapter.
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Initiatives for a positive spiral

The problem of multilateral cooperation in military procurement might seem intractable.
Issues on several levels impede enhancing multinational defence procurement. There are,
however, reasons for guarded optimism. The most important of these is that the challengeis
fundamentally one of politics. Politics can remedy negative structures, create new
institutions, and change patterns of behaviour, even if such change may be incremental and
only visible in the long term. This chapter draws up a general approach for doing so and

proposes concrete policy initiatives to go with the approach.

This section consists of four main parts. The first introduces the general approach —
advocating a political choice of multinational solutions as a default policy and the
harmonisation of procurement plans. The two following sections then discuss initiatives at
the domestic and international levels. At the domestic level, we focus especially on ways of
addressing principal—agent issues by revitalising the political and international dimensions of
procurement processes. At the international level, we focus on NATO processes and how
they can be further developed to increase multinational procurement. Finally, we bring these
two strands together in a set of recommendations for the further harmonisation of national
defence policiesin the shape of synchronisation and standardisation in procurement planning
and policy.

To break the stalemate and create a positive spiral, nations should:

e Commiit politically to pursuing multinational procurement as a default policy; report to
each other on their multinational-to-domestic procurement ratio; and offer transparent
and systematic arguments about decisions not to procure multinationally.

e Promote institutional reform in NATO in order to further the harmonisation of defence
procurement plans — not only of the NPO, but also make multinationality a part of the
NDPP.

e Offer to further such harmonisation at home through the adoption of standardised
procurement plans (for sharing with allies and partners), such that they can be
synchronised over time.

e Promote the standardisation of capability requirements as well as of doctrine and TTPs
that stand in the way of multinational procurements.

e Promote the reform of NATO processes such that the political level sees the multinational
aspect of procurement at par with the quality and quantity of new capabilities. How they
are acquired matters increasingly as much as what and how much — without
multinationality, there will be fewer and sub-optimal new capabilities.

e Take the responsibility for multinational procurement away from CNAD and elevate it to
the political level.
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General approach: Break the stalemate, create a positive spiral

Even if the challenge is great, the solutions need not necessarily be revolutionary. Rather, the
approach most likely to succeed is a combination of institutional changesin NATO and
initiatives by a group of nations' ministers of defence. Change must come from the nations,
supported by NATO, and under the pressure of economic and strategic necessity. For the
smaller NATO nations— and increasingly for the larger ones as well — more extensive
cooperation is a precondition for sovereignty, not an impediment to it. It is therefore the
highest strategic levelsin capitals — including both the political, administrative, and military
top — that must embrace and further a principle of multinational procurement as a default
option for defence acquisitions. This means always pursuing new procurement with another
nation first. It also means supporting and promoting NATO processes that advance this

principle.

In particular, nations and NATO should create processes that can be leveraged in the capitals
in order to address the blocking power of services and armament organisations. Both
parliaments and ministries should be mobilised for this purpose. The principle of choosing
multinational solutions first and national ones only after systematic and transparent scrutiny
should be furthered by genera reforms of national defence planning processes. These should
aim at harmonising defence planning cycles — synchronising specific future needs — as well as
harmonising defence requirements, equipment specification, and ultimately doctrine. To sum
up: effortsin both nations and in NATO are needed. But the centre of gravity isin the
capitals, and NATO processes should be designed for the strategic and political levelsto be
able to set this priority. By deciding on such a matter of principle in public, ministers of
defence can increase their ability to compel their subordinate agencies.

Asawhole, NATO must therefore further the harmonisation of defence procurement plans,
both in terms of synchronisation (when to buy something) and standardisation (what to buy
together). Because change can only be achieved in NATO if it happensin capitals, it isthe
nations which must push for these reformsin NATO and adopt their respective domestic
components at home. Nevertheless, NATO has a very important role to play as the forum and
framework for defence procurement cooperation. The following section therefore deals with

on-going and future possible reforms within NATO, inspired especialy by the EDA.
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NATO'’s internal processes and multinational procurement

This section briefly introduces relevant reforms underway in NATO followed by discussion
of related EU initiatives. It does so in order to lay the ground for the subsequent presentation
of a set of concrete initiatives intended to remedy the chokepoints identified above, including
through the international level processes within NATO.

Since the 1991 Strategic Concept, NATO has cast itself as a defence and security
organisation. It has developed institutions for addressing collective defence, security
cooperation, and crisis management. These three tasks are emphasised in the 2010 Strategic
Concept. Although legacy institutions and processes remain, NATO is adapting to deal with
these roles more efficiently. The most important elements in this adaptation are the NATO
Defence Planning Process, the NATO Support Agency (NSPA), the NATO Communications
and Information Agency (NCI), and the NATO Procurement Organisation (NPO). We

discuss each in turn.®

The NDPP is the most important of these processes. It is an iterative, multi-annual process
that creates the basis for the implementation of the politically agreed level of ambition and
force goals. It is overseen by the Defence Policy and Planning Committee (DPPC), a
working-level group of delegation ‘ defence counsellors chaired by the Assistant Secretary
General for Defence Policy and Planning.® It reports directly to the North Atlantic Council
(NAC). The process constitutes the major defence policy planning elements within NATO.
The NDPP isthe largest game in NATO HQ and the one that most consistently draws nations
and national processes into the overall allied framework asit compares the plans of individual
nations to the agreed and shared allied force goals. Importantly, the NDPP is institutionalised
and iterative, making it useful for measuring and furthering defence planning and

procurement harmonisation.

The NDPP consists of five steps following its April 2009 revision:* establishing political
guidance, determining requirements, apportioning requirements and setting targets,
facilitating implementation, and reviewing results.® A central outcome in the first step is the
dimensioning description of NATO’s Level of Ambition, which describes the character and
number of military missions NATO armed forces are required to have the capability to carry
out concurrently.®” The second step of determining requirements is implemented by the
Defence Planning Staff Team,® with the Allied Command Transformation in the lead. The

third step is to apportion requirements for each Alliance member. ‘ Minimum Capability
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Requirements’ are negotiated with member states and agreed to by ministers of defence. The
fourth step of facilitating implementation ‘is done by encouraging national implementation,
facilitating and supporting multinational implementation, and proceeding with the collective
(multilateral, joint, or common-funded) acquisition of the capabilities required by the
Alliance.’® Thisis akey step in which the principle of multilateral procurement could be

implemented.

Perhaps the key NDPP element is the review of results. Reviewing national progress towards
the mutually-agreed-to allocations, first bilaterally and then in plenum, at the ‘reinforced’
DPCC enables diplomatic ‘ naming and shaming’ of relative laggards following ‘ the working
practice of consensus-minus-one’.*° The processis not legally binding, but the diplomatic
pressure to follow through on commitments is increasing. The United States continuously
decries the European lack of burden-sharing.*! Indeed, the United States has unofficially
indicated that it will encourage Allied contributions by limiting its own pledges to fill
capability gaps—asit did in Operation Unified Protector. The United Statesis not the only
major ally raising the equity of burden sharing. As one interviewee put it, it iswell known
that the top five members of the Alliance account for almost 90 per cent of its combined
defence budgets and provide 70 per cent of common funding.** The bottom fourteen account
for 1 per cent of NATO’s collective defence budget and utilise fifteen per cent of the
common funds. Even without a permanent staff, the NDPP provides a systematic process for
airing such issues and does as much as one could expect of a non-legally binding framework.
In political terms, it can be fairly successful in creating a common framework for setting

shared goals for defence policy.

Apart from the NDPP, NATO offers a set of procurement-related processes and institutions,
some of which were already being reformed by the Chicago Summit, while others have
received increased impetus after the Summit’ s declaration on Alliance Capabilities in 2020.
With the Smart Defence concept, NATO has agreed to improve the procurement process both
within NATO and in its member states. To this end, new bodies are being developed and the
existing structures will be eased into the new structure in the 2012-2014 period while these
processes are on-going. The new agencies cover three areas. procurement, support, and
communications and information. The reform is to improve efficiency and effectivenessin
the delivery of capabilities and services.*® The new bodies of interest to the procurement
process are the NATO Support Agency (NSPA), the NATO Communications and
Information Agency (NCI), and the NATO Procurement Organisation (NPO).
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The new reform process resulted in the establishment of the NATO Support Agency
(NSPA).* One of the NSPA’s functions is to combine logistics and procurement support into
one organisation capable of providing these capabilities to nations.* It utilises two publicly
accessi ble databases to inform potential suppliers of contracting opportunities with NATO, or
the procurement agencies of member and partner states.*® This offers suppliers the advantage
of dealing with a single entity — and the Alliance and its members the opportunity to increase
competition between potential suppliers. It does so particularly for logistics operations,
wherein it provides ‘ cooperative logistics services to ... NATO nations and other NATO
bodies' under the principle of ‘consolidation’, by which NSPA means the ‘ consolidation of
logistics requirements expressed by two or more customers. The consolidation of
requirements means larger quantities can be ordered, resulting in economies of scale.”*” Thus,
in the realm of logistics support, the NSPA has already adopted the principle of multinational

procurement and has devel oped processes for implementing it.

The second reformed institution is the NATO Communications and Information Agency
(NCIA).*® Among its other duties, it has undertaken to ‘ provide support to the establishment
and the execution of the multinational [command, communication, intelligence, surveillance,
and reconnai ssance] projects between nations, national and international organizations and
industries.”* This support comes in the form of facilitating ‘ consultation and liaison with the
NATO Strategic Commands, Agencies and other entities to ensure coherence with other
NATO programmes and activities in the area of multinational projects.”* Unlike the NSPA,
the NCIA has not taken steps to pool procurement opportunities from either the demand or

supply side of the equation.

The NATO Procurement Organisation (NPO) isthe final institutional pillar of Smart Defence
that can be used to facilitate multinational defence procurement. Previously, NATO set up ad
hoc agencies to facilitate multinational procurement projects, such asthe NATO Helicopter
Management Agency and Airborne Early Warning Programme Management Agency.>! The
NPO is currently under development. Its organisational concept isto be completed in 2014.
The concept is to establish asingle, permanent agency to oversee all common and

multilateral procurement projects. The agency will benefit from resident expertise that can be
applied across programs and reduce administration costs. The NPO was established by the
North Atlantic Council and will be a subsidiary body of NATO. During the design phase, the
governing body will be the CNAD.
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The CNAD isacrucia element in NATO's efforts to improve the amount of multinational
defence procurement. Even if it consists of national representatives, the CNAD technically
reports directly to the NAC and meets twice annually. In these biannual meetings, the CNAD
agrees on overall policies and conducts oversight of underlying processes. There are roughly
50 working groups underlying the CNAD, while daily processes are handled in NATO HQ
by the representatives of the National Armament Directors or NADREPs.> In order to
further cooperation, including in the form of co-operative, joint, multi-national, and
commonly funded programmes, CNAD adopted the Phased Armaments Programming
Systems (PAPS) in 1990. PAPS was last revised in 2010. PAPS is a non-binding framework
for furthering multinational procurement cooperation and, as such, merely an offer to member
nations. It provides a ‘ systematic and coherent, yet flexible, framework for promoting
cooperative programmes on the basis of harmonised military requirements.’>* The framework
consists of the description of a structured process consisting of a number of phases with an
emphasis on aiding decision-makers at all levels at each of the decision points.> PAPS offers
the conceptual description of best practice, a shared terminology, and planning logic that

potentially can aleviate national concerns over multinational projects.

Each of these institutions represents a consolidation of NATO procurement efforts, yet they
should be treated as an intermediate step. Substantial overlap will remain between these three
agencies, with NCIA handling the C4I SR procurement portfolio, NSPA handling the life-
cycle support portfolio for some national and common-funded systems, and the NPO
handling all others. If multinational procurement isto be elevated as a principle under Smart
Defence, then ideally these procurement areas ought to be consolidated in a single agency.
Thiswill facilitate ownership and accountability at the political level and preclude buck-
passing strategies at the working level when shortfallsin capability occur. Moreover,
responsibility for the NPO and multinational procurement cannot be reduced to CNAD but

must be elevated to the political level. We will return to these arguments below.

EU defence cooperation initiatives

As emphasised in the NATO Summit Declaration on Alliance Capabilities in 2020, the Smart
Defence efforts are both a continuance of ‘60 years of allied cooperation in defence’ and an
ambition to install a new defence harmonisation mindset. NATO's own reforms mirror both
the continuity and tentatively the new, more ambitious agenda. Y et more remains to be done.
NATO's Smart Defence project was spurred by the 2008 financial crisis and clear shortfalls
in capability highlighted by Operation Unified Protector in 2011. These provided renewed
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vigour to ideas that have been present in the Alliance since its founding. But these ideas have
also received attention elsewhere, particularly in the EU, where the supranational project of
economic and political unity has lapped at the shores of foreign and defence policy for the

past two decades.

The EU’s Common Security and Foreign Policy, including its defence components, is alate
starter compared to NATO. In terms of actual external policies, it possibly also carries much
less weight than would be inferred from the policy statements of the High Representative.
But the analytical solutions developed and implemented by the European Defence Agency
(EDA) sinceits founding in 2004 offer an interesting source of inspiration for NATO asit
moves forward with Smart Defence. The EDA is aso the obvious primary collaborator for
comparable NATO processes as NATO and the EU attempt to find a division of labour
between them.

The European Defence Agency (EDA) ‘brings together all four communities of the [defence
procurement] chain, from planners to researchers, from programme developers to the
production side, that isindustry’, in order to assist in the harmonisation of capability
requirements, from definition to development to production, use-in-service, and disposal .
The EDA has focused on five areas: devel oping defence capabilities, promoting military
research and technology (R& T), promoting armaments co-operation, creating a competitive
European Defence Equipment Market, and strengthening the European Defence
Technological and Industrial Base. The EDA has devel oped strategies to address each of
these areas, but most relevant here is their approach to developing military capabilities. This
approach resembles the NDPP in many ways and provides indication of how military

capabilities can be standardised and their procurement synchronised in the NATO context.

The Capabilities Directorate utilises a Capabilities Devel opment Plan to provide member
states an ‘ assessment of capability trends and requirements, over the short, medium and long
term, in order to inform national decisions on defence investments.’>” The Capabilities
Development Plan is‘ devel oped collectively with the EDA participating Member States, the
Council Secretariat and the EU Military Committee (EUMC), supported by the EU Military
Staff (EUMS).*® It is envisioned as the strategic guide for investment in military research
and technology, armament cooperation, and industry consolidation amongst the participating
member states, but it is not a supranational plan that imposes itself upon them. The

Capabilities Directorate implements the Capabilities Development Plan using two
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approaches: a centralised staffing function performed by integrated development teams to
harmoni se requirements amongst participating member states and a centralised database for
acquisition programs to allow cooperation on projects falling outside of those that have been

harmonised.

Intheideal, ‘ capability development starts with harmonising military requirements. Thisis
essential to prevent fragmentation of demand, which ultimately leads to national capabilities
lacking interoperability and standardisation...Harmonisation of military requirementsis the
core business of EDA’s Capability Directorate.’*® The EDA does this through analysis teams
of experts open to all participating states.®° The results of the analysis then drive the
cooperation in procurement from the demand side. * Once military requirements have been
harmonised and, in applicable cases, R& T [research and technology] results have taken on
board, the preparation phase of Armaments Co-operation starts. This leads to an Armaments
Cooperation programme of industrial devel opment and procurement, to be conducted outside
EDA but with Agency...monitor[ing] in order to guarantee the capability-driven approach
throughout the remainder of the process. The EDA Armaments Directorate plays the central
role in conducting these programme preparation phases.”**

For capability requirements that are extant and/or have not been harmonised from the outset,
the EDA has established the Collaborative Database (CODABA). The CODABA

‘allows participating Member States to publish opportunities to cooperate over
the entire acquisition cycle: short term to long term, from Research &
Technology (R&T), through Armaments Cooperation, to in-service support well
as potentialy for involving industry... The CODABA is used by the [participating
Member States] as an information tool for national project proposals or already
existing projects, and as aresult, inputs in the CODABA are permanently
updated. In the shorter term the CODABA aims to provide an overview of al

existing national collaborative opportunities.’®

Regardless of whether the cooperation occurs from the beginning or later in the process, the
EDA facilitates projects that presume the participation of all member states, except those that

opt out, as well as projects composed of coalitions of the willing that opt in.

In attempting to extend its free-trade Single Market mechanisms to the defence area, the EU

has adopted a set of policiesto further competition and open up an EU market for defence
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materiel. The EDA has undertaken initiatives to increase competition and cooperation
between suppliers, thereby facilitating the rationalisation of the European defence equipment
market.®® Specifically, the Defence Ministers of the participating member states approved a
code of conduct that came into force on 1 July 2006. ‘ The Code covers defence equipment
purchases (with avalue over € 1m) where the provision of Art. 296 of the EC Treaty are
applicable. The contracts are placed on the Agency’s Electronic Bulletin Board (EBB),
accessible to any visitor at EDA’s website.”* Participation, monitoring, and enforcement of
the code of conduct are on areciprocal basis, with no legal commitment implied. However,
the EDA is devoting resources to monitoring the conduct of member states and has
established a reporting mechanism so that the Agency Steering Board, composed primarily of
the Ministers of Defence of the participating member states, can ensure that the code operates

as intended.

Furthermore, the EDA has taken steps to increase cooperation amongst industry. A Code of
Best Practices in the Supply Chain complements the Code of Conduct. It

‘extends the benefits of greater competition through the supply chain, especially
lower tier companies and SMEs [smaller or medium-sized enterprises| who may
not be able to bid for contracts directly but could act as sub-contractors. Its
supporting electronic tool: the Electronic Bulletin Board (EBB) — Industry
Contracts was launched on 29 March 2007 to enable Prime Contractors and

commercial buyers to advertise sub-contract opportunities.”

Defence contractorsin any of the participating member states can apply to gain accessto the

EBB in order to find business opportunities.

In sum, the EDA has undertaken a comprehensive set of initiativesto facilitate the
harmonisation of defence capabilities through the standardisation of requirements and
synchronisation of purchases. Theseinitiatives include utilising the Capabilities Directorate
to harmonise requirements, collecting and informing member states of capability
requirements and programs that have yet to be harmonised, facilitating industrial
consolidation through peer pressure applied by vanguard ministers of defence in compliance
with EDA’ s Code of Conduct, and informing industry members — prime contractors as well
as subcontractors — about the opportunity to tender contracts with member states or amongst

themselves via a transparent and publicly available database. These initiatives suggest how
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NATO could go about designing processes to facilitate multinational defence equipment

procurement.

It isimportant to emphasise the formal differences between NATO and the EU as well asthe
differences between the two organisations perspectives. While NATO is concerned with
getting the most effective output in terms of capabilities for a given input, the EU isalso
concerned with wider defence and non-defence-related priorities, such as extending the
Single Market free trade principles and protecting a European defence industrial base. Should
NATO and its nations choose to prioritise multinational procurement, they will have an edge
on the EDA, which does not see this as a specific achievement. In addition to applying
lessons from the EDA, NATO and individual states should push for further organisational

and process reform.

NATO harmonisation through synchronisation and standardisation
Harmonisation is akey word in NATO'’ s defence planning efforts. Indeed, the NDPP is
designed to provide a‘ framework which permits national and multinational defence planning
arrangements to be harmonised in order to meet the Alliance’ s agreed requirementsin the
most effective way.'® If the Alliance is to achieve strategic, operational, tactical, and future
unity of effort aswell asan optimal output for a given input, defence policies must be
harmonised to the greatest extent possible. Of course, a purely economic or technocratic
approach — even if it is the implementation of political wishes—must be tempered by the
political realities of an alliance of sovereign nations which reserve the right to make their
own decisions in defence matters. Even so, there are still many ways that harmonisation can
be enabled short of granting supranational status to NATO and making legally binding
commitments to nations. The following sections describe the general approach of

harmoni sation through synchronisation and standardisation alittle further before proceeding
to specific recommendations, first for the level of NATO organisations and processes, and

then finally to specific recommendations for nations to apply at home in their capitals.

Harmoni sation means bringing into accordance, making fit each other. Harmonisation
therefore has two major components. synchronisation and standardisation. Synchronisation of
defence investments is the first leg of harmonisation of national defence procurement
policies. It is necessary if the Alliance is to achieve its Smart Defence objectivesin terms of
enhancing multinational defence procurement. In this context, synchronisation means the

alignment in time of national decision-making processes regarding defence investmentsin
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new capabilities. In practical terms, there are two main elements in synchronisation: First, the
national adoption and sharing of materiel plans and consultation in the Alliance over possible
alignments in time. Second, as a means to the first, nations should adopt a Code of Conduct
for Defence Investments, including a pledge to increase the multinational procurement and a
set of administrative procedures enabling harmonisation. This Code of Conduct should be
hosted by the NPO.

The synchronisation of materiel plans means that nations must have continuously updated
materiel plans that follow a standard format, enabling the use of these documentsin an Allied
setting. The materiel plans will include potential, planned, and on-going defence investments
over acertain minimum size. The potential and planned categories are essential, asthey are
where consultation over potential cooperation leading to multinational procurement is
especially promising. The NPO can serve as a clearing house for materiel plan alignments.

Working for synchronisation is a piecemeal approach, not an either—or issue; it is about
creating the foundations for certain nations to go first with specific projects and then create a
positive spiral for all nations to emulate. Synchronisation can only be achieved by nations,
and the groundwork will likely be provided by afew nations with strong political leadership.
But NATO and especialy the NPO can play an essential role in paving the way for
synchronisation. Synchronisation isafirst pragmatic step towards creating a better foundation

for multinational procurement.

But one more step is needed in order to achieve progress. Standardisation is the second leg of
the harmonisation of national defence procurement policies: in this context, it covers standard
requirements descriptions and shared doctrine. Standardisation addresses the underlying but
concrete reasons for national rather than multinational procurement. Put simply, nations
purchase different platforms, because each has established different requirements that the
equipment must satisfy. They are different in spite of the fact that the allied nations face the
same security environment, same changing face of warfare in aglobal context, and almost
identical technological possibilities. Requirements are therefore the first part of
standardisation. Differing requirement descriptions despite a common security environment
are an important impediment to multinational procurement. Shared minimum requirement
descriptions can pave the way for political leadership to overcome bureaucratic inertia. The
formulation of requirementsis an integral and important part of the early steps of each

procurement process.
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NPO should be the main anchor site for the process. First, NPO would need to develop an
agreed list of platforms with afocus on low-hanging fruits by consolidating alist of the least
controversial platform types. Second, a set of minimum requirements should be devel oped for
each of the platforms, starting with afew projects. This process must include consultation
with industry and national armaments agencies. Importantly, the NPO must be supported by a
group of ministers of defence who are willing to push the agenda.

On a deeper level, different doctrines are a main reason for contrasting requirements
descriptions. In general, interoperability isamajor NATO aim (including through the
Connected Forces Initiative and NATO Response Force). The development of shared
doctrine could enable both interoperability and reduce one source of impediments to
multinational procurement. Clearly, having shared doctrine — including to the level of TTPs—
will not make complete sense across the different natural environments faced by the nations
(arctic versus desert conditions, for example). Y et interoperability is already an accepted aim
and principle for the nations' armed forces. Moreover, for the Tier 4 nations especially, the
development of national doctrine isrelatively costly, so there will be long-term cost-savings
to be gained by sharing doctrine.

NATO clearly hasamajor roleto play in this process. Indeed, the NPO has a stake in
synchronisation and standardisation — but both also go beyond itsimmediate remit. This
means that devel oping NPO’s mandate and capabilitiesis absolutely essential to any progress
in this domain, but aso that other actors and processes within NATO must be coordinated
with the NPO efforts as part of the overall Smart Defence initiative, including the NDPP,
NSPA, NCIA, and Allied Command for Transformation’s Framework For Collaborative
Interaction (FFCI). Some lessons can be drawn for each of these from the experience of the
EDA.% We address each in turn.

NATO Defence Planning Process (NDPP)

1. Pledge to Increase Multinational Procurement. First-mover national political leaders
could draft a pledge to be signed by their ministers of defence and national armaments
directors to make multinational procurement the default choice. Establishing the
pledge and procedures of multinational procurement at the political level would drive
forward harmonisation of national procurement processes with concurrent allied

projects. The NDPP should be changed to reflect such a change of priorities—
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multinational procurement (how we buy capabilities) then becomes as important as
the quality and quantity of capabilities (what we buy).

2. Institutionalised Reporting Requirements. Multinational cooperation suffers from a
first-mover’s dilemma: those who pledge to blaze a new trail take greater risks than
those who follow. A potential solution to these risks would be to encourage all nations
to join in the process by institutionalising a reporting requirement in the NDPP as part
of the Defence Planning Capability Survey (DPCS). The DPCS ought to capture
national procurement plans with sufficient detail so that they can be compared in
order to achieve synchronisation and standardisation. Part of the reporting
requirement ought to include explanation and justification for national procurement
programs, particularly when opportunities for multinational procurement exist. The
NDPP s Annua Capabilities Report ought to include a measurement of the ratio
between national and multinational procurement investments in the preceding year for
each nation and aggregately for the Alliance.®® NATO HQ should include the request
for thisinformation in the Defence Planning Questionnaire sent out to each nation as
part of the NDPP. Nation’s Country Chapters should contain a separate
page/section/line reporting these multinational procurement data. The ratio should be
calculated as the percentage of multinational procurement investments in major
weapons programmes compared to the aggregate multinational procurement
investments. Nation’s Country Chapters should contain a separate page/section/line
reporting these multinational procurement data.®® If multinational procurement is
taken serioudly, these reports could be utilised to trigger a naming-and-shaming

process similar to that used to discourage capability shortfalls.

NATO Procurement Organisation (NPO)

1. Ministerial-level Governing Board. As argued above, procurement decision making at
the national level is at times dominated by the subordinate procurement agencies
within the ministries of defence rather than by the political principal embodied by
ministers of defence. The EDA Steering Board is composed of the defence ministers
of the member states. The ‘ operations [of the NPO] are overseen by an Agency
Supervisory Board, its sole governing body, which during the design phase will be the
Conference of National Armaments Directors.’ ™ This places the responsibility for

multinational purchases at the technical level as opposed to the political. National
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armament directors, like any career official, desire to control their ability to fulfil their
missions to the greatest extent possible. Indeed, ‘ priority is attached to maintaining
control over budgets. Organisations are often prepared to accept less money with

greater control rather than more money with less control.”

Several sources argued
that national armament directors constitute the greatest barrier to the harmonisation of
requirements and synchronisation of multinational procurement. The National
Armaments Directors are perceived to be unwilling to accept a ‘95 per cent’ solution,
even if it reduces the cost of equipment substantially. As multinational procurement
cooperation isapolitical decision rather than atechnical one, the NPO is unlikely to
be effective unless political authorities are made responsible for its operations. Thus,
NATO could learn from EDA and place the NPO under the control of a board

composed of the MoDs of member nations.

Permanent Staff. At the working level, the EDA has a permanent resident staff of
expertsin the IDTs that provide independent analysis, retain institutional memory,
and can pursue long-term objectives for the EU as awhole. This can facilitate
developing common requirements, devel opment, and equipment purchases. The NPO
aspires to have aresident staff of experts, rather than the ad hoc collections that
populate the disparate procurement program agencies. Nations should ensure that this
permanent staff is well-manned and empowered to consider and propose harmonised
requirements for capabilities to be procured by member states. NATO organisations
benefit highly from permanent staff with specialised abilities and less of the downside

following the transience of seconded staff officers from nations.

. Adopt International Sandards. The NPO'’s processes have yet to be developed. Many
of the services that EDA supplies would be very useful in aNATO setting and
complement the NDPP. The NPO could facilitate the harmonisation of requirements
and synchronisation of purchases between member states that agree to adopt and
abide by defining their equipment requirements in terms of international technical
standards rather than national or proprietary company standards and setting clear

award criteriafor contracts.”

. Gather and publish transparent data on defence expendituresin the Alliance. The
NPO plays an important role with regard to breaking the monopoly on data with

regard to defence expenditures. The current lack of easily accessible data on
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multinational and national procurement expenditures hampers the Smart Defence
agenda. NPO should gather and publish data on defence expenditures across the
aliance in atransparent, systematic, and inclusive manner, building on NDPP
reported numbers. By publishing such defence data, the NPO can enable research and

analysis across the Alliance, thus pushing the agenda of multinational procurement.

5. Enforce Contracting Transparency. Furthermore, the NPO could adopt a Code of
Conduct to enforce contracting transparency. This code would be based on the above
requirements and enforced at the political level by the board of ministers of defence

through the use of the naming and shaming procedures now resident in the NDPP.

Allied Command Transformation’s Framework for Collaborative
Interaction (FFCI)

1. Contract Transparency. The EDA’s simple and elegant solution to facilitate industry
cooperation by hosting a second publicly-accessible database for prime contractors
and subcontractors to post contract opportunities could easily be adopted and would
facilitate the devel opment of a more international defence equipment market, both
within Europe and across the Atlantic. Contract transparency rules and the electronic
data bases would be quite different from NATO ACT’s FFCI. At present, NATO
informs defence industry companies of business opportunities through the NATO
Industrial Advisory Group (NIAG). AsNATO'swebsiteindicates, ‘ The NIAG
composed of high-level industrial representatives of the member nations, each of them
acting as afocal point and spokesman for his’her national defence industries.’® ACT
also utilisesits FFCI to discuss defence capability requirements with industry
representatives one-on-one, under conditions of non-disclosure in the pre-competition
phase of capability development.”* Neither the NIAG nor the FFCI includes
representatives of smaller or medium-sized enterprises (SMES), and these limited
attempts at outreach therefore provide the broader defence industry with only partial
knowledge of business opportunities and the shape of future demand. The general
lack of transparency has been of concern to the industry, has suppressed the
liberalisation of the international defence equipment market, thereby hindering
nations and the Alliance in achieving best value for money.
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While the general approach as well asthe concrete initiatives within NATO must necessarily
be promoted and supported by nations in order to succeed, nations themselves have the
largest task ahead of them. If nations only push for reform through NATO, very little will be
gained. The effect of the reformed processesin NATO should be felt and leveraged in
capitals to further the multinational agenda.

Domestic level initiatives

These national reforms must be pursued with the objective of pushing the principle of
multinational procurement as far as possible into national decision-making and oversight
structures. This means that the initiatives comprise all levels of the overall process as

described in Figure 1.

1. Share National Procurement Plans. Here, it matters first and foremost to tie together
national procurement plans with the NDPP as well as the coming efforts of the NPO.
To begin with, this means the adoption of national procurement plans. National
procurement plans are standardised lists of potential, planned, and existing
procurement programmes. These documents are central management tools for MoDs
and armaments agencies and function alongside other strategic documents as
cornerstones in national security process. They may be classified but are intended to
be shared beyond the armaments agencies — with, for example, parliament and indeed
NATO NPO and members. Sharing information on potential and planned new
capabilitiesis afirst step towards synchronisation. This allows the identification of
shared general requirements. The format of these documents must follow a basic
standard formulain order to facilitate the ‘pairing’ of requirements and thus

synchronisation, but simpler is better.

2. Link National Procurement Plansto the NDPP. Second, nations need to further their
linking of national defence planning and the NDPP. Nations vary with regard to how
they institutionalise the input from the NDPP. But the NDPP should not be an
afterthought to national planning but rather a cornerstone element from which much
else springs. Other allies’ armaments plans, obtained through information sharing
with the NPO, should be important elements in taking decisions to move potential
armaments projects to the right or left on the calendar. Longevity of defence materiel
means that such decisions can in practice be tweaked in time with relatively little cost

within the overall investment portfolio.
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3. Adopt International Requirement Standards. Third, nations should enable
standardisation in how they institutionalise their requirements descriptions, including
down to the military services agencies. Standardisation should become the order of
the day, driving specification descriptions all the way down the chain of command so
that any deviations from emerging project-specific or NATO genera standards raise
alarmsfor high-level project managers. Moreover, work on doctrine and TTPs must
be reviewed so that it tends towards the standardisation agenda. Explicit and
transparent reasons must be given for deviation from international Allied best (or even
most current) practice where this impinges on capability requirements. Services must

be required to report to and follow joint and strategic guidance in these areas.

4. Institutionalise Relations with Industry. Fourth, relations with industry should be
institutionalised to follow international transparency standards such that armaments
agencies keep national industry at arm’s length. National armaments agencies must
pursue the best value for money and follow transparent and explicit rule sets when
awarding contracts. Industry is and will remain avalued partner for NATO and
nations, but relations with industry must be regulated in a transparent and systematic

manner.

5. Enhance Parliamentary Oversight. Fifth, parliaments have an important role to play.
As the domestic side of the compound political problem is a principal—agent issue, it
isimportant to emphasise that parliaments are also part of the principal. Ina
democracy, parliament ought to at least have a substantive role in oversight, both in
terms of forward priority setting where international political goals, such as an
increased ratio of multinational to national procurement, are enmeshed with more
mundane military and organisational concerns, aswell asin terms of after-the-fact
reviews of decisions and implementations. In practice, most democratic nations have a
large degree of consensus around their defence and security policies. Mgor strategic
reviews as well as defence budgets are often approved either directly in parliament or
its committees (such as defence, national security, foreign affairs, and financial
appropriations committees) or indirectly through the involvement of relevant MPsin
defence commissions and the like. As the Geneva Centre for the Democratic Control
of Armed Forces (DCAF) describesin its backgrounder on defence procurement and
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the role of parliaments, parliaments can play arolein all stages of the defence
procurement cycle. Parliamentarians can establish legal frameworks for procurement,
debate and approve budgets, they can ‘ exercise oversight’ of the procurement process
by ‘ requesting reports from the executive, hearing statements or testimony by
government officials or directing questions and interpellations to the government’. In
some cases, parliament may also be required to approve procurement exceeding a
certain amount.” Thus, parliament should be briefed on long-term strategic priority
documents such as a national armaments plan and should seize the opportunity to
emphasise the need for multinational solutions. Moreover, parliaments can use their
powers to oversee the implementation of multinationality in defence procurement

through hearings, questions to the executive, and individual press releases.

6. Gather and publish systematic and transparent data on national defence
expenditures. The absence of readily available and systematically comparable data on
defence expenditures hampers analysis and efforts to promote multinational defence
procurement. Gathering and publishing such datais a useful tool for MoDs to support
the Smart Defence agenda, as the data can enable policy analysis and public debate,

including parliamentary oversight on issues related to multinational procurement.

Synchronisation and standardisation are complimentary lines of effort when working to
achieve harmonisation with regard to enhancing multinational procurement. Even if
synchronisation and standardisation as described above can take the form of separate concrete
initiatives, they should be thought of as complimentary. Given technological development
and a changing security environment, requirements will always be a moving target, even in
national procurement. Even in national capability development, however, final requirements
are settled upon at a given moment. In order to create a positive spiral for multinational
procurement, one set of shared requirements should be developed for given development
projects. The possibility for standardisation in terms of requirements therefore depends on the
synchronisation of planned national demands. This also means that synchronisation — from
information sharing to reforms of national defence planning processes —is a precondition for
standardisation to have an effect on multinational procurement.

44



Conclusions

If the NATO Smart Defence initiative is to achieve its ambitious goals, the most promising
place to institutionalise the efforts is likely to be upstream in the defence planning process,
enhancing the ratio of multinational over-national procurement. Buying the same equipment
isless sengitive than buying and sharing the same equipment. It is easier and will be less
costly to cooperate with the same equipment, both when deploying for operations and

developing and maintaining the platforms over their life-cycle.

Moving the Alliance forward to make the Capabilities 2020 declaration come true means
changing things at several levels—in the nations, in NATO processes, in how we engage with
industry, and having the courage to face and solve issues related to geopolitics and
sovereignty.”® Not least the latter isimportant. No single country outside the United States
has the money, expertise, and political will to have a full-fledged defence. For any other
country, including those within the Alliance, defence matters will not be a question of how
many (asin the case of the US) but rather which capabilities to possess. It is becoming
increasingly clear that cooperation, coordination, sharing, and yes, interdependencein
defence affairs — through the Alliance — does not detract from sovereignty but rather isa
precondition for sovereignty. No Western country, even the European NATO countries
together, is self-sufficient in defence affairs regarding capability devel opment, sustainment,
and operational use. Our common security issueswill be solved only through transatlantic

cooperation or they will not be solved at all.

Pathways to a positive spiral

Immediate practical solutions to getting more multinational procurement liein the NATO
processes. They offer various and improved frameworks that will make it easier for nations to
cooperate. Yet asNATO is not a supranational institution like the EU, none of the processes
that NATO can supply will be binding and as such in themselves change nations' behaviour.
This basic condition means that whatever the ingeniousness of the conceptual solutions that
NATO HQ and nations devel op together, they will still depend on political will at the highest
levels. Ultimately, responsibility lies with the nations, and the initiatives will have to come

from the capitals.
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But proper political level attention to making commitments and reporting requirements at the
international level will at the very least create a substantial downward pressure at the
domestic level, from ministers and their cabinets down to National Armaments Directors,
armaments organisations, and service bureaucracies. What we are pleading for is, in fact, the
clever, political use of the NATO processes as alever in this domestic tug of war. This
compound political problem, of which the domestic agent—principal issueis an important
aspect, can be addressed through aloop running from MoDs in capitalsto NATO HQ and
back to subordinate organisations in the nations. While NATO will not acquire any of the
formal characteristics of a supranational organisation in the foreseeable future, it can acquire
such functional characteristics when MoDs use NATO processes as leverage in their
domestic management process. In order for thisto happen, NATO organisations and
processes should be adapted to:

e Elevate the principle of multinational procurement (how we buy things) at par with
the quality and quantity of capabilities (what we buy), including in the NDPP

e Establish a permanent staff for NPO

e Establish aministeria-level governing board for the NPO to replace the CNAD so
that responsibility for multinational procurement rests at the political level rather than
the technical level

e Ingtitutionalise reporting requirements to include the ratio of national to multinational
procurement projects and explanations of deviations from multinational procurement

e Gather and publish transparent data on defence expenditures

e Propagate international standards for military requirements so asto achieve
standardisation of capabilities

e Enhance contract transparency through accessible databases of projects for nations
and companies

e Harmonise doctrine with the view of avoiding differing requirements

These initiatives at the NATO level could enable Alliance member states to engagein
multinational procurement if they choose to do so. Yet thisisacompound political problem,
and lowering barriersto cooperation at the NATO level is not sufficient. Member states must
take action and reform their own processes if they are to engage in multinational procurement
more easily. To achieve this, initiatives such as the following can be undertaken by ministers
of defence:

46



e Pledge to increase multinational procurement by making it the default principle

e Adopt standardised national procurement plans (for NATO reporting purposes)

e Sharethese with Allied nations so that procurement can be synchronised in time and
standardised in capability

e Link national procurement plans to the NDPP so that capability shortfalls and
surpluses can more easily be coordinated and avoided, and multinational potential can
be identified

e Gather and publish transparent data on defence expenditures

e Adopt international requirement standards so that equipment purchases can be
harmonised more easily

e Institutionalise relations with industry based upon transparent requirements and
contracting opportunities, both nationally and internationally

e Enhance parliamentary oversight in order to strengthen the transparency and

accountability of the actors and processes involved

These domestic reforms mirror those proposed at the NATO level. Synchronising the
processes at each level will facilitate cooperation by removing key impediments as the
process moves from one level to the next. Harmonising these processes will allow national
political leadersto utilise NATO processes to enforce their will upon their subordinate
procurement agencies, thereby solving the principal—agent issue, which hampers
multinational procurement. Policy need not be trumped by technical expertise. The strategic
challenge of maintaining military capabilitiesin an era of severe fiscal constraints requires

the exercise of political leadership in the Alliance.

Reasons for measured pessimism

Even if such (or comparable) initiatives should be considered and implemented, the
underlying geopolitical and geo-industrial structures behind the current stalemate will remain
present. There are many reasons to be pessimistic about the Smart Defence agenda’ s future.
Austerity measures not only mean lower budgets but also instinctive reversals to national
solutions, industries, and jobs. The geopolitical and geo-industrial tensions behind the still-
unresolved relationship between the EU and NATO and between the industriesin Tier 1, 2,
and 3 nations is another. Add to this the disagreements at the strategic level over the

Alliance’ srole and tasks.
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This means that political attention will have to be clearheaded about at |east two areas, where
change will more likely only come even more gradually, like tectonic plates shifting, and
only appear through grand bargains at the highest political levels. Thefirst of theseisthe
relationship between NATO and the EU. The second is a transatlantic market for defence
products, where big players on both sides of the Atlantic have access to each other’ s markets.
The chances that any of these two issues will be resolved in the next ten years may be slim.
But the history of European integration offers a positive answer. In the context of
globalisation and increased competition from BRIC countries, visionary political |eaders can
affect dramatic change through incrementally strengthened frameworks.

The NATO-EU relationship isthe one that is most likely to move forward. Not only has this
been a priority of Secretary General Anders Fogh Rasmussen, but the current fatigue within
the European Commission will aso contribute to the possibility of a pragmatic
accommodation and acknowledgment of adivision of labour. NATO should be inspired as
much as possible by the analytical concepts found in the EDA. In any case, it is necessary to
build a closer working relationship and pragmatic division of labour between the two
organisations. Procurement policy is one areawhere they may proceed in this direction. For
NATO, that means interfacing with the EDA so that EU capability goalsand NATO
capability goals coincide, perhaps to the point of allowing formal cooperation and
collaboration.”” Asit is, the utility of the Capability Group derives from informal staff-to-
staff contacts that allow limited coordination to take place. Clearly, aformal agreement
between the EDA and NATO that delineated a process for cooperation would be helpful. In
particular, synchronising requirements and facilitating cooperation on atransatlantic basis

would further enhance the efficiency of the market.”

The second underlying structural issue has to do with the entire Alliance-wide market for
defence procurement. In order to move forward as an Alliance, it is necessary to have a frank
debate and exchange about the el ephants in the room. The larger European NATO countries
with significant defence industries and which are also members of the EU are unlikely to
abstain from working for a coherent defence market within the EU track aslong asthereis
unbalanced reciprocity in the Alliance defence market structure. The American defence
market is possibly the most competitive in the Alliance and relatively open to foreign
companies. But as the long story about the KC-135 replacement air-to-air refuelling airplane
shows, even in the United States it is difficult not to see political lobbying working through
the acquisition system and its legal ingtitutions. It goes beyond the remit of this report to
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examine the possible pathways for developing a political understanding, which again could
create a cooperative, transatlantic framework. Continued talks over atransatlantic free trade
area could represent afirst step towards a defence deal. Another solution isto work for the
further consolidation of arms manufacturers so that they acquire a size, product portfolio, and

expertise that isrelevant at the level of an Alliance-wide defence market.

Whichever direction decision-makers choose to go when implementing the Chicago
declaration, afew genera lessons are important to keep in mind. The Alliance is faced with a
compound political problem. Each of the problem areasisintricate in its own right, but the
interlocked character resultsin the current stalemate. The second general observation is about
the solutions. Above, we have suggested several ways of trying to break the stalemate and
initiate a positive spiral in multinational defence procurement. Regardless of their specific
feasibility, the crux of the matter is the intent and general gist of the proposed solutions. That
is, first of all, to address comprehensively all of the problem areas while recognising that
resulting change will initially be small, likely produced by afew countries. Building a

positive spiral will take yearsif not decades, and the 2020 deadline may even be too early.

Nevertheless, there is no reason not to go down that road as continuously rising platform
pricesin itself will take most small European countries out of the defence equation within a
couple of decades if nothing else changes. As Christian Mdlling has argued, European
nations will only have ‘bonsai armies at their disposal if current trends continue.” For
everybody, NATO and EU member states alike, cooperation isincreasingly a precondition
for sovereignty, not an impediment to it. The question, therefore, is whether we will get it
together or not at all.
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